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The Rationale for Planning:

A plan means more action…less reaction. The operational business plan is not a substitute for hard work, but it can increase the probability that your effort will actually produce the results you want. General goals are wishful dreaming. A written plan to reach your specific objectives carries with it commitments to take action. You and your management team determine the direction your business moves rather than leaving your destiny to competitor’s moves.

Your plan starts with a vision. As the owner of a small business, you should visualize the company in your mind’s eye. First, ask yourself, “How do I want my business to end?” Choosing a destination will get your plan for the future started in the right direction. You pretty well know where you are now. Once you decide where you want to end up, you can develop the intermediate milestones. 

Operational business plans define vision, mission and primary objectives. They establish strategies and the actions required to implement them. Plans provide the means of managing progress toward the objectives. We are not necessarily talking about business plans primarily used to procure outside financing for a business start-up. Many start-up plans are more of a sales presentation than a business tool. We prefer to develop operational business plans. Where necessary, we develop separate financing proposals.

Frequently, owners complain that they care more for their company and work harder than other employees do. They become frustrated when others fail to do what the owner expects. The fault may be that the owner has never taken the time to communicate fully his or her expectations to others that work within the firm. A clear understanding of the owner’s vision and a written mission statement can help create a smoother, more effective operation. Base the business plan on the clear communication of the owner’s vision and the mission of the company.

You should understand going in that a real commitment of personnel and some money is necessary. You must involve your management team and key employees in development of the business plan. They will have the responsibility for implementation, and planning should be an important part of their job descriptions. 

It is a planning paradox that those who are in the best position to establish a good plan—the management team—have the fewest hours available. Urgent fire fighting and problem solving absorbs large chunks of time. Operating managers are often action oriented. They thrive on activity and hate to take time to take stock and plan. Left to their own devices, most owners and line managers will postpone planning. Successful owners, understanding this paradox, insist that each person on his management team make time for planning activities.

There are as many planning approaches as there are planners, so you should feel free to improvise and adapt to fit your own style and operation. How detailed you get depends on your ability to gather and analyze information. The more detailed your planning, the better your chances that you will achieve or exceed your goals. However, detail for detail’s sake can be a waste of management time. Consider planning like a game of horseshoes. You will win if you come close to your objectives more often and quicker than your competitors. Do not fret if you fail to make a “ringer” with every toss.

We usually like to look at two-years at a time. Forecasts for three years are hard to make for most small businesses. We can, however, plan carefully one year out and establish objective directions and key goals for the second year.

Here is a basic planning format that we have found successful in a number of small businesses over the years.

1. Owner’s Vision: When the owner thinks about the company and its future, what picture appears in his or her mind’s eye? There is no substitute for capturing that picture and clearly communicating it to the rest of the company.

2. Mission Statement: Your management team works together to craft a mission statement to which all can pledge. Finding just the right words can be a difficult, yet exhilarating task. It is smart to develop an initial mission statement, then re-check it and perhaps modify the statement after the plan is closer to completion.

3. Industry Analysis: Look carefully at your primary industry and all of the environmental factors that may impact your marketplace. Where is the growth? How much growth is the industry experiencing? Are some segments waning? What about the potential for substitute products? How might global forces affect you? Are comparative industry performance guidelines available?

4. Company Analysis: Look at your company as a whole. What resources do you have? What results have you been able to achieve recently? How well balanced are your operating functions? What are your strengths? What are your weaknesses? Where have you placed your emphasis? What profit level have you achieved? What has happened to sales revenue? What margin have you achieved? How do you compare to norms for your industry?

5. Competitive Analysis: Look at key individual competitors. What do you know about them? How do you compare to each competitor on a list of important performance measures? Where do you rank in each major market segment? Who must you beat in each segment? What are each competitor’s primary strengths and weaknesses? What do your customers and suppliers say about your major competitors? What public information is available on your competitors? Can you estimate key information about privately-held competitors?

6. Primary Objectives: After a careful analysis of the industry, your company, and your competitors, what will be the primary business objectives of your organization for the next two years? The objectives should be realistic given of your creativity, expected resources, trends in your primary industry, and the anticipated responses of key competitors. Try to keep the number of objectives to the handful that will set the stage for the larger number of actions you will need to accomplish to reach your new goals. Some possible objectives might be total annual revenue, gross margin percentage, and level of fixed expenses (the three factors that determine your break even point in any business). Other important objectives might be inventory turnover and days sales outstanding for accounts receivable (major working capital considerations). A final measurement could be employee productivity measured in terms of sales revenue and/or gross profit dollars per employee or per payroll dollar.
7. Two-Year Planning Statement: Determine the primary objectives then prepare a two-year planning statement in narrative form. The narrative helps to uncover objectives that are mutually exclusive. You might separately list conflicting objectives, but it will be very difficult to write a sensible narrative that includes such conflicts in logic.

8. Specific Action Plans: Base your action plans on the strategy defined by your primary objectives. Each action plan will be in support of one of the objectives and will include the series of steps needed to complete the action, along with target dates. Assign each action plan to a single management individual. The manager assigned is responsible for overall coordination and completion of the action plan. Others may handle certain steps, but there remains a clearly placed responsibility for completion of each action plan. It also helps to include preliminary cost and benefit estimates to help with priorities and budgeting.

9. Monitoring Procedures: Planning is a process, not an event. Part of the process is to establish the means for measuring progress. Regular reviews of the business plan’s progress are vital to keep actions and plan modifications up-to-date. We recommend monthly management meetings. Where we assist in the business planning process, we establish a schedule of the review meetings and we attend as the outside advisor. Experience clearly shows that independent participation, both during plan development and plan implementation, is a positive influence on the ultimate results. An independent facilitator can hold owners accountable for implementing and supporting the plan whereas employees generally cannot.
10. Commitment: The management team’s commitment to the business plan is the final and vital step. The owner and the management team consider what they must do. They look at their industry, they look at their company and its resources, they consider the competition, and they review what they want to accomplish. It is a time for each individual to commit to making the plan happen. Is anything out-of-whack? Are there any personal reservations? If so, review the concerns and adjust if necessary. 

As the plan facilitator, we also make a commitment to the feasibility of the plan. We insist on being involved in the plan’s implementation for the duration of the planning period. We continue to hold the team accountable for doing what they said they would do. In turn, the management team holds us responsible for building a plan that is workable given the firm’s resources. The reviews help keep the plan on track and allow for adjustments as we gain experience during the planning period.

When everyone is fully in support and committed to the completed plan, it is not the end of the planning process, it is the beginning of a two-year business adventure!
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