Components of the Business Plan

In his book, How to Write a Great Business Plan, William Sahlman (2010) introduces the idea that great business plans are not reliable predictors of a venture’s success. He notes a correlation between the elaborateness of a plan and the likelihood of the venture’s failure. Entrepreneurs, Sahlman writes, are often overly optimistic about the amount of money, time, and interest that they will need to generate. Entrepreneurial optimism often results in potential investors viewing plans with increased cynicism, which creates ever-growing cycles of exaggeration and inaccuracy in new venture plans.
Sahlman proposes a simple framework for cutting through the hype, focusing on the following four critical success factors for every business (How to Write a Great Business Plan, 2010):
· People: The people involved in the planning are not necessarily the most important aspect of a venture, but "without the right team, none of the other parts really matter." Sahlman explains that the busiest venture capital (VC) firms in the world tend to focus their attention on the people of a venture first. The three main issues to consider when examining a venture’s leadership team are as follows:
· What do they know?
· Who do they know?
· How well are they known?
· Opportunity: The opportunity that is presented in a business plan is commonly discussed in terms of the market for the venture’s products or services. Sahlman writes, "a good business plan begins by focusing on two questions: Is the total market for the venture’s product or service large, rapidly growing, or both? Is the industry now, or can it become, structurally attractive?" The most profitable way to enter a market is to get in before it has gotten big, and to "identify high-growth-potential markets early in their evolution."
· Context: The context of an opportunity can enhance or detract from the opportunity itself. All ventures exist in context, and they are often created by changes in context. When tax codes change, when regulation or deregulation occurs in an industry, or when new technology changes the way in which people do things, the business context changes dramatically. Sahlman suggests that entrepreneurs need to "show a heightened awareness of the new venture’s context and how it helps or hinders their specific proposal...[and] demonstrate that they know the venture’s context will inevitably change and describe how those changes might affect the business."
· Risk and reward: Explaining the dynamic between risk and reward in the venture is the fourth piece of Sahlman’s framework. Entrepreneurs must boldly express the realities of risks and rewards when writing and presenting their plans. As all ventures are inherently risky, entrepreneurs must acknowledge the risks that are involved in their venture and work to create levels of comfort for potential investors. Presenting a viable exit strategy and showing investors how they will recoup their investment creates confidence in potential investors.
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Traits of Entrepreneurship 

This unit introduces the challenges of entrepreneurship and reviews the initial stages of the entrepreneurial venture: strategic management and form of ownership alternatives. Small businesses drive the world economy and the owners of small businesses are themselves driven to succeed. Strategic management is a linchpin in the small business venture, one that requires a future orientation while being firmly grounded in the present. Strategic intent is dependent, to some degree, on the ownership structure of the business; that structure may also determine the future growth rate that the firm can expect to maintain.
An entrepreneur is “a person who creates a new business in the face of risk and uncertainty for the purpose of achieving profit and growth by identifying opportunities and assembling the necessary resources to capitalize on those opportunities” (Scarborough et al., 2009). Entrepreneurs share a few personal traits, including a desire for responsibility, a willingness to assume risk, confidence in their own abilities, and they are energetic and achievement oriented. Plainly, the entrepreneur is someone who recognizes a market need and has the right mixture of personality traits and business acumen in order to take advantage of planned market opportunities.
The advantages of entrepreneurship include the following:
· The freedom to make decisions independently
· Flexibility in work hours and environment
· The ability to use one’s creativity at will
· The opportunity for substantial pecuniary rewards
· The chance to make a difference.
There are some drawbacks to entrepreneurship as well, such as the following:
· The responsibilities inherent to business ownership
· The likelihood of having to work longer hours
· The chance of losing all of one’s investment
· Government regulations and red tape
· The high failure rate among small businesses
Strategic entrepreneurship has four basic steps:
1. Establish an entrepreneurial framework: That is, entrepreneurs must continually frame the environmental challenges to transform them into entrepreneurial opportunities.
2. Create and make deposits in an opportunity bank: Build an inventory of entrepreneurial ideas by redesigning the company’s own products and services or those of other firms, by resegmenting the existing markets, or by creating new markets.
3. Focus on the best opportunities: by identifying and prioritizing key target markets for current and new products and by allocating resources to these targeted opportunities
4. Adaptive execution: formulating and implementing a business strategy that provides direction in a highly uncertain environment and redirects strategy as reality. Adaptive execution is at the heart of strategic thinking for the entrepreneur.
Innovativeness and risk taking are two of the key variables of strategic entrepreneurship.
· Innovativeness is the individual’s tendency to engage in new ideas and creative processes that may result in new products or services.
· Risk taking is a measure of the proclivity to engage in risky projects, and a preference for bold vs. cautious acts. How these two factors intersect can be used as a determinant of entrepreneurial venturing (Simsek, 2007).
The three basic forms of ownership are the proprietorship, the partnership, and the corporation, although there are also variations of the last two forms. The least complex business form is the sole proprietorship. One individual owns the business, although employees can be hired. The main disadvantage of a sole proprietorship is potential legal liability—the owner is personally liable for the business's debts or any other problems. Proprietorships also have a limited access to capital.
A partnership has two or more owners. The advantages and disadvantages of a partnership are similar to those of a sole proprietorship, particularly for the tax and liability issues, and for the access to capital. The specifics of the partners’ relationship must be defined in a written partnership agreement. A corporation provides certain legal protections. It also lends some credibility to the business, which is particularly helpful when you are looking for financing or trying to do business with larger companies, although it is more complex from a tax standpoint. A small, start-up business can elect to become an S-corporation, which makes the tax situation less onerous.
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Conceptualizing a New Business
Although passion for seeing one's ideas commercialized and having real innovation and differentiation are surely keys to success, too many new entrepreneurs do not think through the subsequent steps, efforts, and resources needed to turn a good idea into a commercial success.
This may be what separates inventors from successful entrepreneurs.
Mission Statement
The starting point for any business is to establish a concise, focused mission statement. This describes what the company offers and to whom and how it plans to achieve delivery of these products.
SWOT Analysis
For both established businesses and start-ups, one of the most valuable analytical tools is SWOT analysis. This is a way of describing the firm's competitive position, or where it is stronger and weaker than its competitors; it also describes potential opportunities and threats that the firm and its competitors could face.
Competing in the Marketplace
Michael Porter (1998) states that there are three primary methods to successfully compete in the marketplace:
· Be the industry's low-cost producer. This form of competition is based on the simple fact of who will be left standing in a price war. Particularly in industries where there is little product or service differentiation, the industry's firms may try to compete on price. The survivors will be those with the lowest costs.
· Be a niche supplier. Another successful long-term competition strategy is to be a niche supplier. This means you have a very narrowly defined target market; it could be based on geographic terms, product features, or several other parameters.
· Use product differentiation. As the degree of competition facing all businesses only continues to increase, the usual form of successful competing is to have some source or point of differentiation. This could be along any number of parameters, including product features, delivery method, options, pricing, and after-sales service.
Strategic Planning Versus Routine Planning
Planning can occur at two levels in a company: the strategic level or the routine level.
Routine planning refers to the day-to-day or hour-to-hour planning that front-line managers or supervisors regularly do. It includes decisions including the following:
· Who will fill in for Sally when she goes on vacation?
· Should we work on customer A’s order or customer B’s order first?
· Should we run the job on machine C or on machine D?
On the other hand, strategic planning would consider such questions as the following:
· Will current technology that makes us stronger than competitors today be obsolete in 3–5 years, making us uncompetitive?
· What is happening to the global demand for our product or service?
· Who are our customers' customers, now and in the future? Could changing demands of our customers' customers impact us down the road?
· How might new legislation affect our industry positively or negatively?
· Are there any risks of inadequate human, energy, or raw material resources to carry us into the future?
To be successful in the long term, however, firms need to go through a formal strategic planning process. For example, the pace of technological advancements may expose a firm to operational and obsolescence risks. This is related to a company's ability to introduce new technology into its operations and the profitability of operations. Without proper strategic planning, a firm has little (if any) chance of survival.
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Mission and Vision Statements

Bruce Johnson has designed these videos to help you work with your company's mission and vision statements.
https://www.youtube.com/watch?v=b2MyaR0gMo0

https://www.youtube.com/watch?v=XlVBD4PmcTg

Johnson, B. D. (2010, May 12). What’s the difference between mission and vision? [Video]. YouTube. http://www.youtube.com/watch?v=b2MyaR0gMo0
Johnson, B. D. (2010, May 17). What makes a mission statement good (or bad)? [Video]. YouTube. http://www.youtube.com/watch?v=XlVBD4PmcTg



The Meaning of Entrepreneurship

Creativity, Innovation, and Entrepreneurship
"The uninitiated confuse creativity with innovation and entrepreneurship" (Landrum, 2012). They are not the same, because many great innovators can be weak entrepreneurs. An innovator tends to be "creatively destructive" (Landrum, 2012) and, according to the work of psychologist Michael Kirton (as cited in Landrum, 1994), "innovators prefer doing things differently" and like to chase life's possibilities rather than commercialize ideas.
Unlike an innovator, an entrepreneur does commercialize his or her ideas—or those of others—and will use his or her own money to launch a new business. Entrepreneurs chase innovative ideas and go down new or unique paths to sell goods and services; the entrepreneur must quell any destructive fears and capitalize on his or her expertise. Students of entrepreneurship should never forget that moving into unknown territories is never easy, safe, or without anxiety. Fearful people "form committees to validate their move into unknown territory. But always remember had Columbus formed a committee, he would still be sitting on the dock" (Landrum, 2012).
America: A Land of Entrepreneurs
"A review of America's beginnings offers insight into the entrepreneurial personality that is little but the reincarnation of the spirit of the early pioneers who settled the nation. Early settlers were men with a kindred spirit," (Landrum, 2012) or entrepreneurs who jumped on ships and sailed into Boston harbor to form new cities and start businesses. Ultimately, these adventurous types moved west, which is why there are many famous innovators and entrepreneurial geniuses in the West today. Evidence supporting this migration is that a decade ago, half of the Nobel Prizes awarded in America went to people from just one state: California.
Big T Personalities
"Former president of the American Psychological Association, Frank Farley, wrote extensively on these Big T personalities" (as cited in Landrum, 2012) and said that such men and women were thrill-seekers who went where the meek feared and founded America.
Farley told USA Today 'Type Ts value variety, novelty and change, they like challenges, have high energy levels, tend to be self-confident and feel that fate is in their own hands.' He went on to speak of their proclivity for confronting fear. (as cited in Landrum, 2012)
Those intrepid spirits sacrificed the present for an unknown future. According to international polls, Americans have a very high propensity for risk-taking, and it can be argued that the reason is that Americans are instilled with the traits of the pioneers and warriors that founded the country.
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Small Business Structures

Understanding the role and importance of small business in the United States is fundamental to the study of the overall business and economic system. Business creates jobs; provides goods and services across the country; provides for competition, that is, freedom of consumer choice; and maintains a high individual standard of living and society’s quality of life. Not only does small business in the United States accomplish these goals, but small business also expands opportunity to many individuals looking to establish business operations.
Two main types of individuals participate in small business ownership: the entrepreneur and the small business owner. Entrepreneurs are individuals who possess a high degree of tolerance for risk and are typically motivated by the possibility of introducing a new good or service and the high potential for financial gain. Small business owners tend to be motivated by the business success of their main business objective. Small business owners typically do not wish to expand as rapidly as possible and seek to establish long-lasting operations as an indicator of success. Both types of business owners are important to the general economy and are encouraged by a variety of social and government organizations.
The general environment of small business has changed over time. Technology has become an increasingly prevalent element within small businesses as customers have become accustomed to using technology to contact companies and even order goods and services. Small business owners have needed to accept the role of technology as a result of customers’ service and delivery expectations. Another change within small business has been the encouragement of minorities and women to own small businesses. Both the Federal Government and many private organizations offer women and minority business owners assistance. This assistance has increased the level of opportunity for many Americans.
Several methods exist for starting a small business. Among the most common methods are buying out an existing small business, starting a small business from scratch, and purchasing a franchise. Although most small business owners simply begin their businesses from an idea or skill that they want to offer the public, many individuals become attracted to the established reputation and business organization of existing small businesses and franchises.
Regardless of the method individuals take to begin their small business, many businesses will have several organizational elements in common with other businesses. These organizational elements include a strong and well-written business plan with well-established sources of funding.
Most well-written business plans lay out the framework of the business and include three main elements: goals and objectives statements, revenue forecasting, and financial planning statements. The most common sources of funding for both small businesses and entrepreneurs are institutional sources, private investors, angel investors, and personal funds.
Business owners must also decide on the type of business that will match their goals and objectives. Three main types of business are used by small business owners: the sole proprietorship, partnership, and corporation. All three of these types of business possess advantages and disadvantages. Business owners must evaluate the best type of business to maximize their potential for long-term success, or for entrepreneurs, the opportunity for rapid expansion.



