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Preface 

The business plan is a versatile means and is not only restricted to start-ups 
or company founders. Big companies have more or less large staff divi-
sions which have the task of thinking about strategic questions and their 
orientation in order to work out the plans for the next years. 

What does this look like in mid-size or small companies, which cannot 
afford their own staff divisions or planning departments to compile and 
plan their strategy. In such a case it is the manager’s or entrepreneur’s task 
to develop a strategy, to define future plan data and to implement them. 

Many mid-size or small companies fail, because they recognize market 
developments too late, because they do not promote the right products, be-
cause they have not thought about certain technological processes, because 
they have not adapted their organization in time. Many reasons can be 
named why such companies fail. 

In a successful company business and strategic situations are thought 
about continually and decisions are made early enough in order to act suc-
cessfully within the market. We believe the business plan to be a means for 
mid-size and small companies of thinking about their company and posi-
tioning it correctly within the market. More and more do small and mid-
size companies also have to compete and view their markets from a global 
perspective. Only someone who has prepared himself thoroughly for this 
step stands a chance within the tough competition. 

This book has helped many companies within the German market to 
think about their company and to position it correctly. That is the reason 
why we have decided to offer it on the international market as well. We 
believe it will encourage small and mid-size entrepreneurs to work out a 
strategic plan that will enable them to be successful within the market, also 
within the global market. 

With this book we do not simply wish to introduce you to the theme of 
drawing up a business plan, we also wish to offer you a “book of 
thoughts”, which – with all its questions – will motivate you to think about 
your company, to write down your ideas and plans and with these to find 
suitable strategies for making your company competitive. 



VI      Preface 

This book could only be compiled with untiring effort of those people 
who helped us to translate and shape it. We are particularly thankful to 
Paula and Susanne Schwetje who spent many hours of their free time de-
voting their energies to translating the book. We also wish to thank Anna-
Katharina Wenzel, who gave excellent support in correcting and complet-
ing the book. Last but not least, we would like to thank our families, who 
gave us the time to let this book become reality. 

Hamburg, June 2007 Gerald Schwetje 

Kopenhagen, June 2007 Sam Vaseghi 



Preface to German edition 

Due to the globalization of business activities and the internationalization 
of the capital markets, demands on internal and external company report-
ing have increased, primarily the reporting of future chances and risks has 
taken an outstanding position in this context. Against this background the 
publicity policies of a company have to be adjusted to structure the infor-
mation conveyed with financial accounting and other media in such a way 
that the addressees (e.g. shareholders, investors, suppliers, creditors, em-
ployees, tax authorities, analysts, publicity) act in accordance with the set 
company goals. Thereby those responsible for such information policies 
should align their activities to the goal of increasing the company value 
(value reporting). 

In this context the business plan presents an indispensable instrument of 
reporting, with which essential qualitative and quantitative company in-
formation can be documented for investors in a compact form, information 
regarding existing growth or risk potentials, beyond annual financial 
statement and report. The script at hand gives an extensive overview about 
the goals, concepts and instruments of an effective business plan. The 
practise oriented remarks are supported by a multitude of illustrative ex-
amples. The drawing up, using and updating of a business plan is clarified 
with know-how but easy language to founders of new businesses and man-
aging directors of mid-size companies with respect to the latest knowledge 
in business studies.   

I wish the excellent handbook a high circulation and the readers success 
when realizing the recommended strategies and concepts. 

Hamburg, December 2003 o. Univ.-Prof. Dr. Carl-Christian Freidank, 
 Tax adviser 
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1 Necessity of planning 

A business plan, in principle, can be seen as a document that commercial-
izes your business idea as a whole towards potential investors and stake-
holders. A business plan is successful if you succeed in conveying to the 
reader the most significant opportunities and growth capacities of your 
company realistically. 

A business plan should justify and describe your business idea and fur-
ther business development in a clear and adequate manner. It should not 
merely aim at emphasizing the strengths of the company, but rather at pre-
senting a realistic portrait of its problems, risks and obstacles. In addition 
to this, appropriate solutions should be proposed and discussed in detail. 

A business plan can be used for specific purposes. One target might be 
to obtain new means of investment for the development of a product or the 
marketing of a new product. 

Basically a successful business plan has three important features: 

• The short- and long-term objectives are clearly depicted, 

• a careful description is given of how the objectives can be achieved in 
realistic general conditions and 

• a description is given of how the realization of the plan will meet the 
expectations of the investors. 

It is very important to clarify beforehand what purpose a business plan will 
serve and what it aims at. In general business plans are compiled either for 
an external or internal reason. In the following chapter we will describe 
these facts in more detail. 

1.1 External use of a business plan 

From an external point of view the business plan represents the main fi-
nancing tool of your company. In addition, it serves to secure existing or 
planned business relations between your company and your stakeholders. 
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Depending on the type of financing and stakeholder relations, various 
aspects are weighed up and dealt with in different ways in a business plan. 

1.1.1 Venture-capital financing 

As a rule, venture-capital and private-equity investors nowadays only con-
sider business cases which are well represented by a business plan. 

When reading a business plan, the investors are primarily interested in 
good and relevant arguments that promise business growth. Furthermore, 
investors attach great importance to how and in which period of time a re-
turn on investment will be realized, for instance: 

• through operating profit or 
• by going public or 
• by merger and acquisition or 
• through a repurchase by the management. 

In order to guarantee a high return on investment, investors pay great at-
tention to: 

• the company’s success on the market, 
• the feasibility of the plan in order to achieve its business objectives, 
• the unique selling proposition of the products and services and 
• the quality and experience of the management team. 

1.1.2 Financing by bank credits 

When granting credits, investment banks focus on one main question: 
when and how the repayment of the credits and interests will be made. In 
order to minimize risks, banks usually ask for securities. That is why credit 
applications addressed to banks   should provide more than a list of current 
and past annual accounts. Moreover, banks will also ask to what extent the 
companies are prepared for possible setbacks, and how they will be able to 
overcome such critical situations. 

For these reasons banks more and more often demand professional busi-
ness plans when considering applications for credits. Banks expect busi-
ness plans to give qualified insight into: the enterprise strategy, the man-
agement, the organization, the market, the competitors, the products and 
the current and future financial and profit situation of the enterprise.  
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1.1.3 Strategic alliances 

The formation of strategic alliances by young and growing companies 
within the framework of research projects, product design, marketing, etc. 
is gaining increasingly in importance. A strategic alliance is usually the 
consequence of: 

• financial backing or 

• access to well-established distribution channels. 

Such an alliance may well succeed over several years for the benefit of all 
parties. The majority of companies, however, request a business plan be-
fore consenting to any long-term business relations or obligations within 
the framework of a strategic alliance. 

1.1.4 Mergers and acquisitions 

Acquisitions present an alternative for company expansion, while selling a 
company may be seen as the way out of a solvency crisis. 

Companies that are looking for acquisition candidates usually request a 
detailed business plan that will support their evaluation and selection of the 
candidates. 

Similarly, the acquisition candidate himself will also be interested in the 
long-term plans of any acquiring company, in order to ensure and protect 
his own interests for the future. This information is also the subject-matter 
of a business plan. 

1.1.5 Customer and marketing relations 

Winning a major customer or an agreement with a wholesaler is a particu-
larly crucial step towards success for many growth companies. 

Most big companies, however, are very reserved and precautious before 
starting negotiations with rather small and unknown companies. In such 
cases, a convincing business plan may clear doubts and prove decisive for 
inspiring confidence, opening negotiations and making further decisions. 
Hence, business plans effectively help to open doors to potential custom-
ers, markets and suppliers. 
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1.2 Internal use of the business plan 

A business plan also serves as a valuable management tool from an inter-
nal viewpoint of the company. A systematically elaborated and regularly 
updated business plan, with a profound insight into all business matters, 
helps the management to efficiently plan the company’s development and 
prepare the necessary modification measures in a structured way. Such a 
business plan can serve as a guide to the daily decision-making and as a 
control tool in managing the current business. 

The joint realization of the business plan by the management team en-
sures an overall commitment to the company goals and controls. Achiev-
ing this commitment on the management level is most significant for the 
successful implementation of the plan. 

Business plans make a significant contribution to the development of 
companies which have branches in different locations. By using business 
plans for each branch, the top management can on the one hand guarantee 
site-related business planning and on the other hand, continually control 
performance as well as the attainment of the business objectives. Further-
more, the long-term objectives of the entire company can be balanced by 
these indicators. 

1.3 Basic types of business plans 

For the majority of authors writing their first business plan, the question 
arises “How detailed should the business plan be?” To this question there 
is, unfortunately, no standard answer and no formula. 

It is entirely up to you how detailed your business plan should be, and 
depends solely on the purpose and necessity behind it, as well as on the 
complexity of your specific business. In general, one distinguishes be-
tween three basic types of business plans:  

• the short business plan, 
• the extended business plan and 
• the operational business plan. 
• In the following these three types are described. 

1.3.1 Short business plan 

A short business plan is usually about 10 to 15 pages long. It is most suit-
able for young companies in an early stage of their development when, 
there still do not exist complex interrelations. 
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For a well-established company, a short business plan only makes sense 
if certain investment opportunities are to be roughly approved in advance, 
in order to prepare an extended business plan on the base of the short ver-
sion later on. 

Even if it is a “short” business plan, the required information should be 
conveyed in a complete and appropriate manner. The final goal is to con-
vince potential investors that you understand your entrepreneurial business 
and the market extremely well. 

1.3.2 Extended business plan 

The extended business plan is usually about 20 to 40 pages long. This type 
of business plan describes the business issues of the company much more 
profoundly and more detailed than a short business plan would do. 

The higher the required capital, the more interesting this type of busi-
ness plan becomes. If, for example, you require 5 million Euros outside 
capital for the construction of a new and innovative industrial plant, i.e. 
you are striving for long-term credits, the preparation of an extended busi-
ness plan would be advisable. 

Such a business plan should contain a thorough market analysis and a 
revenue, cost and financial planning for a 5-year period. 

1.3.3 Operational business plan 

For well-established companies a business plan can serve the management 
team as an important operative tool, say a business guideline. Such a plan 
not only serves as a draft for the entire business organization, but also en-
sures a consistent appreciation on the part of the entire management with 
respect to the strategic objectives. Indeed, operational business plans are 
very long and detailed, usually comprising over 40 pages, in some cases 
even exceeding 100 pages. 

1.4 Why managers don’t write business plans 

The increasing importance of business plans in the business environment 
possibly results in a recurring solicitude and reservation of business man-
agers towards this topic. Moreover, in attempting to represent a complex 
topic by means of an exclusive business language and terminology, busi-
ness plans deter many managers due to their very “academic” appearance. 
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But the aversion of many managers to business plans often is much 
more profound, namely that the description of the business objectives ap-
pears to be difficult and hardly suits their daily entrepreneurial activities. 

Basically, the elaboration of a business plan is a great deal of work and 
would mean an additional task for the management. However, in an effi-
cient organization, this task is based on the careful fulfilment of manage-
rial activities that are already in progress or ones that are imminent.  

Managers too often argue that the development of a business plan would 
be futile in recessionary times, since the market, i.e. the economic situa-
tion, changes rapidly and target specifications made by a business plan 
could be discarded overnight. 

From our experience, there are two important arguments against this: 

• The whole development process of the “business plan project” is at 
least just as valuable as the final “business plan document”. The 
“business plan project”, of course, encourages the management to re-
consider and update their business objectives with the help of com-
pany-wide facts and tendencies. In addition to this, much of the in-
formation gained throughout the project (e.g. benchmarks), serves as 
a very valuable source for the evaluation and control of the current 
and future performance of the company. 

• The business plan should not in fact be regarded as an “untouchable 
codex”, which forbids and punishes any future course deviation along 
a multi-year plan. However, as a controlling tool, a business plan 
highlights such deviations from the planned course and also offers a 
sensitive and flexible framework for regularly updating the facts and 
figures. Such a tool allows you to quickly respond to market and eco-
nomic changes in order to efficiently achieve your business goals. 

1.5 Key questions 

• What goals are you pursuing with your business plan? 
• What purpose should your business plan serve? 

− Preparation for negotiations with banks 
− Presentation for investors 
− As an internal management tool 
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• What kind of financing are you striving for and how much capital do 
you require? 

• Which target groups and people do you want to approach by means 
of your business plan? 

• What expectations, needs and demands do your readers have?  
• Which type of business plan will you choose and why? 
• Are there any reasons why you would still prefer not to write a busi-

ness plan? 



2 Business plan project 

Although business plans vary in their structure and content, they all have 
some features in common: they propose and describe business models, 
products or services, describe their corresponding markets, ways of pro-
duction and service delivery. Indeed, external addressees of business plans 
usually want to know: 

• who the shareholders are, 

• how much capital is required, 

• how and for what purpose capital is utilized, 

• which type of financing will be chosen, and 

• in what period of time an adequate return on investment can be real-
ized. 

Every business plan should clearly discuss these essential issues, and pre-
sent them concisely and in a convincing way. The reader should be in a 
position to understand the business as a whole and to gain confidence in 
the company. 

In order to deal with these issues in a sophisticated and professional 
manner, it is wise to draw up your business plan within the framework of a 
company-wide project; this we call the “business plan project”. 

It is not advisable to start writing a business plan when you are still un-
prepared as regards organization and then to expect that everything will be 
compiled and explained by itself. Instead, sound project planning should 
precede the development of the business plan. 

As shown in figure 2.1 the business plan project is usually structured 
into five phases: 

• Data collection 

• Data analysis 

• Design of the business plan 
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Fig. 2.1. Phases of the business plan project. 

• Drawing-up of the business plan 

• Presentation of the business plan. 

The business plan should be structured into clearly defined sections. These 
sections should show the different aspects of your business i.e. your com-
pany. The compilation of a structure forces the management to decide at an 
early stage of the process where the different topics should be positioned 
and discussed. Inappropriate structuring is a common weakness of many 
business plans. Furthermore, sophisticated structuring demands of the 
management to consider very carefully in advance how detailed the differ-
ent sections of the business plan should be. 

In general, the sections of a business plan correspond to different busi-
ness fields: 

• Management and organization, 

• Products and services, 

• Market and competition, 

• Marketing and sales, 

• Research and development, 

• Production, 

• Procurement and logistics and 

• Finances. 

Imagine that each of these sections or areas has its own partial business 
plan. Provided that data collection is carried out once over all areas at the 
beginning of the project, the process of compiling  each partial plan would 
be sub-divided into four phases: 

• Data analysis for a specific area, 

• Design of the partial plan for a specific area, 
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Fig. 2.2. The roadmap of the business plan project. 

• Drawing-up of the partial plan for a specific area and 

• Presentation of the partial plan for a specific area. 

In order to illuminate the process of the entire business plan project, a 
roadmap is illustrated in the figure 2.2. 

Herein the building blocks in the left column correspond to chapters 4 to 
12 of this book. 

Starting with an overall data collection, the arrows point to the different 
project milestones. The Roman numbering of the columns refers to the 
project phases, whereas the Arabic numbering of the lines refers to the sec-
tions, respectively to the appropriate chapters of this book. 
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Conclude that the respective blocks and stops are designated to: 

• an Arabic number (chapter number) as well as 

• a Roman number (project phase). 

For instance the designation (12-I) refers to the data collection phase (I) 
within the financial sector (Chapter 12). 

As soon as the structure of the business plan is completed, task groups 
should be defined which refer to the different areas, respectively sections 
(fig. 2.3). The structure of the task groups allows responsibilities to be as-
signed and roles to be defined. 

At the same time a project schedule should be drafted, where tasks and 
activities are assigned to time slots and appointments are fixed. 

• the set up of a project team, 

• the assignment of a project manager, 

• the precise definition of all roles and responsibilities, 

• the precise project and resources planning 

in order to facilitate a disciplined collaboration, assuring the quality of the 
entire process. 
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Fig. 2.3. The development of the project plan. 

Before starting the project, the work packages, the activities and the respon-
sibilities and timelines should be well communicated and covered by all pro-
ject team members. This could be done by an opening meeting (kick off). 

Indeed, it is not recommended to engage external consultants for the 
preparation of a business plan. The engagement of external consultants, of 
course, may seem to save precious time, however, investors and analysts 
recognize quite quickly whether a business plan was written by an entre-
preneur himself or by a professional consultant; they would usually prefer 
the former and reject the latter. Temporarily, however, independent con-
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sultants could be engaged for reviews in order to evaluate the plan or ex-
cerpts of it from the viewpoint of an independent expert. 

2.1 Data collection 

An effective business plan requires a high data quality. In an overall com-
pany-wide action, all relevant data should be collected (Stops 11.I to 4.I of 
the roadmap in fig. 2.2) into one data pool. 

Whenever analysts and investors encounter essential information about 
your industry, your market or your technology, which has not been in-
cluded in your business plan, you can be certain that they will doubt the re-
liability of the complete plan. 

The entire business plan project will run more effectively and faster, if 
data is collected in a structured way across all business areas. This ap-
proach would have the advantage that intermittent data completion during 
the subsequent project phases could be almost completely avoided. 

The basic data required for a business plan is represented by the listing 
below; of course the specific requirements of a company may vary from 
this and require reductions or further extensions. 

Company description 

• Company name 

• Legal form 

• Location 

• Date of foundation 

• Company history 

• Location of the subsidiaries 

• Name of the shareholders 

• Key financial data (e.g. revenue and profit of the last 3 years) 

• Number of employees in the last 3 years 

Management team and organization 

• Organization chart 

• Key management and board of directors   

• Age structure of the board members 
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• Company affiliation of the managers 

• Responsibilities and competencies of the management team 

• Key members of the employees’ committee 

• Number of employees 

• Compensation and other employee agreements 

Products and services 

• Product catalogue 

− Sales volume in the last 3 years 
− Revenue in the last 3 years 
− Costs in the last 3 years 
− Profit margins in the last 3 years 

• Product descriptions and technical specifications 

• Planned product launches 

• Advertising and promotion tools 

• Pricing schedules 

• Competitive advantages 

• Unique selling propositions 

• Patents, licenses and trademarks and their terms of use 

• Regulations and industrial standards 

Market and competition 

• Market size and social trends 

• Customers and patterns of demand 

• Results of customer satisfaction surveys 

• Competitors 

• Goals and strategies of the individual competitors 

• Comparative advantages and disadvantages of your company in com-
parison with the main competitors 

Marketing and sales 

• Information per product line 
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− Market share in the last 3 years 
− Planned sales volume (5 years) 
− Planned revenue (5 years) 
− Marketing costs 
− Profit margins 

• Marketing tools 
• Structure of sales department  

Development and production 

• Number of the production locations 
• Number of workers in the last 3 years 
• Applied manufacturing processes 
• Alteration of the warehouse stocks in the last 3 years 
• Share of development costs of the last 3 years’ turnover 
• List of all product launches during the last 3 years 

Procurement and logistics 

• Information about subcontractors 
− Coordinates 
− Name 
− Type of supplied goods 

• Supplier contracts and agreements 
• Name of logistics agents 
• Development of the internal and external haulage of the last 3 years 

Finance 

• Annual financial statements and controls of the last 3 years 
• Financial planning, forecast, for the current year with all respective 

assumptions 
• Required investments and timeline 
• Credit lines 
• Loan agreements 
• Evolution of key performance indicators (KPIs) within the last 3 years 
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2.2 Initial analysis of the data 

When data collection has been completed, a preliminary data analysis 
(stops to 4.II of the roadmap in fig. 2.2) would illuminate an overall por-
trait of your company and the current state of your business. The data 
raised in the different areas should be reviewed, structured and top-down 
analysed by the management team. 

Particular attention should be paid to the analysis of the current situa-
tion; this is the initial situation, which, of course, determines the future de-
velopment of the company. 

This analysis should allow the management to found the business idea 
and plan the strategic goals at a pretentious level. We will come back to 
this issue in the chapter 4 of this book. 

The data analysis should also provide an estimate, whether the capaci-
ties and general resources for the realization of the business idea already 
exist or still have to be planned and developed. 

If the company does not exist yet, the initial data have to be partially 
gathered by external research, e.g. benchmarks etc. 

An important step within this phase is the preparation of a preliminary 
draft of the executive summary. On the basis of the collected data, the 
business idea, the planning of the strategic goals, as well as the content 
structure of the business plan, you would be able to draft your executive 
summary. This first draft could then be recurrently revised and improved 
during the next project phases in order to achieve a mature executive 
summary at the end of the project. It should be mentioned that although 
this type of approach diverges from the traditional procedure, where an ex-
ecutive summary is written at the end of the entire project, we encourage 
everybody to do so. This issue is discussed in chapter 3 of this book, where 
also the advantages of our approach are highlighted. 

2.3 Partial plans 

In the next step the strategic plan, which determines both the core business 
idea as well as the strategic goals, should be communicated to the teams, 
which are responsible for the different sections and areas (stops 5.IV to 
10.II of the roadmap in figure 2.2). 

The corresponding work packages will be delegated by the management 
toward the area managers, their project managers and task forces, who are 
responsible for working out the partial plans within a committed period of 
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time and delivering the final documents to the management in order to 
analyse the common financial impact. 

Within the framework of the business plan project you should organize 
workshops which facilitate a structured exchange of experience and 
knowledge between the different area teams and task forces. The efficient 
realization of the workshops is crucial for the harmonisation of the partial 
plans and the final success of the entire business plan project. The work-
shops make it possible to identify and coordinate interrelations and de-
pendencies between different divisions. A good example of such a critical 
dependency is the relation between organizational planning and the differ-
ent objectives of the other areas, e.g. marketing, production etc. 

All partial plans should be aligned to the strategic plan as communicated 
by the management. 

2.4 Financial plan and control 

In further step the partial plans are compiled, consolidated and in their en-
tirety examined in regard to financial impact and feasibility. 

On the basis of this consolidation a cross-functional financial plan could 
be created (stops 12.II to 12.IV of the roadmap in figure 2.2). The devel-
opment of the financial plan is described in chapter 12. The financial plan 
has to be aligned with the objectives of the different areas as well we as 
with the strategic plan and goals. If the financial plan deviates from the 
strategic plan, the management must be informed immediately so that they 
are able to act quickly.   

In such a case two alternatives exist: 

• The strategic plan cannot be kept partially and should be revised and 
adapted appropriately by the management. 

• The partial plans or their interrelations do not allow an appropriate 
alignment with the strategic goals and should be revised by the task 
forces. 

This way of review gives rise to an iterative approach which can be con-
trolled by the project management. The supervision by the management 
ensures a recurring improvement of the entire business plan (stops 4.I to 
4.II of the roadmap in figure 2.2). Each iteration step is of course accom-
panied by a repeated revision and optimization of the executive summary 
(chapter 3). 
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By means of these tactics you will finally achieve a mature and conclu-
sive business plan. 

In addition, this procedure ensures that your business plan will commu-
nicate the core business idea, the strategic goals and objectives and the ba-
sics of the operative plans stepwise into your company organization. This 
process increases the willingness and motivation of the management as 
well as the employees with regard to the later realization of the resultant 
measures. 

2.5 Key questions 

• Have you identified the potential readers of the business plan and 
chosen a type of business plan that will fit their requirements? 

• Have you already defined the sections of your business plan and the 
corresponding content structure? 

• Have you already prepared the structure of the partial plans as well 
as the required data related to the sections? Have you prepared stan-
dardized document templates? 

• Have you set up the roadmap for the preparation of your business 
plan? 

• Have you already reached an agreement within the management team 
on research, preparations and feedback? 

• Are the sections and the corresponding work packages well defined 
and represented? 

• Are the roles and responsibilities within the framework of the project 
clearly defined and communicated? 

• Are the most important project milestones well defined and a project 
plan set up? 

• Have you planned sufficient time and resources for data collection 
and analysis in common agreement with the managers and project 
team members? 

• Have you planned the necessary resources for the project? 
• Have you carefully prepared the kick off meeting (agenda, topics, 

goals, participants, communication, etc.)? 
• Have you defined the role of the consultants you wish to involve in 

your project? 
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• Which tasks and responsibilities of the project are addressed to you 
in person? 

• What resistance will you encounter during enforcement of your pro-
ject and its objectives on different hierarchy levels? 

• Have you already elaborated an overall check list for data acquisi-
tion? 

• Are external data sources also requested for your business plan? 
• Which analysis tools (SWOT, brainstorming, portfolio, decision trees, 

fish diagrams, etc.) will you apply in order to analyse the overall 
data? 

• Have you already developed a qualified concept for the workshops? 
• If you are already in the second round of the project, which data were 

missing in the first round of the preparation of the executive summary 
and the business plan? 
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The executive summary compiles the essential statements and conclusions 
of your business plan in a very concise form. For the majority of readers 
the executive summary will present the most important section of the busi-
ness plan, because: 

• it ensures a quick introduction into the main topics, 

• it gives a short overview of your enterprise. 

• it provides the investor with the core statements and conclusions of 
your enterprise strategy and success factors. 

Investors, bankers and representatives of investment groups get lots of 
business plans on their desks every day. Indeed, they may not read the 
whole documents. But they usually read the executive summary first, in 
order to quickly check, whether a review of the complete document 
would be worthwhile. 

Provided the executive summary sounds promising, the reader will feel 
encouraged to read the whole business plan. On the other hand, if the ex-
ecutive summary does not convince at first sight, even a good business 
plan could be rejected. Hence, avoid postponing the essential information 
to the later sections of your business plan, as most readers will not give 
you another chance if the main concerns are not already embodied in the 
executive summary.  

Figures and facts resulting from your data analysis (chapter 2) must be 
perfectly represented. Otherwise, readers will doubt and question the plau-
sibility of your whole business plan. However, if you are reliant on esti-
mated data in your executive summary, you should provide the investor 
with convincing arguments and clear formulations in order to avoid raising 
any kind of scepticism. 



22 3 Executive summary 

3.1 Key to an effective executive summary 

What makes an executive summary an effective tool? 
First of all, it is important to know that an executive summary does not 

serve as a preface or introduction to the business plan. It is rather the 
elaboration of an explicit summary of the entire business plan. 

The reader should be able to read and understand the executive sum-
mary independently of the rest of the business plan. The investor should 
understand the points of your business plan merely by reading the execu-
tive summary. 
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Fig. 3.1. Information sources of the executive summary. 

An effective executive summary includes all the key elements of a busi-
ness plan on just two or three pages. It should include the following essen-
tial information: 

An outline of the enterprise strategy with emphasis on the success fac-
tors: With your executive summary you provide the reader with a short 
survey of your strategic goals, your business idea (chapter 4) and key data 
relevant to success, e.g. revenue, profit and profitability (appendix 1) in the 
last three years, as well as your plan for the next five years. 
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A presentation of the key qualifications of the management team 
which will guarantee the success of the company: Make sure that you 
describe the contribution your team will make to successful business initia-
tives. The investor is interested in the structure of your management team 
and their qualifications. 

A short description of the market, the success formula and unique sell-
ing propositions on the market: You must convince the investor that 
your products and innovations will prove to be competitive on the relevant 
market. Therefore, it is especially important to know your target market, 
its trends, the needs and preferences of your customers and the services 
provided by your competitors. 

A concise presentation of your competitive advantages: Show in brief 
with which strategies you operate successfully on your market and how 
you have already distinguished yourself from your competitors and intend 
to do so in future. Explain your operative strategies (manufacturing, pro-
curement, logistics and marketing) to your investor in a few sentences. 

A short description of the products and services: Describe your prod-
ucts and services and thereby mention the essential features, in particular 
the unique selling propositions. It is also possible to first refer to the ex-
ceptional features in the choice and compilation of your product portfolio. 
Explain your production technology, product development and the arising 
expenses involved with them 

Reference to your communication methods: Briefly mention which 
communication methods you use to increase public awareness of the prod-
uct and to position your product in the relevant market. 

Key financial data: Here you should give an insight into relevant finan-
cial data, e.g. annual revenue, sales volumes and costs for a period of three 
to five years. 

The description of your financial requirements: This demands an esti-
mate of the required financial resources, an explanation of how you wish 
to use these, and how and when you will guarantee repayment to your in-
vestors. 

The structure and design of an effective executive summary is one of the 
most difficult tasks facing a manager when drawing up a business plan. 
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Try in advance to show the reader your short-term and long-term company 
goals, or rather the success factors in your company. Using the system 
shown in figure 3.2., formulate which measures you will take to achieve 
these goals in your company. 

In phrasing the core statement, you should first define the goal i.e. the 
benefit for your company, and then coordinate the verb of action to your 
benefit. Subsequently, you should consider which measures have to be de-
termined to achieve this benefit. 

Maximise

Verb Expected
benefit

Actions &
measures

profit by raising sales 
volume

Maximise profit by increasing prices

Carry out cost reduction by adjusting the 
product-portfolio

… … …

Maximise

Verb Expected
benefit

Actions &
measures

profit by raising sales 
volume

Maximise profit by increasing prices

Carry out cost reduction by adjusting the 
product-portfolio

… … …
 

Fig. 3.2. Basic scheme for the formulation of the key statements. 

3.2 Executive summary and the business plan 

You cannot expect the first version of the executive summary, which you 
have worked out in an early phase of the project, to be the final one. You 
should be prepared to revise the executive summary after the first structur-
ing of the business plan. In an early stage of developing the business plan 
the provisional version of the executive summary merely serves the fol-
lowing purposes:  

It serves as a conceptual guideline for the business plan. While develop-
ing the executive summary you will be forced to think about the most es-
sential elements of the business plan more closely. Furthermore, you will 
have to assign priorities to your different aims, in other words to distin-
guish the important aims from the less important ones, because only the 
significant ones should be included in the executive summary. 

It creates self-confidence in yourself as well as confidence in your busi-
ness plan. If you gather the key elements of your business plan carefully 
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together within the framework of the executive summary, you will prevent 
writing blockades and delays from occurring at a later date, such blockades 
and delays that arise from repeatedly losing one’s bearings while develop-
ing the business plan. A brief collection of the most important points al-
lows you to develop a feeling for the course and objectives. 

It involves the management team in the planning procedures right from 
the start. The drawing up of a first version of the executive summary is an 
effective way of integrating the members of the management team in the 
analyses.  The joint forces of the management team ensure a valuable con-
tribution to the content of the business plan as well as early agreement 
about the objectives. 

It leads to a better final product. Repeated writing is the key to success-
ful writing. An executive summary, which sets the course for the elabora-
tion of the whole business plan, should again be revised thoroughly at the 
end of the process. To draw a conclusion, the result would be a better 
business plan as well as a better executive summary. 

As soon as you have completely elaborated all the other components of 
the business plan, you should devote yourself to the executive summary 
again. First, make sure that the content and statements of the executive 
summary correspond with all the information and details of the other parts. 
Take heed of the points mentioned above. The next step is to question 
yourself if the executive summary shows clearly that: 

• the business has been investigated and planned thoroughly, 

• the business model is reasonable and useful, 

• a sound understanding of the products’ and services’ contribution to 
the value has been created, 

• your business plans do in fact produce competitive advantages, 

• there exists a profound knowledge of the industry and the target mar-
kets, 

• you and your team will tackle the business with enthusiasm, and 

• a realistic picture of the business risks has been worked out. 

Provided you express these key messages powerfully and precisely to-
gether with the important content aspects previously described, the reader 
will get a profound understanding of your strategies, plans and goals. Fig-
ure 3.3 again sums up what you have to pay attention to when drawing up 
a convincing executive summary. 
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Fig. 3.3. Main requirements of an executive summary. 

3.3 Advantages of an executive summary 

An effective executive summary is supportive in two respects when seek-
ing a funding source: 

• It serves as a summary of the core statements of the business plan 
and defends the business idea. If your business plan is very long and 
detailed, it will be difficult to approach the reader directly. If you 
should send your business plan to credit granters or investors who do 
not know you and who perhaps have no immediate interest in your 
offer, it would then be more advisable to approach them with only the 
executive summary of your business plan and an accompanying letter 
for the time being. Should those who have any say in the matter be in-
terested in the complete business plan after reading the executive 
summary, you could then forward or even present it to them person-
ally. This procedure enables you not to reveal any confidential details 
of your business. 

• The readers are involved. A clearly worked out and convincing ex-
ecutive summary will ensure that your business plan stands out 
against the masses of other business plans, and will encourage the 
reader to want to find out more about your company and what is be-
hind your business idea. 
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3.4 Key questions 

• Are all essential data and information available for a concise de-
scription of the key elements of your executive summary (budget, 
strategy, product, distribution etc.)? 

• Have you formulated your business goals as precise core statements? 
• Does your executive summary meet all formal, language and content 

requirements? 
• If you are in the second round of the project, have you revised your 

executive summary in accordance with the first draft of your business 
plan? 
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4.1 Business idea 

Every company emerges from a business idea; but a promising idea must 
be more than just a wish to sell products or services. 

One has to tackle a business idea intensively in order to advance it and 
make it a true business objective. In many conversations with entrepre-
neurs and founders we perceive again and again that the business idea is 
either described insufficiently or not at all. A good idea is far from being 
automatically a good business idea. We often find that scientists, for in-
stance, being quite convinced of a discovery they have made, hardly ever 
have any idea of approaching the market. 

When considering business ideas, you should write these ideas down 
and try to define them in detail. In doing this, you should refer to further 
sources like magazines, the internet or interviews. You should discuss your 
idea with entrepreneurs or consultants who are well-known to you, in order 
to illuminate the idea from different perspectives. At this point you often 
realize that others have already taken up or even realized the idea. This of-
ten is the moment the idea is dismissed and disappears from the scene. It is 
a frustrating moment when you notice that the obstacle appears too high 
and the idea cannot be realized. You simply give up! This behaviour is un-
derstandable, but unfortunate and basically inconsequent: for it is precisely 
this obstacle that presents the first challenge, which leads you to continu-
ally develop your business idea. Do not allow yourself to give up your idea 
so easily and regain the conviction that you are pursuing an interesting 
idea. Think of all those shining examples that held on to their ideas firmly 
and without wavering. The brilliant inventor Gottlieb Daimler, for in-
stance, was at first employed as a leading engineer by the then renowned 
gas engine manufacturer Deutz. He soon realized the enormous technical 
and economical potential of the four-stroke engine and looked for various 
means of applying it. To him it was not the engine itself that was the sig-
nificant factor, but the diverse possibilities of employing it. In 1885 he de-
veloped the first motorcycle, in 1886 there followed a motorboat, his fa-
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mous motor coach as well as further employment of the engine as a railcar 
or the controllable balloon driven by propellers. Daimler held his own 
against many odds, continued working consistently on his ideas and thus set 
the foundation stone of one of the most successful companies in Germany. 
Model entrepreneurs always succeed in their intentions against many odds 
through their pragmatic and critical insight, and they do not reap the fruits 
of their work, namely entrepreneurial success, until many years later. 

Business ideas emerge in many different ways. It may be a question of a 
new product, new rules in an existing business model, or only the imitation 
of other companies, taking advantage of discernible weaknesses. In order 
to make this clear, we will show you a further example. 

In the year 1836, after many years of experimenting, the joiner Michael 
Thonet devised the bending of wood by heating the wood in a glue bath. 
With this method he produced the chairs and armchairs made of curved 
wood, for which his company later became famous. Thonet was also one 
of the first entrepreneurs who put a stamp on the frames of his chairs in or-
der to protect them against imitators. When twenty years later the chair 
making craft had become a chair manufacturing industry, the chairs re-
ceived an emblem in the form of a sun with eight rays. Thus Thonet furni-
ture became one of the first branded  products. 

The idea of standardizing and industrializing craftsmen’s work was the 
idea that often stood at the beginning of successful enterprise stories and of 
trade development e.g. 

• from tailoring to clothing brands, 
• from the butcher's shop to the sausage factory, 
• from the baker's shop to the breads and pastries concern, or 
• from the sawmill to the prefabricated house manufacturer. 

Other successful business ideas existed and exist in:  

• making brands out of anonymous products as foods, cosmetic articles, 
medicines; 

• standardizing services and making them nationally available: all fran-
chise retail systems, the cleaning of buildings, transport agencies, fast 
food chains; 

• developing new technologies: substituting glass lenses with silicon 
ones, replacing beverage receptacles made of glass and tin with paper 
ones, using composites instead of steel, replacing tubes with flat 
screens and cable connections with radio networks, etc.; 
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• offering products with little or no service included; all types of self-
service, cheap airlines; 

• finding new markets or sales channels: direct marketing, food at ser-
vice stations, market places and product auctions via internet; 

• changing the production scale: carrying out only final assembly, pur-
chasing product components; 

• reducing the range of services – along the value-added chain: hiving 
off administration services, agreeing to alliances with competitors and 
hiving off production and logistics completely. 

The business idea can (or sometimes even has to) change in the course of 
time because the customers’ wishes change or because new technologies 
replace old procedures. The company Thonet, for instance, began with the 
additional production of tubular steel furniture after having come in con-
tact with top designers of Bauhaus. 

4.2 Business model 

Business ideas are developed by very different motivations. Many people 
may have ideas but only few accomplish the final realization of a busi-
ness idea. 

Remember how Bill Gates, the founder of Microsoft, developed an op-
erating system in his garage, unaware of the fact that his business idea 
would one day become a dominating product worldwide. His idea of de-
veloping an operating system did not mature to a business until IBM 
charged him with the development of an operating system for the IBM PC. 
Of course, IBM was his greatest coup. He thus found a customer who was 
ready to pay him a price for his services. 

His business idea and his customer secured him his turnover. This en-
abled Bill Gates to found his company Microsoft. His business model (fig. 
4.1) resulted from the business idea and the revenue model. 

In order to develop a business model, you must consider from the very 
beginning who would be prepared to pay a price for your business idea. 
There are two conditions you have to check: 

• what product or service justifies your business idea, and 

• what revenue you can realize with your product or service. 
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Business idea Revenue model

Products and services Market and customers

Business model

Business idea Revenue model

Products and services Market and customers

Business model  

Fig. 4.1. The business model. 

When you have developed your business idea, you have to check if you 
can find a target customer who is prepared to pay a price for your services. 
Only then can you think about writing a business plan. That means you 
should consider your idea intensively. You should ask yourself: 

• what business you run 

• why you run it 

• what advantage and benefit you offer 

• how you distinguish yourself from your competitors 

• which customers you want to attract 

• which customer needs you fulfil and how 

• what products you manufacture 

• how you manufacture and distribute these products 

• which profit and growth you aim at 

• with which methods you want to achieve success 

When you have defined your business model, you should describe it 
briefly and precisely. Investors, through experience, will very quickly rec-
ognize the quality and substance of a business model. 

This is also valid for existing enterprises, as their business models also 
change and you constantly have to adapt to new challenges, too. 
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4.3 Strategic goals 

Based on the business model, the company strategy can now be derived. 
This company strategy allows you to develop the strategic goals right up to 
the operational ones. 

First of all, describe your company model (fig. 4.2) by means of your 
business model, through which your products and your services can be de-
fined. Then present your market and the customers to whom you want to 
sell your products and services. Remember that the target customers will 
only be willing to pay the price if products and services correspond to their 
benefit expectations. Furthermore, your products and services determine 
the tasks in your company. With them you will lay the foundations for cal-
culating and planning your resources and costs. 

Company Market /
Customers

Customer needs

Access zu customers

Customer value

PerformanceCompany Market /
Customers

Customer needs

Access zu customers

Customer value

Performance

 

Fig. 4.2. The company model. 

The customer value is determined by the products and services you pro-
vide the customer with. Your products and services help the customer to 
fulfil a need. The customer value can also consist of a unique selling 
proposition or a significant economic advantage. 

A company strategy can be defined as the way to a destination that you 
as an entrepreneur define from the very beginning of your venture. In 
many middle class companies we are faced with the following situation: if 
we ask what they intend to do in the next three years, we are inundated 
with ideas and strategies; however, if we ask whether they have docu-
mented or communicated this in their company, we receive the simple an-
swer, “We have this stored in our minds; we can’t possibly write it all 
down, since the markets change so quickly.” 

Here lies the crux of the matter! It would be much wiser to think over 
one’s business idea and the strategic direction of one’s company and set 
that down in a business plan. Remember, investors want to understand why 
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you run your business and why they are to invest in your company. Goals 
and strategies showing how the future business will be carried out are par-
ticularly important. The growth of an enterprise must be plausible from its 
historical beginning right into its future. 

In order to be able to develop goals and strategies, it is wise to know 
what you want; for only if you know what you want, can you formulate a 
strategic direction. Therefore, you should develop an idea of your future 
company outline. From a strategic point of view this is a vision, a long-
term perspective. Long-term perspectives are always elusive, but one thing 
is sure: the world is changing and you want to make money with your 
business model in future, too. Hence it is important to think about this 
long-term perspective. On the basis of your vision, you define your busi-
ness purpose, your mission. Only when you have done this, should you 
start formulating your strategic and operative goals. 

4.3.1 Vision 

Let us begin with the long-term perspective: what do you want to achieve 
in 5 to 10 years. Develop a future picture of your enterprise. We do not 
want to open an academic discussion, but merely to emphasize the 
strengths of a vision. The French pilot, writer and visionary Antoine de 
Saint-Exupery, once described his vision of building a ship as follows: “If 
you want to build a ship, don't drum up people together to collect wood 
and don't assign them tasks and work, but rather teach them to long for the 
endless immensity of the sea.” 

A vision describes the future picture of your enterprise. The vision 
must be desirable, challenging, but also attainable, otherwise, rather than 
strengthen creativity within your enterprise, it will cause frustration. Visions 
formulated clearly and simply will encourage the creativity of your people. 

Henry Ford was a visionary of his time, when he developed the 
“Model-T”. At that time many designing engineers worked on the develop-
ment of cars, convinced of making money only with luxury cars and sports 
cars for the rich. Henry Ford thought differently and had a vision: develop-
ing a motor vehicle which, through standardization and mass production, 
could be offered so cheaply that affording a car became possible for many 
people. Nothing would divert Ford from this vision and he put it into prac-
tice. This was the birth of one of the world’s leading car manufacturers. 

Without visions enterprises, as a rule, fail at the slightest signs of 
change, or they decline into destructive compromises. 
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4.3.2 Mission 

The vision delivers the “subject” of your enterprise. The mission describes 
the purpose of the enterprise, its strategies, behaviour patterns and values. 
In the so called mission statement you should briefly and precisely de-
scribe your company, explain what you would like to do and how you will 
be able to assert yourself in competition with other companies.  

In 1973, the probably most well-known international management guru, 
Peter Drucker, wrote in his management book “Tasks, Responsibilities, 
Practices” that the fact that an enterprise's purpose and task are rarely 
thought over in an adequate manner, might be the most significant reason 
for the failure and breakdown of a company. 

The task of an enterprise may lie in the manufacturing of products that 
provide benefits for a target group, for instance the production of Aspirin, 
or in the supply of services in health care, as for instance the medical ser-
vices of a general practitioner. Describe your business purpose briefly and 
precisely, also what you are focusing on, and clearly define your tasks. The 
business purpose gives a third party insight into what you are aiming at. 
You should also point out in a mission statement, which strategic direction 
you are pursuing. 

Apart from the description of the original business purpose and the stra-
tegic direction, you should also formulate your company values. They give 
an insight into your enterprise culture and show how you intend to work 
together with those who are interested in your company. Not only inves-
tors are interested in this, but also shareholders, employees, directors, cus-
tomers and suppliers. 

Just how strongly the code of conduct affects an enterprise can be 
shown by the example of IBM. Buck Rogers formulated the code of con-
duct of an IBM’er as follows, that everyone at IBM works in marketing 
and every employee is trained to respect the customer as the most impor-
tant priority. Everyone means every one – beginning with the executive 
board via the finance department down to the reception and the employees 
in IBM production. Indeed IBM is one of the most successful sales organi-
zations in the world. 

In 1914 Tom Watson, the founder of IBM, formulated a code of conduct 
that was clearly understandable for everybody, and with it defined the 
value system of IBM. The basic principles were as follows: 

• Respect for the individual. 

• Best possible service toward the customer. 
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• Aiming at excellent performance. 

• Even today IBM works and thinks according to these principles. 

4.3.3 Company goals 

You have now formulated your vision and mission and know what you 
want. Hence it is time to derive clear goals from these, goals which you set 
and pursue, and which are understandable for a third party. Remember: if 
you know what you want, you can formulate your strategic direction and 
thus your goals. 

Strategic goals are usually targets you would like to achieve within the 
next 3 to 5 years. Such goals may be: 

• profit 

• revenue 

• growth 

• market shares 

• specific customers or customer groups 

• products and services 

• product design 

• production, capacities and locations 

• investments 

• suppliers 

Furthermore, your strategies, as well as your tactical objectives related to 
products, sales, development, production etc., are both based on your stra-
tegic goals (fig. 4.3). 

You should define your goals and targets by means of the following 
criteria: 

• reasons for these goals and targets, 

• height of these goals and targets, and 

• time schedule for these goals and targets 

so that they can be checked at any time. 
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Fig. 4.3. The target hierarchy in an enterprise. 

Table 4.1. Example for the definition of goals and targets. 

Ziel
Revenue

Profit

Growth

Zielbeschreibung
Return on total sales as the sum of the
project business‘ revenues, esspecially:

- Total revenue
- Revenue of the sales areas
- Average revenue of the service areas
- Average revenue per employee

-

.

Goal Description of the goals

-

.Annual increase of the main business
figures, average growth (CAGR) over 5 
years
- Revenue

MeasurementTarget value

-€ 50 Mio
- Thd.
- Tbd.
- € 200.00

-20%
-Tbd.

-Min. 30 % profit
margin

- 35 % p.a.

- Annual Sales 
- Revenue report of S.A.
- Revenue report of S.A.
- Revenue report of E.

- P & L

Profitability figures esspecially:

- EBIT
- EBIT of the industry

- Operational minimum project margins

- Annual/quater/month P&L
- Annual/quater/month P&L; 

analysis per industry
- Project controlling
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When you define targets, keep in mind that they should be realisable. Ta-
ble 4.1 shows an example of how one can elaborate concrete target values 
and control instruments from the strategic goals. 

Your set of targets will now provide the framework for your business 
plan as described in the chapters 5 to 12. In each of the chapters the goals 
are adjusted to the historical evolution of the business and the future 
course of your business. 
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4.4 Key questions 

• What is your business idea? 
• To what extent are your business ideas realistic and acceptable? 
• What are your products and services? 
• How can marketable products and services be derived from your 

business idea? 
• How can your revenue model be described? 
• How can your business model be described? 
• How can your company model be represented? 
• How can your business and enterprise model be checked? 
• Have you already got a vision for your company? 
• Have you already described a mission for your company? 
• What are the purposes  of your company? 
• Why do you run your company? 
• Which strategy do you pursue? 
• How can you achieve strategic positions which will bring a competi-

tive advantage for your company? 
• Which values have you developed for your company? 
• Are the values in accordance to your company strategy? 
• Which code of conduct have you defined? 
• Does the statement deliver a portrait of the company and match the 

company culture? 
• Is the statement easily readable and intelligible? 
• Which potential customers can you win? 
• What do your customers require of your products and services? 
• Are your customers willing to pay a price for your products and ser-

vices? 
• Do you know any customers with whom you could test and talk about 

the products? 
• What are your strategic goals? 
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• Have you already reached a market share? Which one? 
• What are your future ideas? Which size do you want to reach? 
• Are your growth and profit targets realistic with regard to the market 

trends and your competitors? 
• What distinguishes your business model from that of your main com-

petitors? 
• How sustainable are your technologies? 
• Which investment requirements do you have? 
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Investors increasingly focus on the quality of the management team: 

• its technical and industry specific qualifications, 
• its entrepreneurial experience, 
• its integrity, as well as the commitment and skills of each individual 

manager. 

What is more important than the organization chart is the presentation of 
the key personnel and their skills and expertise.    

The assessment of the management and their ability to manage a variety 
of different market and company situations plays a particularly important 
role. In this context everything depends on the management’s experience 
in leadership and in dealing with crises, as well as their knowledge of the 
industry. The description of the management and the organization might be 
very subjective. Therefore, you should pay particular attention to the topic. 

In this chapter we would like to deal with the main aspects of company 
organization and management. Having already taken a critical look at the 
strategic goals of your company, we can now consider the following ques-
tions: How can you achieve your goals, and what resources do you need to 
achieve these objectives?  

You can only answer these questions, if you have a definite and plausi-
ble idea of the different tasks your company faces and if you make it per-
fectly clear to yourself how you plan to structure your company, bearing in 
mind the various workflows, activities and resources. Thus we will first 
consider the so-called operational structure of your company and then de-
termine its organizational structure.  

Finally we will turn to the topic of how to organize and structure your 
management team. 

5.1 Operational structure 

Based on the description of your business idea, your business model and 
your strategic goals, you can present your operational structure. This will 
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require an overriding and not too detailed description of the main work-
flows along your value chain. 

This leads us to the way in which you plan to: 

• construct your products and service channels 

• include the products and services of third parties  

• market your products, and 

• manage the cross-functional organization of workflows. 

By means of these issues you can establish the most significant operational 
activities of your enterprise and start planning the required resources, peo-
ple, work material and systems. 

In doing this, it is important to ensure an overall insight into the mar-
ket, your target customers. Furthermore, you should have an idea about 
which products and services you wish to market to which customers. You 
should also determine production facilities and services as well as pre-
cursor materials required. These steps will serve as a guideline for orga-
nizing your company. 

In many cases investors have only limited understanding of the organ-
izational interrelations and tend to judge the financial situation of your 
company mainly with regard to the balance sheets. Yet it is precisely your 
company’s organizational presentation which the investors can derive from 
how efficiently and effectively your company really works.  

This applies to start-ups and their founders likewise, for it is through the 
presentation of the operational structure that you can show how explicitly 
you have considered the internal workflows. In a next step you can plan 
the resources effectively, which in turn makes the planning and the related 
expenditures appear plausible and convincing to a third party. 

Yet how does one assess the operational structure of an enterprise? 
The operational structure covers the organization of the entire operational 
processes in a company. It can be defined as sequences of logically re-
lated activities or operational steps which are performed within a certain 
period of time. Thereby, information or materials (e.g. raw materials, 
forms, phone calls) are applied to a certain work force unit as Input and, 
in order to achieve added value, are transformed into Output through 
consecutive activities. 

Begin with a rough structure of your value chain from the customer’s 
point of view (important!) and structure the workflows from the acquisi-
tion via incoming orders to the purchase of your raw or precursor materials:  
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Fig. 5.1. Example of a high level process model. 

For this purpose you should develop a so-called High Level Process Model, 
also referred to as process map, in which you additionally describe your 
customers, suppliers and cooperation partners. 

The process map can help you to present a structured overview of your 
operational processes. Usually one distinguishes between three different 
process groups: 

• Management processes, 
• core processes and 
• support processes. 

These three types should be analysed and presented in a clear and concise 
way. Certainly, every company operates in a different way and we can ad-
dress only general aspects and show common principles. In your own 
business plan, of course, you should follow the operational structures and 
processes of your own company from a helicopter perspective. Do avoid 
elaborating a complete organizational manual, hundreds of pages illus-
trated with complex process diagrams, and all sub-processes, workflows 
and activities! 

In many companies we observe again and again that the operational 
processes are still not well understood and documented, and the organiza-
tional representation is only carried out by means of an organization chart. 
Of course, that does not suffice to convince an experienced reader of the 
company’s organizational capabilities. 
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The management processes describe the development of a strategy, the 
business planning and budgeting as well as controlling; they serve the 
overall planning, steering and control of all the activities in your com-
pany. Herein the primary operative duties and responsibilities of the 
management are anchored. The bigger a company is, the more refined 
and complex the management duties and responsibilities become. Bundle 
your duties and responsibilities and define your essential management 
processes. Remember that it is exactly behind these processes that your 
overhead costs will be hidden, costs which will immediately influence all 
your business calculations. 

The core processes, also called primary processes, are directly involved 
in the production and marketing of your products and therefore contribute 
to value creation. It is recommended to structure your entire business proc-
ess from acquisition through production to purchase and assess at each 
stage whether the process is still promising. Leading technical changes, for 
example the introduction of new machines, restructuring of the business 
processes, or the structuring of customer activities, may result in quite new 
processes and operational structures, which would influence the efficiency 
of your organization significantly. During the assessment of the core proc-
esses new ideas and starting points often arise in order to introduce 
changes and improvements. Only if you pay particular attention to your 
operational processes or your value chain, will you be able to improve and 
optimize the processes within your company towards a competitive edge. 
This might be your core competences, competences which you will con-
tinuously have to improve and adapt to market challenges. 

The support processes or so called infrastructural processes include in-
formation management, personnel, accounting and finance. Although these 
processes are not directly linked to the value chain, they basically support 
the core processes and facilitate the overall operational performance of 
your company. These processes, too, should be frequently assessed, since 
they also contribute to overhead costs. The question that could here be 
posed is whether or not support processes can be outsourced. For small and 
medium-sized enterprises (SMEs), for instance, it could be advantageous 
to outsource services like financial and payroll accounting to tax account-
ants or common service providers. Furthermore, the information manage-
ment should be appropriately assessed as to whether or not it can partly or 
entirely be outsourced. Founders should seriously consider outsourcing 
these types of services from the very beginning in order to concentrate on 
their core business activities. 
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Start Invite offers Compare offers Choose potential 
supplier
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to production

Production
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Fig. 5.2. Example of a procurement process. 

Behind your comprehensive presentation of the processes, there exist, of 
course, further detailed sub-processes, which become apparent at a further 
level. Develop and describe these critical sub-processes in their workflows 
and activities. This will help you to efficiently assess and analyse opportu-
nities for further improvement and optimization. In fig. 5.2 a simplified 
procurement process with related sub-processes is shown. 

Following fig 5.2 in particular you could break down the existing activ-
ity blocks into further building blocks and conclude the required resources, 
people and materials. This approach will help you to gain an idea of how 
to bundle tasks and activities around each of the building blocks, in order 
to derive precise job descriptions. 

The above considerations emphasize how important it is to investigate 
the business processes in order to ensure an efficiently performing opera-
tional management. It will quickly become clear to an investor that you run 
your company professionally. Moreover, if you were able to briefly pre-
sent to him the most important business processes of your company and to 
convince him of a contemporary business, you would increase his willing-
ness to invest into your company. 

Your process map serves as basis for structuring your company. You 
can assess the main features of your organizational structure and shape 
them according to your business requirements. 
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5.2 Organizational structure 

Based on the processes 

• management processes, 

• core processes and 

• support processes 

described in the last section, you can now generate the organizational struc-
ture and units. In order to simplify matters we have considered a company 
with only one product and have avoided further differentiations and segmen-
tations. We will later point out the various organizational structures. 

In accordance with the job descriptions, the tasks, the activities and the 
responsibilities are assigned to the different organizational units. Depend-
ing on the volume and complexity of the different tasks, they will be as-
signed to one or more organizational units. Figure 5.3 shows the organiza-
tional structure according to the operational structure in chapter 5.1. This 
approach is called a process-oriented organizational structure. In this par-
ticular example we have assigned each individual process to a specific  
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Fig. 5.3. A process-oriented organizational structure. 
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department within the three organizational units. The organizational units 
concentrate on the management board, where reporting paths converge. 

You can summarise your organizational structure in an overall organiza-
tion chart, where you will describe your different organizational units.  

The design of the organizational structure allows you to focus on: 

• either the essential processes – such as management, core and support 
processes – or 

• the essential operational functions – such as procurement, develop-
ment, production, marketing, administration – or 

• the product lines respectively the customer target groups. 

If you focus on the operational functions, a functional organization will be 
the result (fig. 5.4). If you focus on the product lines or customer target 
groups, a business unit or divisional organization will be the result (fig. 5.5). 

In a functional organization (fig. 5.4) different products can be found in 
different functional areas, without there being a defined product manage-
ment unit. The responsibilities are assigned from a functional point of 
view. In a divisional organization (fig. 5.5), however, the production, mar-
keting, development and so forth are found in separate business units. 

The choice of organizational form depends mainly on your product port-
folio and the required sales channels and customer groups. 
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Fig. 5.4. Example of a functional organization. 
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Fig. 5.5. Example of a divisional organization. 

With a narrow homogeneous product programme for a homogeneous cus-
tomer group, a functional organization is an excellent choice. Whether 
marketing is an own functional unit or part of the sales department or just a 
staff position, and whether controlling is a part of the administration or a 
staff position is of secondary importance and will depend on the compe-
tences and skills of your employees. 

When a broad heterogeneous product program or a variety of customer 
groups exists, a divisional organization is preferable and promises greater 
market and customer proximity. However, for such an organizational form 
you should take into account that numerous fillings of similar functions, 
higher time consumption and resources for coordination usually result in 
higher personnel and infrastructure costs. 

In many companies hybrid organizational forms have proved worth-
while, as you can derive from figure 5.6. 

A company for instance might be designed as a divisional organization 
with separate distribution units, back offices, development and application 
technique groups, while sales, production, logistics and administration 
remain centrally organized. In this case the organizational linkage to the 
development department is to be considered very carefully because decen-
tralization may result in parallel developments, if project and development 
plans are not appropriately synchronised. On the other hand, a central de-
velopment department may have the disadvantage that priority will be 
given to the development of certain product lines or assortments and thus 
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Fig. 5.6. Example of a hybrid organizational type. 

will provide insufficient capacities for new business opportunities and the 
assortment of small target groups. 

In a hybrid type of organization a careful coordination of the sales ac-
tivities and customer accounts is necessary in order to prevent the concen-
tration of different marketing units with different products on the same 
customer in order to make the buyer a competing offer. 

Adapting organization is a crucial topic, particularly in high-growth 
companies, because these companies can often not fulfil existing re-
quirements by means of the traditional type of organization. Increasing 
demand and product diversity as well as an expansion of the product as-
sortment require an adaptation of the organizational processes and a re-
structuring of the functional areas for such companies. You should ap-
propriately describe these modifications of your organizational structure 
in your business plan. 

The organization structured according to fig 5.7 is run by two managers. 
It is a functionally oriented organization with a staff position for control-
ling which reports directly to the management. The areas of responsibility 
have been clearly structured and each has been filled by a defined person. 
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Fig. 5.7. Further example of an organizational structure. 

5.3 Personnel planning 

When the organizational structure has been determined and the different 
tasks and the functional areas defined, you can start with the personnel 
planning. Your strategy here should be to differentiate between regular 
members of staff and freelancers. 

In order to achieve your business goals, you may either employ new 
members of staff or release employees. As an entrepreneur you will usu-
ally be confronted with a kind of natural fluctuation in the number of em-
ployees, taking into account retirements or resignations. 

For the different functional areas, such as production, marketing and so 
forth personnel resources should be well-planned and scheduled. Be aware 
that a scarcity of personnel would affect your business as negatively as a 
surplus of personnel. Personnel scarcity would cause interruption of ser-
vice and product delivery. In contrast a surplus of personnel would in-
crease costs and inefficiency. 

In order to give you an example, we have developed a personnel plan in 
accordance with the example in figure 5.7. The existing situation serves as 
a baseline for further planning of resources, dependent on the employees, 
the required operations and the transaction volumes. 

Table 5.1 shows an example of personnel planning per functional area 
on a monthly basis, as well as the development of the number of employees 
including their payroll and social costs. 

By means of personnel planning the personnel requirements can be de-
termined, which are presented in job descriptions. The job descriptions of 
your employees should include the following essential elements: 
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Table 5.1. A personnel planning example. 
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351373,710213,56Sales support

1.5431475,925…1105,520Field sales

199178,62…168,02Supervisor

2.41923148…17238Sales

6152,6252,52Administration

515462,618…402,516Clerks

212155,13…205,04Technical

7466,41…66,01Supervisor

8627322…7121Produktion

382343,111…303,010Clerks

182205,14…105,02Dept head

8677,41…77,01Supervisor

6506116…4713Purchasing

3282914,32…2613,02Management

Total
Personnel

cost

Gross salary
per 

Employee*
No of 

Employees…
Personnel

cost
Gross salary

per Employee*
No. of 

Employees

Month 12…Month 1

 

• Name of job, 

• Rank and name of the job holder, 

• Aim of the job, 

• Goals of the job holder, 

• Tasks of the job holder, 

• Demands on the job holder, 

• Area of responsibility of the job holder and 

• Its relationship to other jobs. 

The job descriptions within your company should have a uniform struc-
ture. Since job descriptions frequently change, you should ensure that both 
their structure and content are continuously adapted and maintained. 
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5.4 Management team 

As previously mentioned, your investors will expect description of your 
management team. You must explain which people will be responsible for 
the management of your company and what experience they have had in 
comparable positions in the past. Their educational and professional back-
ground will help to profile your management team. 

Take into account that in the business world the most convincing criteria 
are real market success and customer satisfaction, both will ascertain sus-
tainable revenue. However, technological knowledge and understanding 
can also be of significance if, for instance, you are active in a manufactur-
ing area. Here, too, both the educational and professional background are 
significant. Furthermore, you should put emphasis on the business and fi-
nancial skills of your management team: profound knowledge and profes-
sional experience in financial accounting, cost management, financing and 
controlling is essential. 

However, market success, technological knowledge and business skills 
are only a minimum of criteria which should be fulfilled by your man-
agement team. In addition to this you should introduce the very individ-
ual and personal profile of your managers: their name, marital status, 
age, education, special merits and experiences etc. Keep in mind that the 
quality of your management team is the most critical success factor of 
your company. 

Unfortunately, in practise, technological expertise often is well-profiled, 
yet a profound market expertise is missing. Hence, the professional reader 
will presume long term revenue and return on investment to be vulnerable. 
Check your management team to be sure whether you have established a 
balance between market, technology and finance orientation. This not only 
applies to start-ups but also to well-established companies. 

Established companies should particularly check the follow-up regula-
tions in their corporate management. A management team member’s sudden 
exit can raise a considerable risk and endanger the survival of your com-
pany. You should clearly point out in your business plan how you intend to 
deal with this topic and whether you can already provide a solution. 

5.5 Reporting systems 

After having thus described your management team, you should attend to a 
description of your reporting system. In order to achieve highest transpar-
ency of your operational structure and the business processes within your 
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organization as well as their related costs, you will be in the need of a 
qualified reporting system. Such a system would facilitate the overall 
transparency and managerial control over costs. A reporting system, how-
ever, not only provides an annual planning of your business and the result-
ing financial statements, but also a set of additional instruments: 

• The structuring of the company towards cost centres, the planning of 
the related costs, the monthly recording of the accumulated costs per 
cost centre and the monthly accounting for cost transgressions by 
those responsible for the cost centres. 

• A product or cost unit calculation with at least a six-monthly com-
parison between pre-calculation and post-calculation. 

• A customer unit calculation at least with respect to corresponding 
profit margins and including the real marketing and sales costs. 

• A monthly management report system in which the area managers 
describe the current course of market and costs and control deviations 
from the annual plan. 

The following example demonstrates how a product can be presented by 
different types of analyses and differently interpreted throughout the re-
porting system. Figure 5.8 shows what information can be gained by dif-
ferent types of cost allocations. 

When considering the costs of materials in contrast to margins, product 
line E appears to be the best. If costs of production and marketing (fig. 5.9) 
are assigned, then product lines A and B would contribute the same or 
even higher margins than product line E. 

Profit margin %

A B C D E 

55 

45 

50 

50 

48 

52 

45 

55 

40 

60 

Material %
Profit margin %

A B C D E 

55 

45 

50 

50 

48 

52 

45 

55 

40 

60 

Material %  
Fig. 5.8. Differentiation of product cost allocations. 
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Fig. 5.9. Further differentiation of product cost allocations. 
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Fig. 5.10. Additional differentiation of product cost allocation. 

The above example clearly shows the necessity of a refined reporting sys-
tem and also shows that a profit and loss account would not even be suffi-
cient on a monthly basis. You must be aware at an early stage which prod-
ucts will contribute to your profit margins and which products will not. 
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5.6 Legal form 

Your investors will expect a concise description of the legal form of your 
company. When you start up a business, the right choice of legal form is 
crucial. Yet one should not forget that from an absolute business viewpoint 
the perfect legal form really does not exist. Every form has its strengths and 
weaknesses, advantages and disadvantages. The final choice depends upon: 

• organizational laws, 

• corporate laws, 

• liability laws, 

• tax laws and 

• employment laws. 

The choice via these criteria will have both personal as well as financial 
consequences for you yourself. You may for instance limit liabilities by 
choosing a limited liability corporate form. Unlike the founding of a busi-
ness partnership, the limited liability corporate form is frequently associ-
ated with tax disadvantages. And if you attach importance to entrepreneu-
rial independence, you may prefer to be sole proprietor. 

A change of the legal form can be recommended, if you have been run-
ning a business for several years and topics such as succession regulations 
arise or new financing options are approached. For instance, if you have 
begun your business activity as a single entrepreneur and the company has 
grown to a critical size that makes a liability limit appear appropriate, the 
transition to a limited liability corporate form would be an option. 

Keep in mind that the choice of the legal form of your company could 
have extreme economical and even existential consequences for your com-
pany as well as for you yourself. Therefore you should definitely consult both 
an experienced attorney and a tax accountant, before reaching any decision. 

5.7 Key questions 

• How is the constellation of your management team planned? 
• Are the demands of your business as addressed to the management 

team reflected in the qualifications, the skills and the experience of 
your managers? 
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• Are your managers offered regular internal or external training 
courses? 

• Are further training courses subjects to contracts when employing 
managers? 

• What is the average age of your management team? 
• What are the tasks and responsibilities of your managers? 
• What experience, knowledge, background education and professional 

references do your managers need? 
• According to which criteria are your managers paid? 
• Is incentive structure appropriate to that of your competitors? 
• To what extent are performance targets set? 
• How is the competence of your managers assessed? 
• What about the continuity in the management team? Since when have 

the current managers been in their position? 
• How often have the managers changed in the last 5 years? 
• Are there certain succession regulations in the management? 
• Who are the key persons in your management team? 
• According to which standards and criteria were the members of your 

management chosen? 
• With which organizational type can you realize your business model 

most successfully? 
• With which organizational type (operational and structural) do you 

wish to achieve the best markets and customer proximity? 
• Does your enterprise have some clear organization charts? 
• To what extent is your organizational structure documented? 

− Organization chart 
− descriptions of function 
− determination of competence 
− internal controls 

• How many hierarchy levels exist in your company (span of control)? 
• How well is your company organization structured? 



5.7 Key questions 57 

• Which are the main weaknesses of your organization? 
• How do you plan to avoid time delays (through interfaces and un-

clear responsibilities), bottlenecks as well as duplications of work? 
• How can you ensure quick reaction of your organization to sudden 

market changes? 
• How do you achieve a flat organization and a fast flow of informa-

tion? 
• How do you ensure that responsibilities are delegated to the right 

person? 
• To what extent does cross-sectional teamwork occur in your com-

pany? 
• How do you ensure that the costs and profit responsibility corre-

sponds to the products? 
• Have you divided the company into cost sections? 
• Have you considered the planning of the costs of the cost sections, 

and the monthly records of the accumulated costs per cost section? 
• Have you considered the monthly arguments of the cost section rep-

resentatives about costs transgressions? 
• Do you provide a product profitability analysis or cost-unit account-

ing which allows at least a six-monthly balance between the pre-
calculation and a post-calculation? 

• Do you present a customer profitability calculation at least as a con-
tribution margin accounting including the real marketing and sales 
costs?  

• Which legal form does your company have? 
• Have you considered the formalities, costs and possible publicity du-

ties arising from your legal form? 
• Do you want to restrict the liability, in the case of bankruptcy? 
• Do you want to run your company as a single entrepreneur? 
• Does it make sense to lower the risk and absorb additional know-

how, by boarding new partners and shareholders? 
• Do you wish to be the sole decision-making power? 
• Have you already considered tax criteria? 
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• What influence does the legal form have on the image and profile of 
your company? 

• Are there clear deputy arrangements? 
• Has there been a change of the legal form, restricting liability in the 

last 2 years? If so, what change? 
• What is the partnership and shareholder structure like? Who are the 

partners? 
• What interest do your partners and shareholders have in further de-

veloping the company? 
• Are there partners and shareholders with contrasting interests? 
• Are there regulations limiting profit withdrawal? 
• Are there regulations as to handing over shares to a third party? 
• Do partners and shareholders perform management functions? 
• What percentage of the joint capital is covered by the management it-

self? 
• Do you have an advisory board? 
• Who are the members of the advisory board? 
• Which regulations exist for the designation of the advisory board? 
• Is the advisory board competent enough to consult the management? 
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As soon as you have outlined your business idea roughly, you should have 
a critical look at your products and services – your added value carrier – 
for these form the basis of your business model. It is important that your 
products and services fit the needs of your customers: only if customers 
are prepared to pay a price for your products and services, is business 
done. Therefore it is necessary to describe the very unique features and 
characteristics of your products, the so-called unique selling propositions. 

6.1 Product features 

6.1.1 Unique selling propositions 

Unique selling propositions are those features and characteristics which 
accentuate the uniqueness and excellence of your products on the market 
in order to be distinguished and preferred by the customers and to raise 
competitive advantages. 

We have compiled some general aspects so that you can characterize the 
unique selling propositions of your products: 

• The quality is discernibly higher than that of the competitors. 

• The quality standard represented by the brand is maintained by con-
stant product improvements and is never given up. 

• The price is more favourable than that of the competitors while the 
quality is the same. 

• The technological characteristics and features of your product are 
more advanced. 

• The Design is more modern or satisfies the expectations of your cus-
tomers much better than your competitors’ do. 

• The brand or the image of your product is more valuable. 
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• The construction and handling of the product are simpler. 

• The development and production times are faster and confirmed de-
livery dates are kept. 

6.1.2 Auxiliary services 

Due to the high maturity of products on most markets and the high degree 
of similarity of the products within the markets, auxiliary services play an 
increasingly important role in distinguishing oneself from the competitors. 
For service companies in particular this differentiation is determined by the 
personal relationships of the company to its customers. With technical prod-
ucts it is also important to determine how well the product suits the custom-
ers’ way of looking at a problem. At this point you should thoroughly con-
sider and analyse your differentiation potential, which can decisively 
influence the price of the product and the satisfaction of the customers. 

In order to help you characterize auxiliary services for your products, 
we have put together the following features: 

• fast and flexible implementation of customisation 

• better customer service and support, 

• faster and more reliable supplying of spare parts, 

• better complaint management, 

• better customer relationship management, 

• more regular and refined delivery of information, 

• communication is guaranteed via modern media, 

• customer friendly and diverse sales channels exist. 

6.2 Product description 

After determining the essential features and characteristics of your prod-
ucts, you should precisely describe your products and services. The de-
scriptions of details in manufacturing and processing methods are not nec-
essarily expedient, unless you can substantiate cost or quality advantages 
with them. 

The specification of the benefits and advantages of your products and 
services are essential but often insufficient. Since customers usually buy 
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products on the basis of their own specific needs, you should ask yourself, 
how your products suit your customers’ needs: Which different technolo-
gies are applied to improve the products, how your technology will con-
tribute to this, and in what periods of time future technological develop-
ments or changes in consumers’ behaviour are to be expected etc. 

Products which considerably resemble the products of your competitors 
are so-called me-too products. With such product copies you will only at-
tain a lasting chance of long-term success, if you can either offer them at a 
more reasonable price or if you have been able to create serious entry bar-
riers for your competitors throughout your product distribution net. Only 
then will customers feel encouraged to give up their brand loyalty. The ad-
vantage of a me-too strategy is the lowering of marketing costs, such as 
costs for market analysis and product design can be cut. 

6.3 Product portfolio and product plan 

As a rule a company offers more than only one product or service. The 
systematically composition of your services, products and their variants is 
called your product portfolio. 

Both the analysis of an existing and the planning of a future product 
portfolio presuppose four essential steps: 

• Identification of the relative market share (chapter 7) as well as the 
corresponding market growth. The relative market share determines 
your market position with respect to other competitors. The growth in 
percentage for each product indicates the general attractiveness of this 
type of product on the specific market. 

• Description of the interrelations, interactions, mutual complementa-
tion and contrasts of your products both with respect to the exact 
product features and to your strategic objectives, product develop-
ment, production, distribution, marketing, etc. 

• Identification of all risks and opportunities which will occur through 
the combination and interaction of the products on different business 
and company levels. Also illuminate all risks and opportunities which 
may influence or compensate each other. A computer manufacturer, for 
instance, who attains high revenue rates by the sale of new computers 
in times of high market demand will cover himself in times of low de-
mand through business with computer parts as well as service work. 
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Fig. 6.1. Positioning of the products P1, P2 and P3 within a product portfolio. 

• Distinction between: 

− less attractive products which, however, generate cash due to their 
high market share (cash cows), 

− attractive products which unfortunately generate less cash due a 
low market share (question marks), 

− less attractive products, that do not generate cash due to a low 
market share (poor dogs), and 

− attractive products which also generate cash due to their high mar-
ket share (stars). 

Among these four extremes, of course, there exist a great number of alter-
natives and options, as to how you can position your individual products 
within your product portfolio. Fig. 6.1 shows how you can present your 
product portfolio with regard to market attractiveness and market share in 
a typical portfolio chart. 

As a result you may elaborate a compilation of all products which are 
planned to be discarded, extended, acquired or further applied for cash 
flow generation. 

Based on the existing product portfolio and the product portfolio 
planned for the future, a roadmap can be developed which will describe the 
essential product features, the required activities, measures and resources 
for the transition from the existing portfolio to the target portfolio and 
which will assign them to a timeline. 
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6.4 Key questions 

• What are the special features and characteristics of your products? 
• What are the unique selling propositions of your product? 
• Which auxiliary services do you offer your customers? 
• Which further unique selling propositions result from these auxiliary 

services for your products? 
• Which advantages of your products and services back up your busi-

ness? 
• Which of your products is a me-too product? 
• What are the strengths and weaknesses of your products and ser-

vices? 
• Which opportunities and risks will result from this in the future? 
• Do you possess patents and trademarks? What is their period of va-

lidity? 
• What running time do you give your present products? 
• Which new products do you wish to introduce and within which pe-

riod of time? 
• Do you plan to substitute old products with new ones or to extend the 

market by introducing novel products? 
• When will a product substitution take place? 
• How do you organize your product assortment? 
• According to which criteria do you prioritise your products? 
• How is your product portfolio structured? 
• What are the strengths and weaknesses of your portfolio? 
• What are the resulting opportunities and risks for your business? 
• Through which modifications of your product portfolio can you avoid 

future risks? 
• Through which modifications of your product features, -variety and 

portfolio could you improve your future solvency? 
• Taking into account all the above considerations, how would you de-

sign and develop an entire product plan? 
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Your next challenge is to position your products and services on the mar-
ket. In doing this you must be able to ascertain the attractiveness of both 
your current and future products on the market. You should furthermore 
convince the readers with profound understanding and knowledge that you 
can deal professionally with all those market forces which could have a 
lasting influence on your business. 

Be aware that the market is not a virtual term, but a real force field of 
individual customers who want to purchase products and primarily fulfil 
their needs and wishes. Hence certain products compete with one another. 
Within your business plan you should consider both the market for your 
products as well as the character of your competitors. In this chapter we 
will focus on the main aspects of market and competition. 

The results of your market and competition analysis will form the indis-
pensable basis for the entire planning of sales and marketing, as will be 
discussed in chapter 8. 

7.1 Market 

7.1.1 Description of relevant market 

With the description of your products and services (chapter 6), you have 
already provided a preliminary delimitation of your product market be-
cause your products are designed for certain target groups. The so-called 
relevant market consists of the target groups which are addressed by your 
products and services. 

Furthermore, you must analyse how big your market is and what busi-
ness potential you have at your disposal in the future. In order to assess the 
current market potential, take your revenues and sales volumes as a base-
line, and from this starting point determine your current market volume 
and its course for the next budget years. Avoid the temptation to define 
your relevant market too broadly. Different customers have different product 
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requirements and wish for different approaches. Describe as precisely as 
possible the clientele, that you do not want to approach by your regional, 
technological or marketing shot. 

The information required for the determination of relevant markets 
could be obtained by external market research and intern investigations. 

For consumer goods market the necessary data is raised by market re-
search agencies e.g. via business and household panels. A panel is a se-
lected, representative group of businesses or households whose sales and 
purchase records are evaluated regularly through systematic observations 
and surveys (primary research). However, on analysing data, it is recom-
mended to fall back upon internal information sources, too, e.g. cost calcu-
lation documents, customer or general statistics and external information 
sources, such as publications by institutes, associations, national and inter-
national statistics offices or the press (secondary research). 

Around markets for capital-intensive goods there are fewer translucen-
cies. Here interviews with customers, upstream suppliers and also the 
manufacturers of the production machines can be very helpful, because 
they have a good insight into the investment behaviour of the competitors. 

Of course, you almost always obtain the most significant information di-
rectly from your customers themselves: 

• Why did your customers buy a certain product? 

• How satisfied are your customers with the product? 

• What do your customers like, what do they dislike? 

• Would your customers buy the product again? 

• At what price would your customers buy? 

• How do your customers judge your company in comparison with 
your competitors? 

In this case do not rely only on the statements of your sales and marketing 
departments. Talk with your customers and ex-customers yourself, too, but 
never forget that your customers are the captives of their own experiences 
and will rarely contribute valuable propositions for new products. 

7.1.2 Market segmentation 

Imagine the customer’s problem was “the bonding of different materials”. 
Bonding could be carried out by different techniques such as gluing, 
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screwing, hot pressing, welding, riveting, pegging, stapling, nailing, etc. 
However, the applicability of a certain bonding technique depends on the 
properties of the material you want to bond. Hence, the various techniques 
and materials result in a large number of product-market-segments of dif-
ferent sizes and with a different potential for growth and profit. 

This example shows how a market follows segmentation rules, which 
may not only be technological, but also dependent on price and quality. 

Steigenberger, a family-owned German hotel group runs a precisely fo-
cused strategy within a very competitive market environment dominated by 
the big international hotels and their complex reservation systems. As a key 
measure the company in the course of time had developed four brands in or-
der to attain market coverage at different price and quality levels. But in the 
autumn of 2003 the clock was turned back. Two brands were abandoned and 
the hotels were bundled into two brands, one at an exclusive level, “Steigen-
berger Hotels” and another in a lower price category, “Intercity Hotels”. 

Of course with regard to customer target groups you may distinguish by 
utilization aspects, local areas, market penetration, sales and distribution 
channels. End users can be further distinguished by their purchasing atti-
tude, age-groups, income and fashion or brand preference. When applying 
segmentation, be sure not to fill too many segments with too many differ-
ent products. The resulting complexity may overtax management capacity 
and exhaust the financial resources of the company. 

The next example will show another type of market segmentation, ap-
plied by a manufacturer of optical products with five product lines: 

• Torches, 
• Binoculars and telescopic sights, 
• Optical measurement systems, 
• Projection lenses and 
• Car lighting and sensory systems. 

These product lines are suitable both for customers in industrial plants that 
process them and supply their own product and for the final customer who 
is reached via specialized trades. In the supply industry three customer 
groups are distinguished: 

• Suppliers of car parts, 
• Slide beamer manufacturers and 

• Optical equipment manufacturing customers. 
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With respect to the direct end users, the company has focused on two retail 
targets: 

• Hunting and sport trading shops on the one hand and 

• Retailers and department stores for photographical and optical de-
vices on the other. 

The so-called product-market-matrix (fig. 7.1) exemplifies the market 
segmentation for the optical devices in Germany, where the dark fields 
show the customer groups for the individual product lines. 

Fig. 7.1. Market segmentation for optical devices by means of the product-market-
matrix. 

If we take the product line of binoculars and telescopic sights, and charac-
terize this product line according to price levels and application, as shown 
in figure 7.2. On the basis of the sophisticated price structure, one should 
consider which sales channel and which target audience one wishes to pur-
sue in future? Is the target only the limited market of hunters reached via 
hunting and sport shops or is it the entire mass market for leisure pursuits 
reached via retailers and department stores? 
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Fig. 7.2. Differentiation of the product line binoculars and telescopic sights with 
respect to price levels and application fields. 

The above examples show, how you could conclusively represent your tar-
get markets and segments in your business plan. 

7.1.3 Market growth 

In order to be able to estimate your future business, it is necessary to inves-
tigate the growth of your market. You should quantify and estimate both 
revenue and sales volume for the next 3-5 years. In this case individual 
market segments could develop quite differently from the entire market it-
self. Market segments may for instance interact through mutual substitu-
tions and in turn affect your sale potential negatively. 

The example, shown in illustration 7.3, shows that the market segments 
D and B display a considerable market potential. Hence marketing and dis-
tribution should focus on these partial market segments. 

Market growth is considerably influenced by trends and fashion, which 
can be social demographical, economical, technological as well as envi-
ronmental. These trends can seriously affect the sales development of your 
products as well as the customer’s consumer habits. One example of chang- 
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Fig. 7.3. The development of partial market segments. 

ing consumer habits is the increasing health consciousness of the consum-
ers in food industry. Customers increasingly prefer diet and low-fat prod-
ucts which are manufactured at higher rates due to the increasing demand. 

7.2 Competition 

When you have defined your market, you will become aware of the many 
competitors who are already active in the same market, thus putting all 
their efforts into winning the same target customers as you are. In order to 
win the battle, you need to develop successful market strategies. It is nec-
essary to first determine the competitors and their market behaviour and 
tactics. In this case you should recognize whether these competitors are 
imitators, price breakers or innovators. Furthermore, you should realize 
how large the market share of your competitors is and understand the stra-
tegic advantages by which they have obtained their market shares. In par-
ticular you should identify who has priority in determining the key market 
rules (product leader, price leader, market size etc.). In the same way you 
should assess whether new competitors could penetrate your markets and 
thus influence market behaviour. 
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7.3 Market position 

Your market position demonstrates your strength in the market and the 
outside business world. It is crucial to benchmark your market position in 
comparison with your competitors at any time (fig. 7.4). A market share of 
25 %, for instance, is not much, if there exists only one competitor who 
rules the market with a 75 % share; on the other hand a market share of 25 % 
represents a strong position, if there exist ten competitors and your top 
competitor has reached only a 12 % share. 
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Fig. 7.4. Example of the development of market shares over seven years. 

In order to determine your competitive strength on a specific market, the 
so called relative market share is applied: 

Own market shareRMS =
Market share of  the main competitor

 (Eq. 7.1) 

In terms of a quotient of the market shares, the relative market share indi-
cates the gap between you and the main competitor on the market (tab. 7.1). 

Table 7.1. The calculation of the relative market share. 

Market share of the main 
competitor %

75 50 30 25 20 15 10

Own market share % 25 25 25 25 25 25 25
Relative market share % 0,33 0,50 0,80 1,00 1,25 1,66 2,50  
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According to table 7.1, if your market share is 25 % and the share of your 
main competitor 50 %, your relative market share will be: 

25RMS = = 0,5
50

 (Eq. 7.2)

However, if your main competitor obtains only 30 %, your relative market 
share will increase to 0,8; following this rule, if your main competitor ob-
tains only 20 %, your relative market share will be about 1,25 and so forth. 

Figure 7.5 shows an example of the development of the relative market 
share. In this way it is possible to compare the market positions of a com-
pany on the different markets and finally present these positions in a port-
folio (chapter 6). 

Next to your current market share itself the evolution of the market 
share over the last years plays an important role helping you to estimate 
the future market perspectives of your company. If you have constantly 
lost market shares your investors will ask how you plan to stop the nega-
tive trend and turn it into a positive one. 
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Fig. 7.5. Example of the relative market share. 

7.4 Key questions 

• What is your target market? 
• How is your target market segmented? 
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• Which problem solutions do you provide? 
• What is your technological competence? 
• Which market segments are relevant for your business? 
• Which segments do you want to occupy? 
• How big is your target market? 
• What is the growth of your target market? 
• What does the market growth depend on? 
• What is your special competence in your market? 
• What market position do you have? 
• Has your market position worsened or improved during the last years? 
• What are the mega-trends in your industry? 
• Which new business opportunities do you envision? 
• Which limitations may arise? Will legal regulations increase? 
• Will demographic changes influence the markets? 
• Which technological modifications may emerge? 
• Who are your most important competitors? 
• Which short- and long-term goals do your competitors pursue? 
• How do your competitors view your company? 
• Which competition strategies will you have to expect? 
• Will your rivals tackle you or evade you? 
• Which partial markets are especially significant for your main com-

petitors, which ones are unimportant? 
• In which fields of the business system are your competitors superior 

to you? 
• Do your competitors produce at a more reasonable cost level? 
• Do you have better access to raw materials? 
• Do your competitors have more know-how in research and develop-

ment? 
• Are your rivals always a tic faster than you? 
• Do your competitors react to market changes more quickly? 



74 7 Market and competition 

• Do your competitors use other sales channels? 
• Do your rivals have close relationships to important customers? 
• How competitive is your market? 
• Do your rivals deal according to the motto “live and let live – there is 

room for all of us”, or do they practice a hard crowding-out? 
• Have old competitors already given up? Are there newcomers? Are 

there others, still standing at the door? 
• Will the competition intensify in the future? 
• How do your customers judge your enterprise in comparison with 

your competitors? 
• Who are the customers for the products? Have you described the 

main customer groups and changes to be expected? 
• Who are the target customers of your business? 
• Which part of the customer potential do you want to cover in the fu-

ture? 
• Why did the customers buy a certain product from your portfolio? 
• How satisfied are the customers with the product? 
• What do the customers like, what do they avoid? 
• Would the customers buy it again? 
• At which price would the customers buy? 
• Did you lose any important customers last year? For what reasons? 
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In chapter 7 we have described the basic conditions for your business 
model. Therewith you now know your target groups or customers, your 
market volume, market trends as well as your immediate competitors. In 
this chapter you will deal with the question with which marketing strategy 
and marketing concept you will be able to achieve your strategic goals. 

8.1 Marketing 

8.1.1 Marketing strategy 

Your marketing strategy describes your market objective and marketing 
goals for the next years. Furthermore, it should determine the market share 
which you wish to achieve in your target market with your particular prod-
uct portfolio, as well as the average market growth. You will have to plan 
your advertising and marketing costs accordingly. 

When formulating your marketing strategy you should consider care-
fully which pricing you wish to embark on your customers (section 8.1.3). 

From the individual market segments you can derive segment specific 
strategies. Thereby e.g. industrial customers, commercial customers or end 
users are treated differently, according to the following criteria: 

• Advertising and marketing media  
• Services and auxiliary services 
• Competitive orientation 
• Customer profitability 
• Customer loyalty   
• Acquisition of new customers.  

Based on your marketing strategy the operative measures are derivated and 
provided with appropriate budgets. This is the subject of the marketing 
plan which represents one of the most crucial management tools. 
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8.1.2 Marketing plan 

The business plan should include at least a three-year marketing plan, 
which sums up the sales targets for each product and product line (1 to …), 
explains the core marketing measures (tab. 8.1) and their risks and which 
also contains a timeline of planned product launches as well as a reason-
able allocation of marketing costs. 

The marketing plan thus represents a roadmap of the marketing activi-
ties which are necessary in order to achieve the strategic marketing goals. 

Table 8.1. Sample roadmap for sales activities. 

Measures /activities Responsible
Activity Start End

Sales campaign for product 1 - direct marketing
Sales campaign for product 1 - E-Mail
E-Mail campaign for the accessory of product 1
Telephone campaign for the accessory of product 1
Event for product 2
E-Mail campaign for product 3
E-Mail campaign for the accessory of product 1
E-Mail campaign for product 2

Date

 

The marketing plan should above that also include the development of 
your market share with regard to your competitors as well as the analysis 
of main market trends. 

Table 8.2 shows a sample data sheet for the collection of the marketing 
plan’s key data. The data are listed product-related or product line-related 
and span the last 2 years as well as 3 plan years. 

8.1.3 Pricing policy 

A key to the success of your business is the appropriate pricing policy. 
Every investor will ask you, according to which criteria you arrange your 
prices. If your prices are too high, you will not be able to attract customers 
and expect orders within your competitive environment. If your prices are 
too low, you will risk steering your company into the loss area. You will 
only be able to answer the question about the optimal price, if you, on the 
one hand, dispose of an internal controlling and cost input system and if 
you, on the other hand, regularly observe your competitors, their pricing 
policies and the price elasticity of the market. 
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Table 8.2. The main records required for the marketing plan. 

LY* CY*
1 2 3

Product / product group 1
Market share (%)
Market volume (€)
Percentage of sales [%)
Sales Volume (quantity)
Revenue (€)
Marketing costs (€)
Advertising costs (€)
Product performance (€)
Product / product group…
Market share (%)
Market volume (€)
Percentage of sales [%)
Sales Volume (quantity)
Revenue (€)
Marketing costs (€)
Advertising costs (€)
Product performance (€)
Total
Total marketing costs (€)
Total advertising costs (€)
Overall result (€)

PY*

 
     * LY: Previous year; CY: Current year; PY: Plan year 

According to our observations many middle class companies have defined 
their prices corresponding to an overhead calculation and “bottom up”: 
Surcharges for general expenses and for business profits were slammed on 
the (often inaccurately) calculated production costs. The adding up then re-
sults in the market price, whereupon sales department could give deduc-
tions – often without being informed about the marginal costs. 

A completely different approach is the target cost plan. Before every 
development of a new product it is checked by market research with which 
price the biggest prospects of market success exist in a specific competi-
tive environment. Based on these findings a price is defined. From this the 
cost structure is derived “top down”: the required profit, the amount of re-
quired general expenses, and the residual amount for production. 

A successful approach for a price alignment exists therein that you ob-
serve your own price deviations from the market average continually and 
assess which changes of the market share are due to price modifications 
(fig. 8.1). 
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Fig. 8.1. The courses of relative price and relative market share. 

The central questions for the evaluation of your pricing policy are: 

• How are the prices determined for the individual products and who is 
responsible for that? 

• Which information about material and production costs, product spe-
cific development and marketing costs, prices of the competitors, the 
price flexibility of the market flow into the price quote or price fixing? 

• How do you detect the prices of the competitors? 

• Are there references to price agreements? 

• What is the extent to which sales and marketing is allowed to discount? 

• Who is allowed to enter price variations into your system? 

• Which cost information system do you use for pricing? Are post-
calculations carried out regularly? 

• Can you record and allocate product-related additional costs, which 
develop from rejects, additional material use, repair services, war-
ranty services and service costs? 

• How did market prices develop? Which future price developments 
can be expected? 

• How far can cost increases be passed on to customers? 
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8.1.4 Advertising and sales promotion 

The significance and the kind of advertising and sales promotion vary 
strongly among markets. 

It has to be carried out a planning of advertising for consumer goods, 
that are bought regularly (e.g. foods and toiletries), for over-the-counter-
drugs and for durable consumer goods.  The/This plan has to include the 
main advertising message and budget, the selection of advertising media 
(television, journals, daily papers and so forth) as well as possible coopera-
tion with advertising, sales promotion and public relation agencies. The se-
lection and suitability of advertising media are mainly determined by the 
advertising goals as well as by geographical, quantitative and qualitative 
access to the target customers (generations, income levels, residence etc.). 

The annual media analysis helps by displaying the audiovisual habits 
and literacy as well as the media coverage. 

Sales promotion in the field of consumer business should be planned ex-
tremely carefully, in order to ensure their acceptance with the retailers, as 
well as their sales potential and success. 

In mid-size companies, that do not produce a branded product for the fi-
nal consumer, but semi finished, preliminary products or components for 
other companies, advertising and sales promotion are mainly restricted to 
brochures, fairs and public relation campaigns. 

8.1.5 Marketing organization 

Marketing objectives are usually regarded as top priority. Thus either the 
entrepreneur himself or the marketing manager will take care of them. If 
marketing exists as an organizational unit, it often concerns a staff unit for 
producing brochures, organizing sales promotion and managing fairs. Du-
ties and responsibilities which are perceived by product managers are not 
carried out in these staff units. 

If the company provides several product lines for different target groups, 
it is wise to establish an independent product management. 

The responsibilities of the product management are product planning 
(section 6.3), the internal coordination of the company’s product-related 
activities, market research and the cooperation with external service pro-
viders as advertising and market research agencies as well as package de-
signers. The organization and updating of the internet representation also is 
to be addressed to the marketing organization. 



80 8 Marketing and sales 

8.2 Sales 

8.2.1 Sales strategy 

The sales strategy is based on the marketing strategy and turns it into op-
erative sales objectives. You should consider the following questions with 
respect to the sales strategy: 

• Which customers should be contacted in what frequency? 
• Which key customers should you pay special attention to? 
• Have you analysed the causes of customer loss? Which conclusions 

have you derived from this? 
• Do you serve the right customers, those customers possessing the 

highest growth potential? 
• Which potential prospects are supposed to be won? Especially in 

trade: How should distribution be expanded? 
• Which market objectives are defined for the individual customers? 
• Which profit margin goals are defined for the individual customers? 
• With which organizational type do you wish to approach the market? 

The implementation of the sales strategy in the sales goals allows the de-
velopment of the sales organization and the corresponding processes. On 
the one hand within the framework of a sales plan, you should describe 
your current situation, on the other hand does it outline a roadmap which 
helps you achieve your future goals and objectives. In the following we 
will discuss the basic issues of a sales organization and the basic elements 
of a sales plan. 

8.2.2 Sales organization 

As an entrepreneur you have to decide, how you wish to approach the 
market, whether to build up your own sales team or for example work with 
sales representatives. The choice of the optimal sales method depends on 
the customers as well as on your relationship with them. A good relation-
ship is needed for successful business. 

If the number of your customers is restricted, if for instance you are a 
subcontractor in the automobile industry and only supply half a dozen of 
companies, you would need a small, but highly productive sales team for  
 



8.2 Sales 81 

In
te

rn
et

-
M

ar
ke

t p
la

ce
s

C
om

pa
ny

C
on

su
m

er

W
ho

le
sa

le
r

C
om

pa
ny

-o
w

ne
d

st
or

es
an

d 
de

po
ts

C
om

pa
ny

C
om

pa
ny

C
om

pa
ny

C
on

su
m

er
C

on
su

m
er

C
on

su
m

er

R
et

ai
le

r
R

et
ai

le
r

C
om

pa
ny

W
ho

le
sa

le
r

C
on

su
m

er

C
om

pa
ny

 a
s

S
ub

-S
up

pl
ie

r

C
on

su
m

er

C
om

pa
ny

C
om

pa
ny

 a
s

S
ub

-S
up

pl
ie

r

C
om

pa
ny

C
on

su
m

er

Ar
ea

-w
id

ed
sa

le
s

fo
rc

e
C

an
va

ss
in

g 
or

In
te

rn
et

-
M

ar
ke

t p
la

ce
s

C
om

pa
ny

C
on

su
m

er

W
ho

le
sa

le
r

C
om

pa
ny

-o
w

ne
d

st
or

es
an

d 
de

po
ts

C
om

pa
ny

C
om

pa
ny

C
om

pa
ny

C
on

su
m

er
C

on
su

m
er

C
on

su
m

er

R
et

ai
le

r
R

et
ai

le
r

C
om

pa
ny

W
ho

le
sa

le
r

C
on

su
m

er

C
om

pa
ny

 a
s

S
ub

-S
up

pl
ie

r

C
on

su
m

er

C
om

pa
ny

C
om

pa
ny

 a
s

S
ub

-S
up

pl
ie

r

C
om

pa
ny

C
on

su
m

er

Ar
ea

-w
id

ed
sa

le
s

fo
rc

e
C

an
va

ss
in

g 
or

D
ire

ct
tra

ns
po

rta
tio

n

 

Fig. 8.2. Distribution channels. 
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the intense care of your customers. It could be even reasonable that you as 
a CEO take care of important customers yourself. If you sell to end users 
via trade, you should make up your mind about the size of your sales or-
ganization. The question is how many shops you aim at, if you only supply 
the wholesaler or not, and if you want to focus on franchisors and only 
serve the headquarters with few key account managers directly. Figure 8.2 
shows the many alternatives of the sales organization structure. 

If you need an area-wide sales approach, the size of the sales organiza-
tion depends on the number of sales personnel, the retail area, the sales ob-
jectives and the cost structure of your products. For instance, if the cost 
structure allows an investment of 10 % of the revenue for sales activities, 
you have to calculate the size of your team. The calculation involves the 
capacity of the sales team as regards customer calls, the possible number 
of customer visits per day, and the required frequency per year. Important 
customers are contacted weekly, others monthly or only twice a year. 

When planning the sales organization payment plays a crucial role: 

• How is the variable compensation structured? 
• According to which criteria (increase of profit margins, turnover in-

crease, new customer acquisition, etc.) do you plan the variable part 
of compensation? 

8.2.3 Sales plan 

The business plan should include a sales plan for at least three years, 
which summarises sales targets according to markets and customers (1 to 
…), describes the basic sales activities with their risks along a timeline and 
contains a reasonable allocation of distribution expenses. 

Basically the sales plan should capture following topics: 

• planning of the sales, 
• planning the customers and 
• planning the sales area. 

The customer plan (table 8.4) covers the customer-oriented sale budget and 
corresponds to the sales plan. 

After defining the markets, the question arises of how you aim to char-
acterize, structure and evaluate your customers within the different mar-
kets. Depending on the geographic position of your customers, you should  
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Table 8.3. Sample sheet for sales records. 

LY* CY*
1 2 3

Product / product group 1
Sales Volume  
Unit price (€)
Gross sales [%)
Revenue reduction (€)
Other distribution costs (€)
Net sales (€)
Product / product group…
Sales Volume  
Unit price (€)
Gross sales [%)
Revenue reduction (€)
Other distribution costs (€)
Net sales (€)
Total
Sales Volume  
Unit price (€)
Gross sales [%)
Revenue reduction (€)
Other distribution costs (€)
Net sales (€)

PY*

 
            * LY: Previous year; CY: Current year; PY: Plan year 

Table 8.4. Customer plan. 

LY* CY*
1 2 3

Customer / customer group 1
Sales Volume  
Unit price (€)
Gross sales [%)
Revenue reduction (€)
Other distribution costs (€)
Net sales (€)
Customer / customer group…
Sales Volume  
Unit price (€)
Gross sales [%)
Revenue reduction (€)
Other distribution costs (€)
Net sales (€)
Total
Sales Volume  
Unit price (€)
Gross sales [%)
Revenue reduction (€)
Other distribution costs (€)
Net sales (€)

PY*

 
            * LY: Previous year; CY: Current year; PY: Plan year 
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finally decide whether to develop the customer plans per field or not. This 
approach will affect the raising of a sales area plan. 

Along the preparation of the sales plan you should ascertain that it cor-
responds to your marketing plan. The data base and structure as well as the 
roadmaps developed for both marketing and sales have to be adjusted to 
each other. This requires excellent communication of both the marketing 
and the sales project team during the business plan project. 

8.3 Key questions 

• Which marketing actions have you defined? 
• Which performance bond do you promise your customers by the use 

of your means of communication? 
• What communication and advertising strategy do you have? 
• Which advertising media do you use? 
• What advertising expenditures do you plan? 
• What degree of advertising impact  do you reach in comparison to 

your competitors? 
• How do you organize your marketing department? 
• Who is responsible for marketing? 
• Who defines the marketing budget? 
• Do you require a team for your marketing? 
• To what extent do you practice marketing within your company? 
• To what extent do you cooperate with public relation agencies? 
• Do you outsource sales and marketing partly or completely? 
• Who controls marketing activities and budgeting? 
• With which price strategy do you offer your products? 
• Who determines the prices for your products? 
• Does a pricing policy exist in your company? 
• How do you ensure frequent price comparisons? 
• What is your distribution strategy? 
• Have you documented a distribution strategy? 
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• Which sales channels do you use and which ones could be still 
opened up? 

• Are your products distributed via internet or via franchising? 
• Does a structured sales organization exist? 
• How does the geographical setting of the field work look like? 
• How do office work and field work cooperate? 
• How do you pay the sales representatives (fixed salary, bonus, incen-

tives, etc.)? 



9 Research and development 

The future business potential of your company is mainly based on your in-
novations and development projects. Therefore you should carefully pre-
sent your research and development competences and your plans for new 
products and services in your business plan. 

9.1 Presentation of research and development 

Product design can only be successful if, on the one hand, one gets precise 
information about customer preferences and needs through marketing and 
if, on the other hand, the products are developed in close cooperation with 
the manufacturing department. Furthermore, marketing information is re-
quired about: 

• the mega-trends of the markets, 

• the achievable prices on the market and 

• the required product differentiation for the different target groups  

as well as an early cooperation with the purchasing department. The rela-
tionships between the research and development department and other ar-
eas of the value chain are shown in figure 9.1. 

Base the description of your research and development strategy on the 
information from neighbouring areas like marketing, production and pur-
chasing; hereby answer the following questions: 

• Do you have the required competence within your company? 

• Do you frequently buy research and development activities? 

• Have you entered into a strategic alliance with other companies as re-
gards the distribution of development tasks according to construction 
groups or fields of technology? 
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Fig. 9.1. The relationships of the research and development department with other 
areas of the value chain. 
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Fig. 9.2. Evolution of research and development projects. 

Show that your company’s development is on an equal level to that of your 
competitors and convince your investors that you have taken measures in 
order to maintain this position in the future. 

The factors that incur rising costs in development are nonexistent or in-
sufficient project management, time and cost control, capacity planning. 

The efficiency of your research and development department can be 
checked by different questions: 

• How often has development been abandoned with reference to the num-
ber of started projects, compared to accomplished projects (fig. 9.2)? 
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• How high is the capacity of development when one compares the of-
fers made and the orders received? 

The assessment of your competitiveness should be shown in a so- called 
research and development portfolio. Figure 9.3 shows an example of such 
a portfolio, where research and development expenditure was regarded 
versus the number of annual new project introductions. 

Fig. 9.3. The research and development portfolio. 

Table 9.1. The essential core data for planning development. 

Information LY* CY*
1 2 3

Personell costs (€)
External costs (€)
Employees (number)
Project ongoing (number)
Employee utilization (days)
Abandoned projects (number) 
Market launches (number)
Total costs for development (€)

PY*

 
    * LY: Previous year; CY: Current year; PY: Plan year 
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9.2 Development plan 

The business plan should include at least a three-year research and devel-
opment plan that summarises the main research and development objec-
tives, the main development projects and measures, as well as the related 
activities and risks (Tab. 9.1). In addition to this, a time schedule for the 
planned launching of production and a wise distribution of the develop-
ment costs should be included. 

9.3 Key questions 

• What are your entire development costs with respect to sales? 
• How has the cost allocation changed within the last 3-5 years? 
• Are your development costs on the common industry level? 
• What are your personnel costs for research and development? 
• How many staff is employed in research and development? 
• What share of the costs is assigned to outsourced services? 
• How are your development costs distributed through basic research 

and development, new products, care, changes, adaptation construc-
tions and measures for the upgrade of your current assortment? 

• Do you develop your product programme along your company’s own 
strategic goals, do you develop on the behalf of clients, or do you 
mainly acquire patents and licenses? 

• Which role do marketing and sales play in the initiation of new pro-
jects? 

• Do you have (if you work internationally) several competence centres 
for different products or technologies? How do you ensure the trans-
fer of knowledge in this case? 

• Are you a market leader with your research and development know-
how, are you average with your technological knowledge, or are you 
an imitator? 

• How do you observe technological mega-trends? 
• How far are your current technologies endangered by possible substi-

tution? 
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• Do you have at your disposal a project management for research and 
development that can show the current status of the project and its 
costs? 

• What is the development success rate? What is the abandonment 
rate? 

• How long is the average development time until the first production 
in series begins? 

• Does your controlling system enable you to consider development 
changes demanded by your customers? Does it also enable you to 
calculate the increased development costs associated with that? 

• Are you faster or slower with your research and development offers 
than your competitors? 

• How efficient is the coordination of research and development with 
the marketing, production and purchasing departments? Are the pur-
chasing and production departments   involved at an early stage? 

• Does the development department regularly receive information from 
the production department about tool-related and material-related 
manufacturing problems, rejects rates and defects? 

• Have you protected important technologies and procedures through 
patents or registered designs? 

• How do you control whether competitors breach your patent or regis-
tered design protection? 

• Are you yourself a licensee of the procedures or product components 
which are essential for the success of your business? 

• Are there problems related to your licenses, for instance term limits? 
• Have you formulated a research and development strategy for your 

enterprise? Have you coordinated it with your marketing, sales and 
production goals? 
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10.1 Outline of production 

In this chapter you show your investors that your production operates 
smoothly and without greater problems. Hereby you show that your pro-
duction is able to compete with others in regard to delivery times, reliabil-
ity and production costs. You should particularly pay attention to the fol-
lowing points: 

• the production volume, your own share in production and that done 
by outsourcing 

• the production locations, 

• the quality strategy, 

• the status quo of the manufacturing technology, 

• the investment requirement, 

• the workflow in handling orders with the help of logistics and 

• the qualifications of the employees. 

Explain to your investors which manufacturing steps and added value 
stages your production process consists of, for instance prefabrication, 
component manufacturing, assembly, packing and which ones are carried 
out by subcontractors. Here you should also consider the manufacturing 
method, i.e. single-part production, brand, serial or mass production. In this 
context it is important to mention which production stages are given to ex-
ternal companies (outsourcing). 

Outsourcing, however, only then makes sense if the external costs, 
which always include the overheads and surplus charges, are lower than 
your own actual full cost for the examined internal area. Furthermore, you 
should take the quality of subcontractors into consideration, as well as the 
extent to which they are controllable, responsive and flexible. Among 
other things, you should ask yourself the following questions: 
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• Does the external marketing organization accept that the services 
granted will differ according to the products, the customer groups and 
the regions?  

• What delays will have to be taken into account with an outsourcing 
company? 

The following examples should make the case clearer: 

• Small pharmaceutical companies prefer outsourcing the production of 
certain galenic forms (tablets, pills, drops, ointments, suppositories) 
to specialists. 

• Industries processing metal and plastics prefer to outsource coating 
and assembly work with high manual expenditure to countries with 
low wages and labour costs. 

By means of the lead times for an order you can establish the required ma-
chine capacity for a certain period of time. If your planned capacity differs 
from the real one, additional costs (idle time costs) will arise due to under-
utilized machines, whereas over-utilized machines will cause a production 
bottleneck. This will result in your having to buy external services and 
work overtime in production. 

Describe the technological status quo of the utilization and workload of 
your plants and machines in the manufacturing processes. Answer the fol-
lowing questions: 

• What is the utilization of the machine capacity like? 
• Do you have bottleneck machines? 
• Are capacity enlargements required? 
• Are your rejects rates lower or higher than those of the competitors? 

What are the reasons for that? 
• Also describe your quality strategy: 
• What quality standard have you achieved in comparison with your 

competitors? 
• Is there a quality management system in your company? 
• What standards do you wish to achieve? 

If you want to assess your quality strategy, you should analyse the entire 
costs that are associated with it. They include not only the costs of quality 
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control, but also the expenditure for blunders, to which the following cost 
groups belong: rejects, finishing, additional deliveries, guarantees, com-
mercial and technical fairness.  

10.2 Production plan 

The business plan should include at least a three-year production plan 
which summarises the production strategy and contains a wise distribution 
of the production costs. It should show the relevant risks and the planned 
investments, and it should describe the essential measures for an increase 
in performance (tab. 10.1). 

Table 10.1. Sample sheet for the records of production planning. 

Information LY* CY*
1 2 3

Production volume (quantity)
Utilization of the capacity (%)
Employees (number)
Costs of material (€)
External services (€)
Personell costs (€)
Depriciation (€)
Other production costs (€)
Total quality costs (€)
Total production costs (€)
Production costs / revenue (%)

PY*

 
       * LY: Previous year; CY: Current year; PY: Plan year 

10.3 Key questions 

• How high are your entire production costs compared to your turn-
over, in per cent? 

• How has the percentage changed in the last 3-5 years? 
• What is the contribution of external services (raw material and pur-

chased parts)? 
• How high are your personnel costs in manufacturing? 
• How many employees are occupied in manufacturing? How many 

machine operators and how many managers? 
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• Do you yourself manufacture your complete product programme, or 
do you get parts of the finished goods from other manufacturers? 

• Do you manufacture in one location or at several locations? Do you 
assemble at the customers’ locations or on construction sites? 

• Do you provide made-to-order or made-to-stock manufacturing al-
ternatives for producing series or limited lots? 

• What modifications do you wish to carry out with regard to the verti-
cal range as well as location of manufacturing within the next years? 

• What is your main manufacturing bottleneck? Product lines, individ-
ual machines, machine capacity, process control, quality of instru-
ments and tools, qualifications of the employees? 

• Do the demand and the weekly output strongly vary through seasonal 
influences? 

• Who is responsible for cost control of the finished goods warehouse? 
The marketing department, the production or an independent logis-
tics? 

• Are you competitive with respect to your production costs? Do you 
produce more or less cheaply than your main competitors do? 

• Do you have production cost disadvantages in contrast to your rivals 
because of lower capacity, worse machines or technology, unfavour-
able basic conditions (personnel, organization, and plant layout) or 
because of more manifold versions and smaller lot sizes? 

• Who determines the lot sizes? Production or marketing? 
• With respect to your material suppliers, are you dependent on few 

providers or the strict directives of your customers? 
• Do your upstream suppliers deliver in time and without errors? Do 

you have just-in-time arrangements with subcontractors? 
• Do quality problems arise with respect to bad precursory material, 

inadequate product design, inappropriate process control, out-of-
date machines or organizational weaknesses? 

• Do you keep to the delivery times promised to your customers or do 
manufacturing delays occur? 

• Do you tackle quality problems and manufacturing delays on time? 
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• How high is the number of completed deliveries compared to the total 
number of deliveries in per cent? 

• How high is the number of customer complaints and returns com-
pared to the total number of deliveries in per cent? 

• How high are your guarantee costs compared to your total revenue in 
per cent? 

• How high are your total quality costs (estimated) compared to your 
total revenue in per cent? 

• Do you have a management information system which determines the 
essential parameters of production on time? 

• What is the average lead time for a customer order (from the day of 
order confirmation up to delivery) in days? 

• What is the frequency of your raw material turnover? 
• What is the frequency of the finished product turnover? 
• Do you pay by piecework rates, wage bonus or by hourly wage? 
• How high are your maintenance and repair costs? How high is the 

share of outsourced services? 
• How high are your annual investments in machines and manufactur-

ing processes? 
• Are you on an average level of investment in your industry, or are 

you on a lower or higher level? 
• Are you investing in standard technologies, in process changes or in 

the introduction of completely new technologies this year? 
• Do you know the status quo of the manufacturing technology of your 

main competitors? 
• Have you carried out any larger projects to reduce manufacturing 

costs in the last three years? Were you successful? 
• Are you planning any further rationalization projects for this year 

and for the near future? What are your goals? 
• Have you formulated a manufacturing strategy for your company and 

coordinated this with your sales and development goals and strategies? 
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In your business plan you should briefly show that you are competitive in 
managing those operations that support production. The success of a good 
product must not fail because the purchasing department gives away po-
tentials or because unnecessary costs and competitive disadvantages are 
caused by delays along the supply chain and logistics. 

11.1 Purchase 

There exists a general tendency of pushing added value towards outsourc-
ing. Although in the majority of companies this tendency causes the share 
of material costs and external services to increase, purchasing departments 
are still largely operating as traditional mid-size order departments and not 
as modern procurement management units. The potential of optimizing the 
purchasing system and hence improving the profit margins is often ne-
glected. In many companies it is precisely in procurement via the internet 
that there is still quite a great deal of potential. 
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Fig. 11.1. Changes in the share of purchasing costs. 
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A key to success in purchasing is focusing on few but excellent suppliers. 
Since this aspect has been discussed for years companies are already well 
advanced in this respect and many procure up to 80 percent of their pur-
chasing volume from less than 20 percent of their suppliers. The really ef-
ficient purchasers have advanced this even further and, following the Japa-
nese example, have been able to reduce purchasing costs by concentrating 
80 percent of their purchasing volume on less than 10 percent of their sup-
pliers. This concentration not only simplifies the time required for manag-
ing the link to the supplier, it also strengthens the intensity of the com-
pany’s relationship to key suppliers. 

Many issues that are relevant to procurement can only be optimized by a 
cross-over approach if there is cooperation between the different depart-
ments, research and development, logistics, production, sales and marketing. 

Below we will show a cross-functional optimization, taking the machine 
building industry branch as an example. 

The Lindentaler machine building plant produces printing presses. First 
the company brought the small model M10, then the big model M90 onto 
the market. The basic version of M10 prints with 4 colours, M90 prints 
with 8 colours and larger formats. Since the market was focused on a mid 
size format, the company introduced the model M40 which achieved the 
performance of the larger M90 for mid-size formats (fig. 11.2). 

On doing final costing of delivered M40 machines it turned out that all 
the machines caused losses. In a common analysis of development, purchase 
and production costs a comparative value analysis of the different product 
lines was carried out. The analysis showed that the construction of several 
components of the M40 had been too expensive, and partly exceeded the 
costs of the M90. 
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Fig. 11.2. Value analysis of the machine parts. 
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As a result of this, constructions were changed while at the same time the 
procurement department was searching for new suppliers and the work-
flows in production were being optimized. The common efforts resulted in 
cost savings of about 23 % (fig. 11.3). 
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Fig. 11.3. Cost savings for the product line M40. 

Next to concentrating on the main suppliers and using the internet market 
places, the use of key figures to steer procurement helps to save purchase 
costs. In order to simplify the process of dealing with internal orders, large 
companies started years ago to enable their employees to order non-
production related materials via intranet catalogues. The purchasers now 
only pay attention to the catalogue offers and try to obtain the procurement 
goods offered there at the most reasonable price possible. 

You should draw up your purchasing and procurement plan basing it 
on your purchasing strategy and the organization of your purchasing de-
partment. Show your investors that you have recognized the signs of the 
times and that you have at your disposal an efficient purchasing depart-
ment which does not haggle over annual price cuts in the traditional cus-
tomer-supplier-relationship, but is involved in the process of developing 
new products. 

11.2 Logistics 

In order to be able to judge the efficiency of your flow of materials, it is 
necessary to describe whether you manufacture made-to-order or make-to-
stock. Afterwards you should plan your material requirements. In order to 
have minimum stocks on hand at maximum disposition, a material re-
quirements planning has to be carried out. 
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The stock analysis, which is possibly based on specific operation sched-
uling and production planning systems, has to be taken into consideration, 
too. With make-to-stock manufacturing for instance you should determine 
in your business plan the stock turnover, the stock interest and the devel-
opment of these values in the last years. 

If in the course of years more and more new products or product vari-
ants are included in the assortment and the assortment volume increases, 
the question of clearing the assortment and reducing the variants arises 
within the entire planning framework. As a rule, such a clearing process 
leads to cost reductions and an increase in profitability. The reduction of 
the assortment should, however, be planned very carefully, for it can often 
lead to target conflicts between sales, production and logistics: Sales, for 
instance, is not usually interested in a small assortment; big assortments, 
however, are not economical as a rule and cause considerable costs, among 
other things logistics: 

• storage volume, 

• repository value, 

• storage area and facilities, as well as 

• storage management expenditures. 

Procurement and storage planning must guarantee the necessary flexibility 
– through central storage, special sizes or specific arrangements with the 
suppliers. 

A careful planning of the storage stages and the field warehouses en-
ables you to keep the stock volume as low as possible. In this case one can 
aim at reducing the warehouse stages directly or optimizing the disposition 
per stage. A company that holds a large number of regional and decentral-
ized warehouses, due to the high haulage and its strategic goal of short-
term supply to customers, can often simply reduce its overall inventory by 
introducing specific and optimized disposition and supply rules for the 
field warehouses. 

Remember that the optimal lot size or rather order quantity is directly 
proportional to the stock volume – a safety margin included. Hence one 
should carry out the calculation, planning and optimization of the lot 
sizes carefully when dealing with expensive articles of high stock value. 
Ordering and storage costs are needed to calculate the lot sizes. Storage 
costs consist of: 
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• costs of capital investment lockup and interest, 

• the storage costs such as depreciation, insurance, taxes etc., 

• the space and area costs, 

• the extra costs for special storage such as cold storage or the storage 
of dangerous items, 

• the imputed interest for storage facilities etc., 

• the personnel costs as well as 

• the maintenance and  operating costs. 

When planning the lot sizes and stock quantities you should also consider 
possible discounts as well as price increases.  

For the optimal planning of the entire logistics, the most essential fac-
tors influencing performance are the choice and number of locations. 
When choosing a location you should consider the following cost factors: 

• the delivery costs, 

• the storage costs, 

• the production costs, 

• the transport and distribution costs as well as 

• the possible revenues, resulting from direct sales. 

The influence of research, development and construction activities on the 
logistics costs is often underestimated. When planning research and devel-
opment you should pay attention to: 

• the variety of parts is kept as small as possible (for instance through 
intelligent unit construction systems), 

• the range of products is kept as small as possible (for instance 
through rigorous standardization of the products, finished parts, semi-
finished products or raw materials), 

• manufacturing and derivation of the product variants is moved as far 
as possible to the end of the value chain and 

• how products are designed and constructed so as to justice waste 
management (for instance by avoiding materials that would cause 
ecological damage and by using recycling). 
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With regard to transport and turnover you should pay attention to a number 
of rules of thumb when planning and adopting the flow of materials, 
namely: 

• to avoid internal and external transport as far as possible, 

• to shorten transport paths as far as possible, 

• to extend transportation intervals as far as possible, 

• to reduce the number of turnover and delivery locations as far as pos-
sible, 

• to rationalize the loading and unloading process and, 

• provided it is useful and cost saving, to automate transportation. 

The internal haulage should also be considered when planning the logis-
tics. When doing this, determine: 

• the most effective transportation requirements and the corresponding 
quantity structure and 

• the actual costs of the sections as well as of the entire internal trans-
portation. 

The flow of materials and the logistics cause a considerable part of the 
total costs of the companies. This essentially influences the company’s 
performance results. For the success of your business plan you should 
therefore ensure that the essential goals of the logistics are achieved, 
namely to provide: 

• the exact materials, 

• at the exact time, 

• in the exact quantity, 

• at the exact place, 

• at minimum costs and 

• in proper quality. 
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11.3 Key questions 

• What is the share of the purchasing volume compared to the turn-
over? 

• How many suppliers do you work with? 
• How has the number of the suppliers changed over the last three 

years? Has it decreased or increased? 
• How far are you dependent on individual suppliers? 
• How can you compensate the loss of a key supplier? 
• What is the delivery reliability of your key suppliers like? 
• Have you got perennial supply agreements? 
• Are your purchasing conditions more favourable, identical or worse 

than those of the main competitors? 
• Do you use the internet for purchasing; do you place advertisements 

on an electronic market? 
• Do you regularly check new purchasing sources for raw materials, 

half-finished products and delivery parts? 
• Have you got free choice in suppliers or are you strongly bound to 

the favours of your customers? 
• Do you have an analysis for purchasing at you disposal? 
• Are the qualifications of the employees in the purchasing department 

appropriate? 
• How do you control that the employees of your procurement depart-

ment do not become dependent on particular suppliers? 
• How do the recording and scheduling of the customer orders into 

your system occur? 
• Do you have a continuous workflow system or several independent 

systems? 
• Does the indoor marketing activities have (for make-to-stock manu-

facturing) a prompt view over stocks and production orders as 
planned for the next weeks? 

• Can customers order electronically? 
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• Does operation planning or your production planning system have 
access to the current stocks for precursors and finished goods? 

• How are repeat orders of precursors processed? 
• Are there minimum lot sizes? Who defines them? 
• Is the finished product the responsibility of logistics or sales? 
• Are there discrepancies between the numbers, which appear in the 

billing system and the manufactured quantities as feedback reported 
by the production? 

• Do you have a central warehouse or several local distribution centres? 
• Has your stock increase or decreased within the last three years? 
• Is the transportation of goods a matter of customer responsibility 

(call system)? Do you engage hauliers or do you provide your own 
fleet? 

• Have you handed over the entire transportation field to a haulier? 
• Do your customers frequently complain about damages incurred dur-

ing transportation or under-batches? 
• Are error frequency and complaints lower or higher than those of 

your main competitors? 
• Which dispatch and product distributing systems do your competitors 

use? 
• Do you believe that you are better or worse with the overall system of 

your order processing, manufacturing and logistics than your main 
competitors? 

• What are the essential differences in comparison with your competi-
tors? 
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The chapter finance is one of the most important parts within your busi-
ness plan. Once you, or those responsible for the project, have worked 
through the different themes from the initial business idea to the different 
parts of the plan, it is necessary for you to consider the finances – the so 
called “hard facts” – on the basis of those parts. 

To establish a direct link to practical financial management this chapter 
will, in parts, refer to a fictitious company. This will be shown with bal-
ance sheets, income statements, cash flow statements and various other 
planning tables. The past shall be shown in years one to three and the 
planning period in years four to eight. 

12.1 Presentation of financial situation 

Financial management, as is carried out in a business plan, is essential for 
every company. The process of collecting the plan’s data puts the man-
agement in a position that enables it to identify weak points as well as op-
portunities that present themselves more quickly. 

The type of finances which have to be prepared for your business plan 
depends to a large extent on the development stage of your company, as 
well as, the goals you want to achieve with your business plan. The longer 
a company has existed, the greater the expectations in this area are. If a 
company wishes to attain financing, the type and amount of the financing 
should generally be explained. 

In the business plan components you have already described what you 
want to achieve on your market. You have presented your organization and 
management team. The company's legal framework has been defined. 
Your “business idea” is instilled in your product portfolio from which you 
want to develop and offer marketable products and services. You defined a 
market and customers for these products and services and developed a 
sales and marketing strategy. In addition to this you have shown how you 
manufacture and calculate your products and services.  
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All these activities now have to flow into an economic number system 
which can be used to convince your current and potential investors of your 
entrepreneurial ability. 

In order to do this it is very important to understand the financial data 
system and draw up planning aids in the form of spreadsheets very early 
on. Though the planning of finances is no witchcraft, it does require inten-
sive analysis on your part. In this chapter we will pay close attention to this 
aspect and give you such planning aids to assist you. 

12.2 Financial data system 

Before you begin with assumptions and plans, you need to understand the 
structure behind financial data systems. For many “young entrepreneurs” 
these systems are a necessary evil that they do not understand at all. With a 
financial data system, however, you will be able to show an investor that 
your business plan promises success. You must therefore familiarise your-
self with the instruments applying to business management. Here you 
should by all means consult professionals to build up an effective and effi-
cient financial data system. This will save you valuable time, which you 
can then devote to the enjoyment of developing and running your business. 

To create a balance sheet, an income statement and a cash-flow state-
ment you will need some basic data about your business activities. This is 
represented in figure 12.1. 
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Fig. 12.1. The basic data required for financial planning. 
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The basic data can be classified into three categories: 

• revenue, 

• investments and 

• costs. 

The revenue is the evaluated amount of the products and services that you 
sell. This data is taken from your sales and marketing plan. 

The investments represent the capital required for production. This can 
include property, buildings, machinery as well as financial investments 
like shares, but also immaterial investments such as computer software. 

The costs include all the remaining expenses which are necessary to 
keep your company running: salaries, wages, office supplies, information 
processing, telecommunication, etc. 

On the basis of this information you can create the balance sheet, in-
come statement and cash-flow statement. 

The balance sheet sums up the financial activities of your business at a 
key date – often coinciding with the end of the calendar year (Dec 31) – 
and provides you and the investors with an insight into your overall finan-
cial position. While the assets show the application of funds (the assets you 
have utilized for your company), the liability shows the source of funds (e-
quity and external funds). 

The income statement (sometimes referred to as the profit and loss 
statement, the P&L) presents the results of your business activities. The 
sales revenues of your products and services and all the related costs over 
the business year are reflected in this income statement, thus directly 
showing the investor your company’s profitability.  

The cash flow statement is especially important to the investors. It gives 
an idea about the company’s self financing potential, i.e. which means the 
company has at its disposal to pay dividends, taxes, loans and interest. 

Important links between the different parts of the business plan and the 
balance sheet, income statement and cash flow statement as well as their 
dependency on one another are shown in figure 12.2. 

First the categories of revenue, investments and costs are elaborated and 
planned. These data are the basis for both balance sheet and income state-
ment. Only with them the cash flow statement can be drawn up. We will 
deal with these connections more closely in the course of this chapter. 
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Fig. 12.2. The relationships between the plan components and the balance sheet, 
income statement and cash flow statement. 

These statements can be calculated without great difficulty with the aid of 
electronic spreadsheets. Do not forget that these calculations can be used 
both for the past performance and for planning future activities of your 
company. 

12.3 Analysis of economic development  

Investors want to understand the current net asset position and the profit-
ability of your company in order to gain confidence in you and your entre-
preneurial abilities. Usually investors want to see the full set of financial 
statements of the last 3 years. Even more important for them are the plan-
ning documents the including balance sheets and income statements, as the 
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investors can then better evaluate whether you can operate with the given 
capital and whether you can acquire an adequate income in the future that 
will result in lucrative returns for them. 

Before dealing with the planning aspects you must first analyse the ex-
isting financial situation of the company because its past development 
must reflect a solid basis for the future. Planning should not contradict fu-
ture activities but should rather be based on past activities. 

You should analyse your economic situation thoroughly because this 
will provide you with company-specific information. Thus you recognize 
the strengths and weaknesses which will enable you to discover potential 
for improvement and take appropriate measures. 

Looking back you often become aware of what you possibly did wrong. 
That is why it is important to be quite honest about your situation because, 
as you know, one learns most from one’s mistakes.  

Table 12.1. The balance sheet. 

Year 1 Year 2 Year 3
A Long-term Assets 4.806 4.758 4.571

I. Intangible assets and prepayments 1.403 1.509 1.433
II.    Fixed assets 2.799 2.694 2.739
III. Financial assets 604 555 399

B Current Assets 20.532 22.149 24.945
I.     Inventory 13.104 14.085 13.033
II.    Receivables 6.685 6.396 8.051
III. Cash 743 1.668 3.861

Total Assets 25.338 26.907 29.516

Year 1 Year 2 Year 3
A Equity 4.263 4.940 4.372

I. Share capital 1.050 1.050 1.050
II. Retained earnings 1.385 2.135 2.135
III. Current profit or loss 1.828 1.755 1.187

B Provisions 1.447 1.645 1.899
C Liabilities 19.628 20.322 23.245

I. Liabilities to banks (loans payable) 10.938 10.179 9.755
II. Accounts payable 6.602 7.152 7.501
III. Other liabilities 2.088 2.991 5.989

Total Liabilities and Equity 25.338 26.907 29.516

Assets

Liabilites and Equity
History

History
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Table 12.2. The P&L. 

Year 1 Year 2 Year 3
1. Sales 39.578 47.894 48.215

+/- 2. Change in inventory 20 1.025 538
+ 3. Other miscellaneous income 1.379 1.549 1.245

4. Total income 40.977 50.468 49.998
– 5. Material costs 21.868 26.541 26.750
– 6. Personel costs 3.373 4.227 4.784
– 7. Depreciation 657 806 901
– 8. Other operating expenses 11.699 14.313 15.046
= Operating income (EBIT) 3.380 4.581 2.517
+ 9. Interest and similar income 22 12 11
– 10. Interest and similar expenses 513 586 610

= Net financial income or expense -491 -574 -599
= 11. Income before taxes 2.889 4.007 1.918
– 12. Income taxes 1.011 1.402 671
– 13. Other taxes 50 100 60
= 14. Net income / loss for the year 1.828 2.505 1.187
- 15. Increase of retained earnings 0 750 0

16. Net profit / loss 1.828 1.755 1.187

History

 

You therefore start with an analysis of the company’s financial develop-
ment over the past three years. The most important tools for the analysis 
are the balance sheet and income statement. 

In order to establish a better understanding we have provided you with a 
fictitious example of a balance sheet and an income statement with which 
we would like to give you a few analytical ideas. (Tab. 12.1 and 12.2) 

As you can see from the income statement (Tab 12.2), the revenue in 
our example clearly rose in year 2 and then remained relatively constant in 
year 3. A possible reason for this development could have been, for exam-
ple, the introduction of a new product in year 2 on account of which no 
further growth could be achieved in year 3. Looking at the net income, it 
strikes you that in year 3 it has declined. 

A further look at the income statement shows that expenses have in-
creased considerably in years 2 and 3, especially salaries and other ex-
penses. It could be that the introduction of a new product accounted for an 
increase of employees and additional expenses. 

However, you should also describe the sales trends and explain the rea-
sons behind the development of these trends. Reasons for deviations are 
numerous and should be clearly analysed and explained to a third party. 

Obviously, the same applies to the costs, too. It is here that you con-
stantly have to take a close look at the development of the costs. From this 
you can gather: 
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• whether you have employed your investments wisely,  
• whether you have managed your company expenditures well and 
• which areas you can improve in the future. 

It is mainly in your own interest to analyse the economic situation. You do 
not have to provide all the analyses in the business plan either, but you will 
have to decide clearly which information is significant for convincing the 
investors. 

It is important that you provide the investor not only with the annual ac-
count but also with explanatory information on past developments. This in-
formation should include detailed explanations and reasons for the devel-
opment of the net assets, the financing resources and the profitability. 

For this purpose a key performance analysis is useful. However, you 
should concentrate on just a few practical key figures.   

In practice, there are at least twenty to thirty well-known key figures from 
which you should select no more than ten meaningful figures. Appendix 1 at 
the back of this book contains a choice of some key figures. Make sure in 
your choice of figures that the investors are especially interested in the fi-
nancial strength of your company. In this respect the most important figures 
to take into consideration include, the equity ratio, financial strength ratio, 
return on total assets, net debt to cash flow ratio etc. 

The equity ratio shows the percentage of equity in relation to total as-
sets. In general, the higher the equity ratio is, the more financially stable 
and independent a company is. 

In our example (fig. 12.3) the equity ratio decreased from 18,4 % in 
year 2 to 14,8 % in year 3. The reason for this decrease is a combination of 
the drop in profit, which is revealed in the equity, and the simultaneous  
 

16,8%
18,4%

14,8%

Year 1 Year 2 Jahr 3  

Fig. 12.3. The development of the Equity ratio using the ABC Company’s balance 
sheets in table 12.1. 
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increase of the net assets. The equity (capital resources) in this example can 
be considered average. In order to improve this ratio in the future, you 
could consider not distributing the profit from the retained earnings.  

The cash flow statement shows the financial strength. This statement 
gives information as to what extent the company has generated liquid as-
sets. In this way the scope you have with internal financing can be esti-
mated. In our example (Tab. 12.3) the operating cash flows from business 
activities increased in year 3. That means that the company has more inter-
nal capital with which to finance the business as opposed to accessing out-
side financing. One can also see that the investment activities have de-
creased significantly in years 2 and 3. 

Table 12.3. The cash flow statement. 

Year 4 Year 5 Year 6 Year 7 Year 8
Net income from the Income Statement 1.118 1.601 1.061 1.910 2.902

+/- Depreciation 800 1.000 900 823 1.170
+/- Changes in provisions 8 9 2 3 3
+/- Changes in other non cash items

Cash flow nach DVFA/SG 1.926 2.610 1.963 2.736 4.075
-/+ Changes in inventory -51 -1.388 603 700 574
-/+ Changes in receivables and other assets 848 -726 -369 789 211
+/- Changes in liabilities -2.319 343 590 1.196 1.367

Cash flows from operating activites 404 840 2.788 5.421 6.227
- Purchase of assets -2.000 -650 0 -1.111 -1.900
+ Proceeds from the disposal of assets 241 370 -260 0 0

Cash flows from investing activities -1.759 -280 -260 -1.111 -1.900
- Capital gains distribution -1.187 -1.118 -1.601 -1.061 -1.910

+/- Change in long-term debt 0 -93 -56 -84 -75
Cash flows from financing activites -1.187 -1.211 -1.657 -1.145 -1.985
Total cash flows -2.542 -651 870 3.165 2.342  

13,2%

16,7%

8,4%

Year 1 Year 2 Year 3  

Fig. 12.4. The development of the return on total capital ratio using the balance 
sheets and income statements of the ABC Company (Tab. 12.2). 
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The return on total capital shows the productive efficiency of the com-
pany by relating the net income plus interest expense for the outside capi-
tal to the total capital (equity + liabilities). Hence it indicates the interest 
rate on the total capital. 

In our example (fig. 12.4) the return on total capital ratio decreases. As 
long as the return remains above market interest rate levels, it makes sense 
to raise outside capital since the interest rate will be lower than the com-
pany’s internal “cost of capital”. 

The net debt to cash flow shows how many years a company will need 
to be able to completely repay its net liabilities from the cash flows of the 
company. 

5,6 years

13,3 years

43,8 years

Year 1 Year 2 Year 3  

Fig. 12.5. The development of the net debt to cash flow. 

The average net debt to cash flow in our example (fig. 12.5) is 5.6 years in 
year 3. The decrease in time in our example is due to the increase of liquid 
resources (cash and cash equivalents). 

From the analyses of the various key figures, an evaluation can be made 
to assess the overall current financial position of the company. This re-
sult will give you a rough outline of the company’s current financial 
situation. The key figures you choose to use should also represent the 
measures you will use to monitor, protect and improve the profits and 
capital of the company. 

Table 12.4. Evaluation of the initial position. 

Very good Good OK Not good Near 
insolvency

(1) (2) (3) (4) (5)
> 30% > 20% > 10% < 10% Negative
< 3 Year < 5 Year < 12 Year < 30 Year > 30 Year
> 15% > 12% > 8% < 8% NegativeReturn to total 

Measurement (Note)Ratio

Net dept to cash 
Equity ratio
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The evaluation of the initial position (Tab. 12.4) can provide only a first 
indication of your situation. If you have a high equity ratio as well as a 
high return on total assets ratio, and you can present this scenario for the 
future, one can assume that you will be well-positioned to deal with the 
opportunities and challenges that may arise in the future. With this presen-
tation, investors will be put at ease and will place their trust in you. If your 
situation is not as good, you must formulate and implement appropriate 
measures to present a future situation of positive developments. Compa-
nies with limited capital should also be open to considering an equity in-
vestor or similar arrangements. 

These analyses demand an intense and critical look at the current situa-
tion of the company and are the basis from which the company will de-
velop in the future. 

During the financial statement analysis you must also consider how the 
balance sheet will be presented. The use of the following different allow-
able accounting policies can have a significant effect on your financial 
statements: 

• Use of options for recognition and valuation, 

• Selection of straight-line or declining balance methods, 

• Valuation allowances and 

• Provisions. 

The more qualified you are in analysing the financial development of your 
company, the clearer the measures will become that need to be taken. In 
this way you will improve the position of you company and yourself for 
possible credit negotiations, financing discussions or even listing your 
company’s shares on a stock exchange. 

12.3.1 Key questions 

• Are the annual accounts (balance sheets, income statements and cash 
flow statements) for the last 3 years available? 

• How do you characterize your balance policies? 
• What are your most important key figures? 
• How have these key figures developed during the year and how do 

they compare to your competitors? 
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• What are the reasons for the development of these trends? 
• Revenue 

− How has your revenue developed in comparison with your industry? 
− What are the reasons for possible deviations? 

• Costs 
− What are/were the main factors affecting the development of the 

costs? 
− Is there a cost control function in your company? 

• Net Income 
− How have the annual net income and the operating result (EBIT) 

developed in the last years? 
− What are the reasons for these development trends? 

• Profitability 
− How have return on equity, return on total assets, and return on 

sales developed? 
− What are/were the main factors influencing the development? 

• Liquidity 
− Do you regularly review the liquidity ratios (cash ratio, acid test 

ratio, current ratio), during the year? 
− How would you describe your company’s payment history and that 

of your customers? 
• Equity 

− How are you capitalized? 
− How does the structure of your equity compare to those of other 

companies? 
• Cash flows 

− What are the main factors responsible for the development of the 
cash flows? 

− What were the cash flows used for in the last years? 
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12.4 Company’s future development 

Determining the future potential of the company requires intense plan-
ning of all your entrepreneurial activities, which have been described in 
the preceding chapters. The estimation of the company’s future earnings, 
as well as the strength of the balance sheet, will determine the probability 
that you are able to pay back creditors, as well as obtaining future credit 
through loans and investments. A clear and consistent development from 
the past into the future is a prerequisite for qualified planning. 

Before you begin planning the budgets, you must collect all the data 
from the other parts of the business planning process. It is imperative that 
you have a good understanding of each of these parts. To sum up, you 
need the following information: 

• the company strategy, which results from the strategic goals in chap-
ter 4, 

• the personnel planning, described in chapter 5, 

• the product and/or product portfolio planning (chapter 6), 

• the market and competition description (chapter 7), 

• the sales and marketing strategy (chapter 8), 

• the production plan (chapter 10), and 

• the procurement and logistics plan (chapter 11). 

Your financial planning is based on the information contained in these 
planning modules and your assumptions. Your assumptions should be real-
istic and comprehensible and they should have a clear and direct relation to 
the historical data. Take into account that a plan that presents an overly op-
timistic development can lead to an investor’s loss of confidence if the 
goals presented are not reached. 

A typical business plan covers five years. Plans for shorter periods of 
time do not provide potential investors with enough information to assess 
the actual potential of your company. Everything that extends over the pe-
riod of five years is normally regarded as too speculative and is therefore 
of no additional use. 

The cash flow statement, as well as the income statement, should be pre-
pared on a monthly basis for the first two years. After that presentation on 
a quarterly basis would be sufficient. The balance sheet on the other hand, 
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should be presented on a quarterly basis in the first two years and annually 
thereafter.  

When planning, remember to comply to generally accepted accounting 
principles, for example IAS, US GAAP or another local GAAP1. 

A very important point is the consistency of the data within the plan. 
The cash flow calculation, the balance sheet and the income statement 
must be based on the same assumptions. For example, the estimated sales 
will appear in the income statement. The cash flow statement will include 
estimated cash flows, which must match the estimated sales, and take into 
consideration the terms of payment granted to the customer. In addition, 
receivables in the balance sheet are dependent on the sales volume, the 
customers’ payment terms and history, as well as the volume of question-
able receivables. 

12.4.1 Planning the sales 

Sales planning represents your appraisal of the market for the next years 
using past history data as your starting point. The sales data are based on 
the marketing planning already determined. 

For the sales planning you should use the general information in chap-
ters 6-8 covering: 

• Market coverage goals, 

• Pricing structures, 

• Product mixing, 

• Evaluation of your competitors, and 

• Return assumption. 

The structure of the sales planning can then be determined by at least one 
of the following criteria: 

• Products, 

• Sales areas (regions), 

• Customers, as well as 

• Sales force (teams). 

                                                      
1 International accounting standards. 
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The sales estimates must be well-founded and plausible in order to prepare 
a realistic plan. Now the estimates can be prepared based upon your actual 
data.  For this purpose we use a planning table as shown in table 12.5, ab-
breviated for presentation purposes. 

On this occasion we have prepared a plan using a planning horizon of 5 
years and will show you a section of the monthly planning for the first two 
years as well as the quarterly planning for years 6-8. 

In our example we show two products whose sales are seasonal. 
Through years 4 to 8, we have adjusted the sales volumes and increased 
sales prices for each product. We have adjusted the sales prices according 
to the increase in demand during each year. The planned revenues find ex-
pression in the income and loss statement. 

Determining accurate sales estimates for the future is usually one of the 
most important tasks, as the sales estimates are the starting point for all 
other activities defined in your business plan. In any case you should 
clearly explain the basis for your sales estimates.  The sales estimates must 
correspond to your description of the market, the marketing strategy and 
your anticipated position on the market, as you have described them in the 
chapters market and marketing. Your market share, for example, should be 
consistent with your estimates of the entire market size and your competi-
tive advantage over your competitors. 

It is precisely in the early years of a company that the sales are frequently 
planned on the basis on sales volumes. If you choose this approach, you 
should present your assumptions with regard to volume growth, initial 
price per unit and the timing of price increases. Since many products are 
subject to seasonal volume fluctuations, it is important to find and present 
specific assumptions that demonstrate that these factors have been taken 
into account in the planning. 

You can also plan your sales as a percentage increase in value each 
month. In this case you should describe the percentages and the reasons for 
the corresponding increases or decreases in these percentages. Companies 
that have been in business for a number of years usually use this percent-
age method to plan their sales. 

If you offer different product lines or services and the composition of 
the product lines changes in the course of time, you should provide sepa-
rate forecastings and assumptions for each product line. Depending on the 
type of your product you sell, you should also take into account possible 
product returns. If you use middlemen for sales, you must also take into 
account the amount of unsold products that may be returned to you. 
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Table 12.5. The sales estimates. 

Number of 
items

Price per 
item

Sales Number of 
items

Price per 
item

Sales

Month 1 1.200 0,200 240 7.500 0,420 3.150
Month 2 1.200 0,200 240 7.450 0,420 3.129
Month 3 1.200 0,200 240 7.400 0,410 3.034
Quarter 1 3.600 720 22.350 9.313
Month 4 3.500 0,400 1.400 7.100 0,390 2.769
Month 5 6.000 0,450 2.700 4.800 0,390 1.872
Month 6 6.000 0,450 2.700 3.900 0,390 1.521
Quarter 2 15.500 6.800 15.800 6.162
Month 7 12.000 0,500 6.000 3.900 0,390 1.521
Month 8 12.000 0,500 6.000 3.800 0,390 1.482
Month 9 7.000 0,350 2.450 4.800 0,390 1.872
Quarter 3 31.000 14.450 12.500 4.875
Month 10 1.200 0,200 240 5.750 0,420 2.415
Month 11 1.100 0,200 220 7.200 0,430 3.096
Month 12 1.100 0,200 220 7.900 0,430 3.397
Quarter 4 3.400 680 20.850 8.908

Total 53.500 22.650 71.500 29.258

Total

Number of 
items

Price per 
item

Sales Number of 
items

Price per 
item

Sales

Month 1
Month 2
Month 3
Quarter 1 4.262 0,280 1.194 26.116 0,438 11.439
Month 4
Month 5
Month 6
Quarter 2 17.702 0,455 14.620 18.576 0,410 7.612
Month 7
Month 8
Month 9
Quarter 3 30.924 0,473 14.620 14.096 0,410 5.779
Month 10
Month 11
Month 12
Quarter 4 3.825 0,368 1.407 23.057 0,448 10.334
Total 56.713 25.280 81.845 35.155
Total

Product A Product B

60.435

Year 8

51.908

Product A Product B
Year 4
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12.4.1.1 Key questions 

• Are your assumptions consistent, in particular with your market 
analysis and the information from the other chapters of your business 
plan? 

• Have you kept to your marketing and sales goals from the respective 
planning modules? 

• How will your sales volumes develop in 3 to 5 years? 
• How do you plan your volumes and/or sales? 

− Through your sales force 
− Through your sales manager 
− Through your management 

• According to which criteria do you plan your sales volumes and/or 
sales? 
− By products 
− By sales areas (regions) 
− By customer or customer type 
− By sales force 

• Have you developed planning worksheets for the respective criteria 
you have used to plan your sales volumes and/or sales? 

• How have you considered the external influences that can affect your 
plans? 
− External influences (inflation rate, political and tax changes etc.) 
− Competition influences (prices, market position etc.) 
− Internal influences (sales capacity, product design, pricing policy 

etc.) 
• Do you plan revenue reductions? 

− Discounts, Boni, Skonti 
− Commissions 
− Other sales’ costs (royalties, shipping costs, transportation costs 

etc.) 
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12.4.2 Cost planning 

Instead of planning the costs as a percentage of the sales, you should 
rather determine the material, personnel and other operating costs. Your 
cost planning should be based on the marketing and production plans that 
you have already developed and should include all the detailed cost ele-
ments. 

Determine the details of the costs per product on the basis of the esti-
mates of the production department.  The production department should 
supply the details of the material requirements along with the costs from 
supplier price quotes. These costs normally include raw materials and sup-
plies as well as purchased products and services. You should plan these 
costs on a monthly basis. 

You should also keep in mind industry specific factors when you are 
planning the material costs (Tab. 12.6). For a trading company the number 
of items and prices are the main factors while a production company must 
additionally anticipate all the costs needed to produce the finished product. 
Take into account seasonal demands on your products which can impact 
your material planning. If you have several product lines, it makes sense to 
plan the unit costs per product line separately. Explain the factors which 
influence the price per unit. A production expansion, for example, can lead 
to lower purchase prices since larger amounts can be bought and thus 
quantity discounts can be negotiated. Market changes and seasonal factors 
can substantially influence the costs. You should consider these circum-
stances in the sales planning as well and therefore carry out the cost plan-
ning on a monthly basis. 

Table 12.6. The planning of the material costs. 

… Total
Number 
of items

Price per 
Item

Expense …
Number 
of items

Price per 
Item

Expense

Product A …
Raw materials and 
supplies 1.200 0,130 156 … 1.100 0,130 143 1.794
Purchased goods 1.200 0,111 133 … 1.100 0,111 122 1.532

Total Product A 289 … 265 3.326
Product B …

Raw materials and 
supplies 7.500 0,100 750 … 7.900 0,110 869 9.714
Purchased goods 7.500 0,167 1.253 … 7.900 0,168 1.327 15.483

Total Product B 2.003 … 2.196 25.197
Total 2.292 … 2.461 28.523

Month 12Month 1
Year 4
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We have provided a simply formulated material cost plan in our example. 
We made an assumption in the example that prices would remain un-
changed during the entire year.  We plan to adjust the prices in the follow-
ing years with the average rate of inflation.  At the end of the planning, we 
take the total cost amount of T€ 28.523 to the appropriate position in the 
income statement. 

In planning the personnel costs, the costs are based upon the number of 
employees you now employ and/or intend to employ (Tab. 12.7). You should 
plan your employee costs (wage, salary and social costs etc.) by functional 
areas and first determine the requirements for the next months or years. You 
can use average costs when you are not certain of wage and salary amounts 
for future employees but again you are encouraged to be as detailed as pos-
sible in order to provide a good basis for future analyses. During further an-
nual planning, you should also take into account increases in wages and 
salaries, bonuses as well as possible changes of payroll fringe costs. 

In our example we show the first and last months in the 12 month plan-
ning table. We have planned the costs by functional areas and have shown 
the gross salary employer-paid social costs. Following the marketing and 
 

Table 12.7. The planning of personnel costs. 

…

No. of 
Employees

Gross salary 
per 

Employee*
Personnel 

cost …
No of 

Employees

Gross salary 
per 

Employee*
Personnel 

cost Total
Management 2 13,0 26 … 2 14,3 29 328

Purchasing 13 47 … 16 61 650
Supervisor 1 7,0 7 … 1 7,4 7 86
Dept head 2 5,0 10 … 4 5,1 20 182
Clerks 10 3,0 30 … 11 3,1 34 382

Production 21 71 … 22 73 862
Supervisor 1 6,0 6 … 1 6,4 6 74
Technical 4 5,0 20 … 3 5,1 15 212
Clerks 16 2,5 40 … 18 2,6 46 515
Administration 2 2,5 5 2 2,6 5 61

Sales support 38 172 … 48 231 2.419
Supervisor 2 8,0 16 … 2 8,6 17 199
Field sales 20 5,5 110 … 25 5,9 147 1.543
Sales support 6 3,5 21 10 3,7 37 351
Call-Center clerks 10 2,5 25 11 2,7 29 327

R & D 5 31 … 6 39 417
Supervisor 1 10,0 10 … 1 11,0 11 126
Technical 3 6,0 18 … 4 6,1 24 255
Assistant 1 3,0 3 … 1 3,1 3 36

Accounting 2 11 … 2 12 135
Supervisor 1 7,5 8 … 1 8,0 8 93
Accountant 1 3,5 4 … 1 3,6 4 43

Controlling 3 15 … 3 16 190
Supervisor 1 9,0 9 … 1 9,7 10 112
Controller 2 3,2 6 … 2 3,3 7 78

Total 84 373 … 99 460 5.001

Month 12Month 1

 
* incl. Employer paid social insurances 
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sales planning, we intend to strengthen the sales department and tend to 
employ additional employees in the future. We have planned the develop-
ment of the other functional areas conservatively in order to keep the per-
sonnel costs low. The resulting costs are also reflected in the income and 
loss statement. 

To manufacture and market your products you need machines and pro-
duction resources that are subject to use and therefore being depreciated 
according to the life of the machines. These fixed assets are recorded in a 
fixed asset schedule showing the deduction for each machine based upon 
the useful life of the machine. These depreciation costs are reflected in the 
income and loss statement and reduce the value of the fixed assets corre-
spondingly in the balance sheet. 

Those materials required for productivity are known as investments. In-
vestments are very important for each company because they are usually 
expensive and long-term. Therefore you must consider very carefully what 
investments you wish to make. (Tab. 12.8). 

There are different types of investments, namely: 

• Material investments, 

• Financial investments, 

• Immaterial investments, 

Table 12.8. The planning of the investments. 

Year 4 … Year 8
Life of 
asset (yr) Month 1 Month 2 … Total … Total

Franchise licenses, patents, 
software 200 … 200 …
Property … 0 …
Buildings … 100 …
Machinery and equipment 1.000 … 1.700 … 1.500
Sales and office equipment … 0 … 400

Total 1.000 200 … 2.000 … 1.900

Franchise licenses, patents,
software 4 0 4 … 46 … 68
Property 0 0 … 0 …
Buildings 30 0 0 … 2 … 3
Machinery and equipment 7 12 12 … 163 … 161
Sales and office equipment 4 0 0 … 0 … 100

Total 12 16 … 125 … 332

Investments

Depreciation and Amortisation
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• Replacement investments, 

• Expansion investments and 

• Modernizing investments. 

With each investment you must be aware of whether and in what period of 
time your investment will pay itself off.  Therefore you should ask yourself 
some important questions with each investment you make: 

• How high is the investment? 

• How can you finance the investment (out of cash flows, cash re-
sources, borrowed funds)? 

• What is the expected yield (return on the asset)? 

• How long is the payback period? 

• What risks are you taking (technical and financial risks)? 

• What are the tax effects? 

You should describe the largest objects of investment (assets) that you 
wish to acquire and when you plan to acquire them. You must then esti-
mate the expected economic lifetime of those assets and estimate the sum 
of the monthly/annual depreciation. If you intend to lease equipment, re-
member to plan these expenses within the other operating expenses.  

Table 12.9. The liquidity plan. 

Year 4
Month 1 Month 2 … Month 12

Sales revenue 3.390 3.369 … 3.617
Other income 106 150 … 112
Interest income 1 1 … 1

Total receipts 3.497 3.520 … 3.730

Material costs 2.292 2.278 … 2.461
Personnel costs 373 378 … 460
Other operating costs 1.518 1.331 … 1.238
Interest expense 73 82 … 83
Investment costs 1.000 200 … 0
Debt repayments 100 100 … 100

Total disbursemnts 5.356 4.369 … 4.342
Liquidity cover -1.859 -849 … -612

Receipts

Disbursements
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For the first budget year we assume a monthly investment of T€ 2,000. For 
the technical assets and machines we assume a service life of 7 years and 
for the software, a service life of 4 years, which means a monthly deprecia-
tion of T€ 12. This investment leads to a financing requirement of T€ 
1,000 in month 1 of year 4 (year 4 being the first year of our budget). We 
must then take a look at our liquidity plan to see what the monthly financ-
ing options are. 

The liquidity plan basically is a revenue and expense statement, which 
means that payment flows are shown (Tab. 12.9). The cash receipts side 
shows your settled accounts and miscellaneous receipts.  At this point you 
should consider carefully the payment behaviour of your customers because 
a time span exists between the time in which you send the bills and the 
time when you receive the payments. On the expenditure side all your 
payments are shown including payments to suppliers for products and ser-
vices, wages and salaries, interest expense, investment costs, etc. 

Back to our example, in illustration 12.9 you can see a liquidity deficit 
of T€ 1,859 that we must finance. We decide to finance the investment by 
 

Table 12.10. The interest and debt repayment plan. 

Year 4 … Year 8
Month 1 Month 2 … Total Total

Available line of credit 15.000 15.000 … 15.000 … 18.000
Beginning balance 7.498 8.357 … 7.498 … 9.678

+ Additional credit taken 859 624 … 2.214 … 721
- Pay backs … 1.347 …
= Ending balance 8.357 8.981 … 8.365 … 10.398

Beginning balance 2.257 3.157 … 2.257 … 2.024
+ Addtional loans 1.000 200 … 1.200 … 1.099
- Repayments 100 100 … 1.200 … 925

= Ending balance 3.157 3.257 … 2.257 … 1.949

Average amount outstanding 7.928 8.669 … 7.931 … 10.038
Interest rate 9,00% 9,00% … 8,11% … 7,82%
Interest expense 59 65 … 643 … 784

Average amount outstanding 2.707 3.207 … 2.257 … 1.987
Interest rate 6,00% 6,00% … 5,69% … 5,62%
Interest expense 14 16 … 127 … 112

Interest expense 73 81 … 771 … 896

Debt repayment plan

Loans

Credit facilities
Interest

Credit facilities

Loans
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raising an external credit (long-term loan) of T€ 1,000. We will finance the 
difference of T€ 859 by claiming our advance on current account loan. 

By having raised a loan we must work out an interest and debt repay-
ment plan (Tab. 12.10). 

We calculate the interest cost by taking the average outstanding loan 
balance (opening balance – ending balance / 2) multiplied by the interest 
rate (using the monthly rate) that we expect to get. We calculate and record 
the interest cost in the income statement. 

After determining the interest payable, we now turn to the other com-
pany operating costs (Tab. 12.11). These include, for example, rent, office 
supplies, communication costs, advertising costs, travel related costs, in-
surance, as well as legal, consulting and auditing costs. 

Table 12.11. Planning of other operating costs. 

Year 4 Year 8

Month 1 Month 2 … Total … Total

Rent 165 165 … 1.980 … 2.148
Leasing 250 250 … 2.904 … 3.194
Utilities (heating, etc.) 33 33 … 396 … 444
Office materials 30 30 … 360 … 382
Telephone, Fax, Internet, Postage 15 15 … 180 … 239
Auto costs 11 11 … 132 … 149
Shipping and transportation costs 300 300 … 3.600 … 3.672
Advertising 300 300 … 3.750 … 4.500
Travel 34 47 … 700 … 764
Repair and maintenance 70 70 … 817 … 841
Insurance 150 … 300 … 336
Legal and consulting 100 50 … 315 … 515
Financial statements and audit costs 0 … 45 … 49
Other costs 60 60 … 720 … 756

Total 1.518 1.331 … 16.199 … 17.989  

The company’s other operating costs require somewhat more time to be 
prepared because you must consider all the other costs that can occur dur-
ing the entire course of the year. You can see in table 12.11 that we have 
planned considerable expenditure for buildings and leasing as well as ad-
vertising and shipping costs. If, for example, you require large warehouses, 
possibly at different locations, you may need to rent these, as is the case in 
our example. We have also decided on leasing the majority of the ma-
chines and equipment facilities. Our product requires considerable adver-
tising activities as well as shipping and transportation costs. We have also 
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planned these exactly in other operating costs. When we have finished 
gathering the data and estimating the costs, we add the annual amount to 
the corresponding sections of the income statement. 

You should be aware that it is precisely in the phase of entering the mar-
ket, that the marketing and sales costs are very important and can also be 
extremely high because you must introduce your new products to the cus-
tomers and the market in general in such a way that you create an interest 
in and a demand for your product.  For the first two years you should work 
out a detailed plan based on your work in chapters 7 and 8. This plan should 
contain the necessary personnel and marketing costs (sales commissions, 
exhibition costs and costs for promotional campaigns, etc.). For the follow-
ing years the marketing costs can be estimated as a percentage of the sales. 

Investors see research and development (R&D) costs as an investment 
in the future. In planning R&D costs you have great discretionary powers. 
Take into consideration that these costs present a decisive indicator for the 
long-term and sound growth of your business. If your product has a high 
margin and a short life span, investing in important R&D is crucial for the 
continual development of new products. Therefore the budgeting should be 
based on a detailed plan. This plan should contain the products to be de-
veloped in future, required personnel and all the other necessary costs. 

If R&D costs for the development of a product play only a minor role, 
you can assume that the R&D costs will represent a percentage of the 
sales.  Remember that R&D costs can also be of great importance to many 
service companies. 

A further planning component is the realistic planning of taxes. First es-
timate the tax rate for each year. Think of all the different types of taxes 
that apply to your company in your jurisdiction (income tax, trade tax, 
corporation tax, etc.). Then apply this rate to the monthly profit before tax. 

If you have losses in the first years, you can use the accumulated deficit 
in order to pay less or no taxes in the following year(s).   

Due to the complexity of tax laws, you are recommended to seek the 
advice of a tax consultant who will assist you with your tax calculations. 

12.4.2.1 Key questions 

• Have you coordinated your sales and production plans? 
• What delivery obligations do you have in regard to your customers? 
• Would it be better to purchase certain in order to avoid possible bot-

tlenecks in production? 
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• What stock-levels of raw materials and supplies do you need for a 
smooth production? 

• What price trends do you expect especially for your most important 
raw material? 

• What type of warehouse and production capacities do you need? 
• How can you react to certain sales peaks? 
• How will you guarantee the financing of the inventory? 
• What do you plan to do in order to expand the production capacity? 
• What requirements will be made on your production regarding: 

− Labour force 
− Machines 
− Logistics 

• Would it cost less to outsource some activities? 
• How many employees do you need? 

− Managers 
− Skilled staff 
− Unskilled employees 

• What wages and salaries arise? 
• How do wages and salaries develop? 

− Wage agreements 
− Wage increases 
− Overtime arrangements/regulations 
− Vacation arrangements, holidays, 
− Insurance, social costs 

12.4.3 Planning the balance sheets and the P&L 

Now that you have planned your costs you are in a position to convince 
your investor of your future entrepreneurial activities. The investor will re-
ceive a detailed picture about your sales, investments and your company 
operating costs concerning the time elapsed. So now we turn to planning 
the balance sheets and income statements in order to present the overall fu-
ture position of your company. 



12.4 Company’s future development 131 

Table 12.12. The planning of the assets. 

Year 4 Year 5 Year 6 Year 7 Year 8
A Long-term Assets 5.510 5.155 4.515 4.803 5.533

I. Intangible assets and prepayments       1.532     1.427 1.267 1.224 774
II. Fixed assets 3.819 3.569 3.089 3.420 4.600
III. Financial assets 159 159 159 159 159

B Current Assets 21.606 23.069 23.704 25.380 26.937
I. Inventory 13.084 14.472 13.869 13.169 12.595
II. Receivables 7.203 7.928 8.296 7.507 7.296
III. Cash 1.319 669 1.538 4.704 7.045

Total Assets 27.116 28.224 28.219 30.183 32.470

Plan

 

As already mentioned, you will need the balance sheets over a period of 
several years. From this perspective the investor can see how your assets 
and liabilities have developed and what financing requirements you will 
have in future. 

Let us begin with the asset side of the balance sheet which in turn is di-
vided into the fixed assets and the current assets (Tab. 12.12). 

The fixed assets are subdivided into immaterial, material and financial 
assets. With the help of a mirror of assets (Table 12.13) find out the in-
takes and dispatches of the assets and then transfer the net booking values 
into the balance sheet.  All of the fixed assets are based on your planning 
of your investments and are shown in the balance sheet at their net book 
values (net of depreciation). 

We have already calculated the investments and the depreciation in Ta-
ble 12.8. These items are now the components of the fixed asset schedule. 

The new investments flow into the column avenues of acquisition and 
production costs. The acquisition and production costs at the beginning of 
the year and the avenues as well as the disposals amount in the gross book 
value. The difference between gross book values and cumulative deprecia-
tions result in net book values, which are transferred into the appropriate 
position of the fixed asset. 

The funds tied down in current assets should not be underestimated. The 
current assets are composed of inventory, receivables, stocks and liquid 
funds. 

Estimate the inventory required to be prepared for you planned turn-
overs. The inventory planning depends on the length of the manufacturing 
process and can be expressed as the turnover ratio (e.g. the inventory is 
turned over four times a year) or production cycle (for example three  
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Table 12.13. The fixed asset schedule. 

Net book Value
Beginning Ending Beginning Ending Ending

Year 1 Additions Reductions Year 1 Year 1 Additions Reductions Year 1 Year 1

I.
Intangible assets and 
repayment

1. Franchise licenses 240,00 60,30 20,40 279,90 168,00 33,80 3,80 198,00 81,90
2. Goodwill 77,30 1.320,00 0,00 1.397,30 38,50 36,50 0,00 75,00 1.322,30
3. Prepayments 10,00 0,00 10,00 0,00 0,00 0,00 0,00 0,00 0,00

327,30 1.380,30 30,40 1.677,20 206,50 70,30 3,80 273,00 1.404,20
II. Fixed assets
1. Land and buildings 2.648,50 188,20 18,00 2.818,70 691,60 187,30 15,90 863,00 1.955,70
2. Mach. and equip. 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00
3. BGA 1.839,10 478,90 191,30 2.126,70 1.067,80 399,70 182,70 1.284,80 841,90

4.
Assets under 
construction 1,20 1,00 1,30 0,90 0,00 0,00 0,00 0,00 0,90

4.488,80 668,10 210,60 4.946,30 1.759,40 587,00 198,60 2.147,80 2.798,50
III. Financial assets

1.
Shares in affiliated 
companies 135,80 0,00 0,00 135,80 120,80 120,80 15,00

2.
Loans to affiliated 
companies 0,00 0,00 0,00 0,00 0,00 0,00 0,00

3. Investments in equities 413,50 0,00 101,50 312,00 0,00 0,00 312,00

4.
Loans to associate 
companies

0,00 0,00 0,00 0,00 0,00 0,00 0,00

5. Investments in equities 0,00 0,00 0,00 0,00 0,00 0,00 0,00
6. Other loans 323,80 0,00 42,30 281,50 4,00 4,00 277,50

873,10 0,00 143,80 729,30 124,80 0,00 0,00 124,80 604,50

5.689,20 2.048,40 384,80 7.352,80 2.090,70 657,30 202,40 2.545,60 4.807,20Total

Accumlated depreciationGross book value

 

months). The timing of the purchase of required raw materials plays an 
important role in planning the liquidity demands. 

With regard to the receivables, estimate the time period between the ori-
gin of the turnover (invoice generated) and the payment of the invoice (cash 
received). This can be referred to as “average period of receivables” (e.g. 60 
days) or as “turnover ratio of receivables” – e.g. a turnover ratio of six corre-
sponds to an average period of receivables of 60 days. Industry statistics can 
serve as good guidelines for the average period of receivables. 

The cash and bank balances show the liquid assets that you have and 
from which you can pay your short-term financial obligations. Most entre-
preneurs prefer to keep enough cash on hand in order to enable them to op-
erate independently for at least 3 months in case unexpected problems arise. 

The liability side of the balance shows how your assets are financed. To 
put it in a nutshell, this side consists of your equity plus outside capital (Tab. 
12.14). As you know, the more outside capital you need, the more signifi-
cant the equity becomes. If, for example, you plan to invest considerably 
within the next years, you must arrange the liability side accordingly. 

In the stage of establishing your business you should try and raise as 
many own resources as possible because, in early stage businesses, inves-
tors are cautious and you will be lucky to receive even small amounts of 
financing from outside investors. It is only when your business model 
proves reliable (proves itself on the market) and shows prospect for future  
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Table 12.14. The planning of the liability side of the balance. 

Year 4 Year 5 Year 6 Year 7 Year 8
A Equity 4.303 4.786 4.246 5.095 6.087

I. Share capital 1.050 1.050 1.050 1.050 1.050
II. Retained earnings 2.135 2.135 2.135 2.135 2.135
III. Current profit or loss 1.118 1.601 1.061 1.910 2.902

B Provisions 1.914 2.024 2.105 2.189 2.277
C Liabilities 20.900 21.414 21.868 22.899 24.107

I. Liabilities to banks (loans payable) 10.622 10.859 11.090 11.702 12.348
II. Accounts payable 8.076 8.256 8.436 8.906 9.402
III. Other liabilities                                       2.202 2.299 2.342 2.291 2.357

Total Liabilities and Equity 27.117 28.224 28.219 30.183 32.470

Plan

Liabilites and Equity

 

growth, that you will be able to convince investors of providing your busi-
ness with credits. 

In your planning you should look closely at all financing options that 
you have. Many start-up companies have failed due to inadequate financ-
ing. In particular poor liquidity is one of the main reasons of insolvency. 

The equity section represents the owners’ invested capital in the com-
pany either from the company itself (reinvested profits), or from the part-
ners and stockholders who were convinced of and believed in your busi-
ness idea and hope for above average returns on their investments. You 
should consider early in your planning process whether it is necessary to 
obtain investment capital to develop your business. 

Regarding companies that have already been active and profitable for 
several years the question of how to distribute the profits arises.  Although 
it is attractive to take profits from the company, one should consider creat-
ing profit reserves in order to improve one’s own surplus. Particularly ser-
vice companies with only small property holdings at their disposal should 
show a considerable equity position. 

If you issue common or preference shares, you should describe the 
sources of supply for your required capital. If you have issued shares, state 
the number of shares and the issue prices of the shares. If in future you 
plan to source financing through investment financing or venture capital, 
state the required capital as well as the estimated date when the funding 
will be needed. The number of shares and the share prices will then depend 
on the future development of your company. 

In our example we have assumed that the profit is distributed annually. 
Since no additional equity is being added in the next years, the equity will 
remain constant apart from the annual fluctuations of the net income. 
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Let us have a look at the liabilities. Here the liabilities are classified as 
short-term and long-term. This applies to loans and provisions as well as 
normal operating payments. 

First, estimate the period of time in which you pay your bills. A start-up 
company should try to pay its bills punctually in order to earn a good repu-
tation. Therefore, in planning, you should consider using a payment period 
that is a little shorter than the industry average. In planning the liabilities, 
the term of credit is expressed in days. If salary payments represent one of 
your main costs, consider including the monthly payments in your liquidity 
planning. 

Referring to our example and to the interest and repayment plan (Table 
12.10) our short-run liabilities increase due to the availment of the credit 
line. The increased final amount is reflected in the corresponding position 
of the balance sheet. 

Long-term liabilities are bank loans, loans, mortgages, etc. which have a 
term of more than a year. In these positions you plan the outside capital 
which you need from each investor. 

Since we will finance our investments with a loan, the final amount of 
the loans rises according to our interest and repayment plan, which flows 
to the corresponding line items relating to loans from banks. 

Table 12.15. The planning of the income statement. 

Year 4 Year 5 Year 6 Year 7 Year 8
1. Sales 51.908 53.070 54.221 57.244 60.435

+/- 2. Change in inventory -75 786 -93 -732 -574
+ 3. Other miscellaneous income 1.277 1.309 1.342 1.375 1.410

4. Total income 53.110 55.165 55.470 57.887 61.271
– 5. Material costs 28.523 29.162 29.814 30.482 31.164
– 6. Personel costs 5.001 5.113 5.317 5.424 5.532
– 7. Depreciation 800 1.000 900 823 1.170
– 8. Other operating expenses 16.199 16.561 16.892 17.315 17.989
= Operating income (EBIT) 2.587 3.329 2.547 3.843 5.417
+ 9. Interest and similar income 12 12 12 48 78
– 10. Interest and similar expenses 771 788 805 849 896

= Net financial income or expense -759 -776 -793 -801 -818
= 11. Income before taxes 1.828 2.553 1.754 3.042 4.598
– 12. Income taxes 640 894 614 1.065 1.609
– 13. Other taxes 70 58 79 67 87
= 14. Net income / loss for the year 1.118 1.601 1.061 1.910 2.902
- 15. Increase of retained earnings 0 0 0 0 0

16. Net profit / loss 1.118 1.601 1.061 1.910 2.902

Plan
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After having completed the balance sheet, you can now attend to planning 
the Income statement. Now the total amounts of sales and expenses are 
taken from the detailed planning to the corresponding positions in the In-
come statement (Table 12.15). From those figures the gross profit is calcu-
lated. If you then subtract the financial outcome, which is the result of the 
interest and repayment plan, you will get the normal business operations. 
You then hate to apply the effective income tax rate of your country from 
that result. 

12.4.3.1 Key questions 

• How have the assets, liabilities, equity, finance and profit situation 
developed starting from the last balance sheet date up to the setting 
of your business plan? 

• Is the presentation of the development of the assets, liabilities, equity, 
and finance and profit situation consistent with the interim financial 
situation since the last balance sheet date? 

• Will the planned equity capital and the long-term external capital be 
sufficient to finance the fixed assets? 

• Did you plan the inventory depending on the sales estimates? 
• What range of materials do you need for the manufacturing of your 

products? 
• How high are your inventories? 
• According to which criteria do you plan the inventory? 

− Procurement time 
− Inventory turnover 
− Turnover ratio 
− Turnover of raw materials and supplies  
− Inventory as a percentage of current assets 
− Inventory as a percentage of the balance sheet total 

• According to which criteria do you plan the receivables? 
− Receivables turnover 
− Range of receivables 

• What will the capitalization of your company look like in the future? 
• Which factors affect the equity structure of your company? 
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• Do you need further equity? 
• Does an increase in capital come into consideration? 
• How will the equity capital change due to your financing require-

ments? 
• Do you plan to retain or distribute your future profits? 
• Is there an investment accumulation at your company? 
• Which investments do you wish to finance externally and which inter-

nally? 
• How do you assess the future payment behaviour of your suppliers? 
• Which provisions must you provide for? 

− Provisions for pensions/retirement 
− Vacation 
− Royalties 
− Guarantee claims 
− deferred taxes 

• Which factors have the greatest influence on the development of the 
annual net income and operating result? 

• Which factors will have the greatest influence on equity, total capital 
and sales profitability? 

• Have you calculated several scenarios in order to consider the influ-
ence of different developments on your plan? (See also chapter 12.5 
sensitivity and risk analysis.) 

12.4.4 Planning the cash flow 

The next step is to show the development of the future cash flow. The fi-
nancial and assets position is not sufficient to convince the providers of 
capital or potential investors. The investor will want to get a general idea 
about your financial strength. 

The cash flow calculation (Table 12.16) is acquired from the planned 
income and loss statement, the budgeted balance sheet, the investment 
planning, the profit appropriation and the terms of interest and redemption. 
This calculation does not require any new assumptions and can be derived 
from the existing plans. 
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Table 12.16. The planning of the cash flow. 

Year 4 Year 5 Year 6 Year 7 Year 8
Net income from the Income Statement 1.118 1.601 1.061 1.910 2.902

+/- Depreciation 800 1.000 900 823 1.170
+/- Changes in provisions 8 9 2 3 3
+/- Changes in other non cash items

Cashflow nach DVFA/SG 1.926 2.610 1.963 2.736 4.075
-/+ Changes in inventory -51 -1.388 603 700 574
-/+ Changes in receivables and other assets 848 -726 -369 789 211
+/- Changes in liabilities -2.319 343 590 1.196 1.367

Cash flows from operating activites 404 840 2.788 5.421 6.227
- Purchase of assets -2.000 -650 0 -1.111 -1.900
+ Proceeds from the disposal of assets 241 370 -260 0 0

Cash flows from investing activities -1.759 -280 -260 -1.111 -1.900
- Capital gains distribution -1.187 -1.118 -1.601 -1.061 -1.910

+/- Change in long-term debt 0 -93 -56 -84 -75
Cash flows from financing activites -1.187 -1.211 -1.657 -1.145 -1.985
Total cash flows -2.542 -651 870 3.165 2.342  

You should consider the following factors which can positively influence 
your cash flow: 

• the reduction of receivables, 

• the sale of inventory and fixed assets, 

• the later payment of liabilities and 

• the raising of credit (short- and long-term). 

Of course, if you do the opposite of the above-listed points your liquidity 
decreases accordingly. 

In our example, especially due to the investments made and reduction of 
the short-term liabilities, we show a negative cash flow in year 4. We have 
designed our plans so that the cash flow rises slowly and thus our internal 
financing is strengthened. 

12.4.4.1 Key questions 

• How will the cash flow develop within the next years? 
• What shall the cash flows be used for in future? 
• How many years will be required to pay back all the debts from the 

cash flows? 
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Now you have completed the entire financial model and you have before 
you all the actual data and all the plan data. The plan data in particular 
should be subjected to a critical examination. For this the sensitivity analy-
sis that we present in the next section would be suitable. 

12.5 Sensitivity and risk analysis 

The reliability of your planning depends on how well considered your as-
sumptions are and which risks your company is prone to. Investors attach 
particular importance to a presentation that considers different scenarios or 
incidents and shows how you will deal with potential risks. In writing this 
section of your business plan, you should analyse the critical assumptions 
of your planning as well as the possible risks. 

By means of the sensitivity and risk analysis you can consider what 
actions you would take if there were deviations from your assumptions in 
the plan, or if you found yourself exposed to risks that were not included 
in the plan. 

The sales assumptions are to be considered as a critical figure in most 
companies. If you estimated a sales increase of 50 %, what would be the 
result of a sales increase of “only” 30%? Or what if the costs were 5% 
higher than assumed? For start-up companies concrete milestones are very 
important. What will happen if a product cannot be launched at the planned 
time, 3 months later, for instance? 

Market risks

Personell risks

Economic risks

Technical risksFinancial risks

Asset risks

Administrative risks

Environmental 
risks

Market risks

Personell risks

Economic risks

Technical risksFinancial risks

Asset risks

Administrative risks

Environmental 
risks

 

Fig. 12.6. The different risk groups. 
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According to the probability of their arising and the estimated extent of 
damage different risks can be established using a matrix. The art of risk 
analysis consists of remaining objective, being conscious of potential 
threats and being able to try to understand fictitious scenarios. 

The risk matrix will help you to identify the risk areas, characterize the 
risks, and then respond appropriately to them. With this analysis you show 
your investors that not only do you clearly recognize the risks, but also 
have the ability to respond to them. 

In general the risk profile consists of eight different risk groups (Fig. 
12.6). 

In the business plan presentation you do not have to include complete 
financial planning (with balance sheets, income statements and cash flow 
statements) for every eventuality. It is sufficient to subject the most critical 
assumptions to a general analysis and discuss the alternative results in a 
continuous text. An important point to focus on is whether additional fi-
nancing is required and how the profitability and return on equity will have 
developed at the end of your planning timeframe. 

The first financial plan you develop will take a lot of time to complete. 
This time is only well-spent if you are able to provide the reader of your 
financial plan with sufficient and qualified information so that he can 
judge the future perspectives of your company realistically. 

12.5.1 Key questions 

Market risks 
• How do you judge a threat to the company due to: 
• product substitution? 
• demographic changes? 
• new trends? 
• sudden loss of purchasing power in the relevant markets? 
• sudden loss of a relevant market? 
• surprising means taken by your competitors? 
• to what extent is the product portfolio endangered by technical and 

scientific innovations? 
Personnel risks 

• How do you judge a threat to the company due to: 
• employees? 
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• the working atmosphere? 

• inadequate employee qualifications? 

• lack of confidentiality and loyalty of employees? 

• organizational shortcomings? 

• high employee turnover? 

• resigning of key personnel? 

• accidents at work? 

• high rate of absences due to illness? 

• business interruptions? 

• work stoppages? 

• obsolescence of the management or the staff? 

• threatening indemnities by third parties? 
Economic risks 

• How do you judge threats to the company due to: 

• incorrect production quantities and too high inventories? 

• fluctuating purchase prices which you can not pass on to your sale 
prices? 

• inadequate quality, customer complaints and necessary replacement 
services? 

• transportation risks? 

• weaknesses in your distribution channels or due to your competitors’ 
use of new distribution channels? 

• sudden breakdown in the sale prices? 

• loss of receivables? 

• delivery agreements or completion dates, which you cannot meet? 
Technical risks 

• How do you judge a threat to the company due to: 

• vandalism? 

• necessary value adjustments? 

• unforeseen work stoppages and interruptions in production? 
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• incorrect production planning? 

• material related production disturbances? 

• employee related production interruptions? 
Financial risks 

• How do you judge a threat to the company due to: 

• economic cycles? 

• liquidity bottlenecks? 

• developments on the financial markets? 

• developments on the money markets? 

• imprecise financial planning? 

• uncertain financing measures? 

• costs for unforeseen guarantees? 

• necessary, but unforeseen research and development costs? 

• necessary, but unforeseen investments? 

• necessary guarantee payments? 
Administrative risks 

• How do you judge a threat to the company due to: 

• deficient production preparation? 

• production errors? 

• insufficient production controls? 

• inadequate controlling instruments? 

• administration errors? 

• inadequate intern controls? 

• problematic strategy decisions? 

• management errors? 

• location disadvantages (costs, employee qualifications, infrastruc-
ture)? 

• deficiencies in or destructions to the EDP system? 
Commercial risks 

• How do you judge a threat to the company due to: 
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• political measures? 

• social groupings or individuals? 
Environmental risks 

• How do you judge a threat to the company due to: 

• environmental risks such as weather influences or epidemics? 
Preventative measures 

• How do you judge the competence of your preventative measures? 

• How do you judge the height of equity loss in the worst case scenario? 

• How do you judge the probability of the worst case? 

12.6 How finance experts rate planning 

Usually potential investors first examine whether the planning and the as-
sumptions made are plausible. Experienced investors are usually very 
quick in doing so. If the figures appear reasonable, they carry out further 
test analyses. In the next section we would like to present some of these 
analyses to you. 

12.6.1 Margins 

Investors calculate your operating margins (gross profit and operating 
profit) and calculate research and development, marketing and administra-
tion costs as a percentage of the sales. They compare your results with the 
values of other companies in your industry. If, for instance, you estimate a 
gross profit of 65 % whereas other companies achieve only 50 %, investors 
will question your assumptions and reasoning. You should be prepared to 
defend your figures. 

12.6.2 Asset management 

This is an area that many managers ignore. Your budgeted balance sheets 
should show that you understand how to manage liquid assets, receivables 
and inventory. This is very important for potential investors and bankers. 
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In general your planning and key figures should be comparable to those 
of other companies in your industry. Various industry consultants and 
studies are available for comparative purposes. 

12.6.3 Company valuation 

Investors usually estimate the value of a company on the basis of the 
planned profits at the end of a certain period (usually 3 to 5 years). The 
profit at the end of this period is then multiplied by a factor specific to the 
industry. For this there are no generally valid rules. If, for instance, you are 
operating in a growth industry, this factor often lies between 10 and 20. In 
an established enterprise investors could use a factor of between 5 and 10. 
These factors help to estimate the future value of your company. The in-
vestor then discounts this future value with a deduction for risk in order to 
estimate the current value of your company. 

For example, a company with an annual turnover of 40 Mio. € has a 
profit of 6 Mio. € at the end of 5 years. The investor multiplies the 6 Mio. 
€ with the factor 10, resulting in a company valuation of 60 Mio. €. This 
would be the value for the company if, for example, one was looking to 
raise funds on the stock exchange or to sell the company to a third party. 
There are two reasons why this number interests investors in particular: 

• The company is to be big enough one day to make the investment 
worth, and  

• Investors use this number in order to determine how big the investor’s 
share must be in order to justify the financing desired by you. 

12.7 Financing request 

Companies that are looking for financial support must take care in formu-
lating their request in the finance section. You should indicate how much 
money you will need, why you need it and what you are going to do with 
it. Here are a few general points that you should consider: 

State how, in accordance with your financial planning, you intend to 
use the financing. If you state that the money is to be used as start-up 
capital to finance new products and services and to establish a distribution 
organization, these costs should be clearly documented in your financial 
plan. If you require a second or third round of financing, you should be 
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able to refer to the detailed explanations in your financial plan. Neverthe-
less, the thing to do would be to give a short explanation of how much 
money will be used for research and development, marketing, production, 
capitalization and so forth. 

You require leeway during the later phase of the plan. When you con-
sider how much money you will need, calculate a little leeway as flexibility, 
so that your enterprise does not find itself in trouble in case deviations occur. 

Interactions with the capital structure must be taken into account. If 
your company is already operating, you should explain the capital structure 
and what effect the suggested financing will have on that structure. If you 
are a start-up company, state how you got the start-up capital, who the in-
vestors and/or part-owners are, what their positions are in the company, 
what percentage of the shares these people own and how much they paid 
for their interests. 

Describe additional financing schemes. You should also explain further 
plans of how you meet your financing requirements, except venture capital, 
private capital or loan financing. Many companies obtain a credit line or a 
loan from a bank, or finance their fixed assets through leasing arrangements. 
Your tax consultant or lawyer will usually have many contacts with banks or 
other institutions where you can apply for short-term financing. 

The equity rate must be right. In order to decide how much you will fi-
nance with a credit and how much you will finance through equity you 
must weigh up many points. Financing capital with a credit can be less ex-
pensive. To do that, however, you must be in a position to pay back this 
money and to provide sufficient securities. The more is financed by a 
credit, the less attractive you will become for potential investors or finan-
ciers. Therefore, pay attention that credit financing does not outweigh eq-
uity financing. The more credit financing you have, the less flexible you 
will become and your ability to obtain more money in future will be lim-
ited. Your tax consultant can help you to find a good combination of credit 
and equity financing. 

Describe your requirements for future financing concisely and clearly. 
If the development of your project requires several years, you might only 
receive financing gradually. When will you need follow-up financing and 
what are the milestones that you have to reach by then? Do you wish to use 
credit financing? If so: when, how much and on which terms? 
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12.7.1 Key questions 

• Are your assumptions consistent with the other sections of your busi-
ness plan? 

• Which basic financing principles (for example the principle of self-
financing, external financing, internal financing or outside financing) 
is your company pursuing over the next years and with what meas-
ures will these basic principles be realized? 

• How much capital will you need, from which date and for how long? 

• What type of financing are you looking for? 

• How quickly can your company obtain credit when required? 

• How will you use the received funds? 

• How many percent of the profit were retained in the last years? 

• What percentage of the profit do you plan to distribute in the next 5 
years? 

12.8 Repayment and exit-strategy 

Investors will want to know the rate of return they can expect for their in-
vestment. Different investors also have different expectations. Rates of re-
turn that are acceptable for banks will not convince a venture capital finan-
cier. Financiers also consider different investment periods: in general 
venture capital financiers will want to sell your investment in a manage-
able period of time. This is also called “exit” of an investor. The thing to 
do is to actively suggest an exit-strategy to the investor. Banks, on the 
other hand, plan longer redemption periods for their guaranteed loans. 
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If in 12 chapters we have succeeded in describing why and how you de-
velop your business plan, a thirteenth chapter would merely raise the ques-
tion of how you would actually take the potential investor on board, bear-
ing in mind all that you have at hand. 

Where and how do you begin the struggle for the right investor? How 
do you conduct and manage the smooth process of these negotiations? Fi-
nally, how do you master your success? The search for and the choice of 
financing alternatives, as well as the task of convincing banks and inves-
tors, presents a daily challenge to us. There are three reasons for this: 

• Your daily business cannot be put in hold. 
• The capital market shows no mercy. 
• The future is always uncertain. 

The key to success lies solely in careful preparation. Two thirds of all fi-
nancing processes fail even before the first bank is contacted. 

Raising capital is often too great a challenge for managers to meet in 
addition to all the strain of everyday business life, the whole process being 
extraordinarily difficult to manage. Nonetheless, in order to achieve the 
best solution in this difficult situation, it is essential to adapt a pro-active, 
disciplined and methodical approach: 

• Plan your financial strategy. 
• Prepare yourself carefully for the funding process. 
• Involve the investor. 

13.1 Planning the financial strategy 

To stay in control of the funding process, you need a sound finance strategy 
for negotiations in advance. You simply need to know what you want and 
actually expect from the funding process. It is precisely this awareness of 
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the process that enables you to aim for the best financing option and to 
prepare and position the company for the involvement of the investors. 
Take a step back to consider the end of the game: 

• Clarify your company’s position. 
• What is my position? 
• Work out a realistic strategic plan: 
• What am I aiming at? 
• How much capital do I require? 
• When do I require the capital? 
• Identify your financing options: 
• What sources of capital are available? 

13.1.1 What is your company’s position? 

Before planning a financial strategy, you need to go through a sound gath-
ering of information and a process of rationalization that will give you a 
complete picture of your company's current position. This effort should 
produce a coherent picture of the company that is consistent its future de-
velopment. 

Furthermore, this process will also help to identify strategic obstacles 
which your company cannot overcome by itself and for which you will 
need support. These obstacles can be financial, operational or market-
related. 

13.1.2 A realistic business plan 

Once all the requisite information has been collected and validated, you 
should then, as already described in chapters 4 to 12, develop a business 
plan that shows in detail what goal your company intends to reach and how 
you plan to do so. The business plan should: 

• Begin by clearly formulating the goals and direction of your company, 
• describe each area of the company with regard to its contribution to 

costs and revenues, and 
• provide a standardized picture of the company’s finances including a 

statement for the last three and next five years’ development. 
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The business plan is not just a means of raising funds, but rather helps you 
to consider your company from a strategic point of view. In addition to 
this, it offers you a schedule for the company’s future. 

For this reason it should not be a document that is merely adorned with 
glorious references and pictures a promising yet deceptive future. It should 
rather be a realistic appraisal and assessment of your company, and should 
show that you are aware of the weaknesses and strengths, i.e. the risks and 
opportunities of your proposed venture. 

13.1.3 Identifying the financing options 

With a strategic plan at hand, that establishes 

• where you are positioned, 

• what you aim at, 

• what you require 

in order to achieve your goals, you can start considering which financing 
alternatives best suit your business idea. 

The company’s growth stage presents the first criterion for deciding 
which type of financing is possible. 

A company passes through different development stages: 

• Seed, 

• Start-up and 

• Growth. 

In each of these stages there is a choice of different financing alternatives. 
In order to be able to envisage the appropriate financing source for your 
company, various factors have to be considered. Here three aspects come 
to the fore. 

The first aspect refers to shareholding: 

• Are the existing owners or shareholders prepared to give up some of 
their influence and to what extent? 

• Is your company able to amortize the debts? 

• Has your balance sheet the required strength to bear fluctuations in 
interest, repayments and liabilities? 
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The second aspect refers to the value chain: 

• What is the search for talented employees based on in your company? 

• Does your company have to obtain special access to potential cus-
tomers, suppliers and strategic partners? 

• Are you looking for an investor who can also act as a strategic partner? 

Finally, the third aspect refers to a successful long-term relationship with 
investors: 

• What level of commitment and involvement do you expect of your 
investor? 

• Are you looking for investors who will continue their financial sup-
port in the future? 

13.2 Preparing for the funding process 

With the strategic plan at hand and a general investment direction cho-
sen, you will be able to begin preparing your company for the funding 
process. 

How? You should put your company through the same rigorous review 
it will face from future investors. The managing directors should analyse 
the company from the perspective of potential investors with regard to its 
profitability and the “Return on Investment” (ROI). This is called due dili-
gence process. 

The following test can be of help to you. 

13.2.1 Presenting the organizational structure 

The most important criterion for an investor with regard to carrying out the 
business plan successfully is, as shown in chapter 5, the “quality of the 
management team” 

• Does the management have the necessary experience which is essen-
tial for successful leadership? 

• Can the company attract and retain qualified employees? 
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13.2.2 Assessment of the business model 

You should be in the position to show the investor that your company is 
focused on a profitable, attractive and growing market. If you want a 100% 
guarantee that you will get funded, develop a convincing list of reference 
customers. (see chapter 4). 

This does not only refer to customers who have already purchased. 
Should your product still be in development, focus on your potential cus-
tomers. 

• Is your company aiming at a profitable, specific, attractive and grow-
ing market? 

• Does your company actually have customers? 

• Do the existing stakeholders actively support the company? 

13.2.3 Validation of the financial package 

As already stated in chapter 8, be prepared to support historical and pro-
jected cash-flow statements, P&L statements and balance sheets with a 
level of detail beyond that included in the annual statement. 

Work out a sales model that thoroughly breaks down revenue by prod-
ucts, services, regions and sales staff. Draw up a corresponding model of 
the costs, too.  

When preparing financials, you should take into consideration the time 
frame within which your potential investors wish to liquidate their hold-
ings. Showing that the possibility of an exit at a foreseeable point of time 
has been taken into account within the calculations, will have a significant 
impact on private equity investors, for whom the timing of exit presents a 
major risk factor. 

• Is the potential ROI worth your time, effort and resources? 

• Are revenue and cost assumptions supported with sufficient details? 

• Is the possibility of the investor's exit ensured in foreseeable time? 

13.3 Involve the investor 

Negotiating with investors is like being on a roller coaster: 
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• the intensity of the first interview, 

• the elation at their confirmation 

• the deep satisfaction after concluding the deal. 

In spite of the strongly fluctuating emotions in both you and your inves-
tors, you should adhere systematically to continuity in order to get your 
company successfully over this hurdle. 

The time and special effort dedicated to pro-active planning and prepa-
ration will involve the investors in a process that your company can then 
control. 

Along the process of involving the investor you aim consistently and fo-
cused at four rules: 

• First: Be choosy! Do not agree to everything. 

• Second: Go shopping for your deal! Approach it with the same per-
ceptiveness as when you go shopping. 

• Third: Negotiate the details! 

• Fourth: Close, collect and reflect! 

13.3.1 Shopping a deal 

To create a competitive combination of possible investors for a successful 
transaction, it is essential to approach at least five investors on average. 

Bear in mind, however, that members of the investment community talk 
to each other. So you should beware of making controversial statements. 

Always compare supply and demand. Be consistent when pursuing the 
goal of establishing an intense relationship with the investor most suitable 
in your case. 

Investors who wish to have a share do not only focus on the management 
team but also on the development, performance and strength of your fi-
nances. However, there is no historical data available for venture investors, 
since the relevant companies are still in an early stage of development. 

13.3.2 Negotiating details 

Even if negotiations begin with the first interview, intensive negotiations 
do not begin until the third or fourth meeting. 
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Your goal is to extract a term sheet from at least two of the possible in-
vestors. Focus, in a disciplined manner, on the structure of the deal and on 
how the financing can influence the carrying out of your company's strate-
gic plan. 

Consider future financing possibilities and their impact on the investor, 
among these the preference ranking of financing options as well as the 
shifting of shareholding on account of further future investors’ entries. 

13.3.3 “Close, collect and reflect” 

With the end in sight, do not become complacent or overconfident. Keep 
pushing until the money is on your bank account. Negotiations can unex-
pectedly and radically change up to the last minute due to changes of the 
market or the company’s value and thus investors change their minds.  

When the meeting has finished, the documents are signed and the pay-
ing off has been effected, you should take the opportunity of thinking 
about the whole procedure once more. Examine the entire process criti-
cally and evaluate it carefully with regard to your business idea. In retro-
spect, work out where your strengths and weaknesses lie, and what could 
have been done more effectively. 

Throughout the process, you should constantly maintain an excellent re-
lationship with the investors, even those who rejected your plan and those 
whom you rejected, for the future will always remain uncertain. 
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Investors determine a number of key figures for the evaluation of the net as-
sets, financial position and results of operations in the past as well as for 
budgeting. The following key figures support you in analysing the net assets: 

The equity ratio indicates the share of equity within the total capital. The 
higher the ratio, the more creditworthy a company is. On account of this 
the structure of equity plays a crucial role within the credit-rating of banks. 

Total equity x 100Equity ratio = 
Total assets

 (Eq. A.1)

The debt ratio indicates the amount of debt (liabilities to banks, trade and 
other liabilities) as a proportion of the whole company’s financing. The 
higher this ratio, the less willing the banks are to give additional loans.  

Short - term, mid - term, long - term debt x 100Dept ratio = 
Total assets

 (Eq. A.2)

The total asset turnover indicates how many times capital invested in the 
total assets has been turned over. This figure provides an indicator of how 
productively capital has been utilised within the company. The more often 
capital has been turned over, the more efficient the assets have been util-
ised for the generation of sales. 

SalesTotal asset turnover = 
Total assets

 (Eq. A.3)

The receivables turnover indicates how many days on average lie be-
tween the generation of sales and the payment of receivables. The feasibil-
ity of your assumptions regarding the planned payment terms can be de-
rived from this figure. It can also be an indication of how well your 
accounts receivable management works. 
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Total trade receivables x 360Receivable turnover = 
Sales

 (Eq. A.4)

The equity to assets ratio is also referred to as “the golden balance sheet 
rule”. Long-term assets have to be financed by long-term available capital. 
The proportion of coverage should not be less than 100% over a longer pe-
riod. 

Total equity + long - term borrowingsEquity to assets ratio = x 100
Assets

(Eq. A.5)

The investment ratio indicates the volume of new investments in tangible 
fixed assets in the expired period proportional to acquisition and produc-
tion costs as at the beginning of the period. Thus it becomes clear, indi-
rectly, what percentage of the fixed assets has not been reinvested. If this 
figure decreases over several years, this could imply that the fixed assets 
are obsolete. The higher this figure, the newer the machines held by a 
company and the more secure its future is. 

Net investments in tangible fixed assets x 100Investment ratio = 
Tangible fixed assets at the start of  the period

 (Eq. A.6)

The fixed asset intensity indicates fixed assets as a proportion of total as-
sets. This ratio can only be used as a reliable indicator where compared 
with others in the sector. Production companies naturally have, for exam-
ple, more fixed assets than service providers. On comparing industries, if 
an enterprise has a lower fixed asset intensity this could indicate that fixed 
assets are obsolete. If fixed assets intensity is too high compared to others 
this could be negative since, fixed assets are usually difficult to sell where 
there are shortages of liquidity. 

Fixed assets x 100Fixed asset intensity =
Total assets

 (Eq. A.7) 

The current asset intensity shows current assets as a proportion of total 
assets. As for fixed asset intensity a clear assessment can only be made on 
the basis of a comparison with other enterprises in the same sector. A high 
proportion of current assets can indicate high liquidity since these can usu-
ally be sold quickly. However, a very high level of this ratio can indicate, 
for example, that inventories are too high. 
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SalesTotal revenue per employee ratio = 
Average number of  employees

 (Eq. A.8)

The following key figures support you in the analysis of your financial po-
sition: 

The retained earnings to average equity indicates the proportion of the 
retained earnings to average equity available. 

Retained earnings x 100Retained earnings to average equity = 
Average equity

 (Eq. A.9)

whereby average equity is defined as: 

Equity period 1 + Equity period 2Average equity = 
2

 (Eq. A.10) 

This ratio can, for example, give a potential investor an indication of 
where investments will be made.  

The liquidity ratio I indicates which percentage of the short-term liabili-
ties can be repaid via liquid assets (cash balances, bank balances, cheques 
and bills of exchange). This figure usually is lower than 100%. The sig-
nificance of this ratio is relatively restricted. 

Cash and cash equivalents x 100Liquidity ratio I = 
Short term liabilities

 (Eq. A.11) 

The liquidity ratio II should, if possible, not be lower than 100%, so that 
the company will not have financial difficulties. 

Total current assets - inventoriesLiquidity ratio II = x 100
Short term liabilities

 (Eq. A.12) 

The liquidity ratio III should at the latest exceed the value of 100%. If 
this is not the case, an equivalent financing period cannot be guaranteed 
for total assets and this could lead to payment difficulties. Certain fixed as-
sets might possibly be used to pay liabilities. If these fixed assets cannot be 
sold quickly enough this could lead to insolvency or, if fixed assets are 
sold, to a great deal of disruption in production. 

Total current assets x 100Liquidity ratio III = 
Short term liabilities

 (Eq. A.13) 
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The net debt to cash flow indicates how many years a company needs to 
amortize their debts under the premise of a constant cash flow. An increas-
ing time of amortizing debts can lead to a decrease of an investors’ will-
ingness to offer additional capital. The effective level of indebtedness  is 
calculated by subtracting liquid assets, stocks within current assets and 
short-term liabilities from the outside capital. 

Net debtNet debt repayment rate = 
Cash flow

 (Eq. A.14) 

The following key figures support you in analysing your results of opera-
tions:  

The return on sales indicates how high the share of profit is according to 
your sales revenue. This figure indicates how effective the cost manage-
ment of an enterprise is. The higher this figure, the better an enterprise is 
prepared for externally driven cost increases or income reductions such as, 
e.g., increasing purchase prices due to scarcity of raw materials or price 
wars on the income side. 

Net income x 100Return on sales = 
Sales

 (Eq. A.15) 

The return on equity indicates the return on total equity in the past pe-
riod. This figure is very important for an investor who wants to take a 
holding in your company. It shows him the return on the invested capital. 
For an investor this figure has to be higher than the market interest level 
plus a risk premium, otherwise a holding in the company is of no interest 
to him. 

Net income x 100Return on equity = 
Average total equity

 (Eq. A.15) 

The return on total assets gives information about how effectively fixed 
and other assets are used to generate surpluses. Furthermore it indicates if 
it is worth using borrowings to finance assets. If the interest rate for the 
borrowings is lower than the return on total assets, the use of borrowings 
has proved worthwhile. 

Net income + interest expensesReturn on total assets = x 100
Total assets

 (Eq. A.16) 
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The return on investment determines the efficiency of the capital em-
ployed. The return on sales is multiplied by the total asset turnover (see ra-
tios above). In this ratio the efficiency of the cost management is compared 
in relation to the productivity of the capital employed. 

Net income x 100 SalesReturn on investment = x 
Sales Total assets

 (Eq. A.17) 

The cost of material to sales indicates the proportion of the cost of mate-
rials to the total sales of the company. In addition to rises in raw material 
prices, an increasing proportion of cost of materials compared to other pe-
riods can also be caused by an increase in rejects from production. 

Cost of  materials x 100Cost of  material to sales = 
Sales

 (Eq. A.18) 

The personnel expense ratio indicates the share of personnel expenses within 
the company’s total sales. In comparison to the cost of materials ratio it can 
be ascertained if a company is material intensive or personnel-intensive. By 
means of this information one can evaluate if the company is more suscepti-
ble to risks from the purchasing markets (e.g. rising raw material prices) or 
to personnel risks (e.g. staff turnover). Reasons for an increasing personnel 
expense ratio could be, for example, rising wages and salaries costs not 
passed on to sales prices or social security changes. However, if this ratio 
decreases compared from period to period, this could, e.g, be caused by an 
increase in productivity by the production function. 

Personell expenditure x 100Personell expense ratio = 
Sales

 (Eq. A.19) 

The total revenue ratio indicates how much sales revenue can be allotted 
in a period to each employee. This figure is used by providers of capital to, 
in comparison to other competitors, to make the budgeted number of em-
ployees reasonable in comparison to budgeted revenues. 

SalesTotal revenue per employee ratio = 
Average number of  employees (Eq. A.20) 
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