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Business Planning Manual

OBJECTIVE

RELATED ACTIVITIES

TIME

Introduction

•
•
•
•

Brief Introductions and registration
Icebreaker
Set Ground Rules
Topic Introduction: Key Definition and
Concepts in business Planning

30
minutes

Objective 1: Understand
what is a business plan

•
•

Discussion on business planning
Discussion on terminologies used in
business planning
Discussion on characteristics of a
good business plan

60
minutes

Time: 9hours (3 sessions of each 3 hours)

Objectives:
By the end of this session the participants should be able to:
• Understand what a business plan is

•

• Identify the essence of a business plan among the entrepreneurs
• Demonstrate understanding of the different sections of a business plan
• Develop various financial statements of a business

Objective 2: Identify the
essence of a business plan
among the entrepreneurs

•

Discussion on the reasons why
entrepreneurs should develop
business plans

30
minutes

Objective 3: Demonstrate
understanding of different
sections of a business plan

•

Mention all basic sections
of a business plan.
Discuss all sections of a business plan
in details

180
minutes

Objective 4: Develop
various financial statements
of a business

•

Discuss income statement, balance
sheet and cash flow projections
of a business
Assist participants in developing their
own financial statements

90
minutes

Assist participants in developing
their business plan step by step after
discussing each and every section of
the business plan
Review two business plans developed
by two participants

120
minutes

Participants’ questions and comments
Facilitator’s summary Closing Remarks

30
minutes

• Develop their own business plan

•

Materials required for training:
• Flip charts
• Identification tags
• LCD projector

•

• Marker pens in different colours
• Manila papers of different colours
• Pens and notebooks for participants

Objective 5: Develop their
own business plan

• Calculator

•

Closing

TOTAL

4

•

•
•

540
minutes
(9 hours)
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BUSINESS
PLANNING
A goal without a plan
is just a wish.
Antoine de Saint-Exupéry

Introduction
Mutuku and Mwanzia: To Plan or Not to Plan?
Mutuku and Mwanzia grew up together in their village and were very good
friends. They completed their high school education but could not secure
good jobs in the city. Both their parents were getting old and could not
manage their farms by themselves. Mutuku and Mwanzia wanted to return
and make sure that they would be earning enough to support their family on a long-term basis. For this, they decided to help their parents with
the farm.
Upon their return, Mutuku went straight ahead and continued with the
farming practices that his parents were used to.
Mwanzia on the other hand, took a different approach. He started talking
to the farmers in his own village, so that he could find out what crops were
being grown in the area. He realized that most farmers were growing the
same crops: beans, onions and maize. When asked why, they said because
everyone else did; it was what they had always grown. He also learnt that
these farmers were selling their produce to the first buyer who came to the
farm. Mwanzia decided to find out other products that could be produced
in the area. He went to the nearest town where he talked to shopkeepers and traders, and found out that there was a high demand for garlic.
He went to the local library to research and also talked to the agricultural
experts in the area on the benefits and drawbacks of planting garlic in the
area. Mwanzia found out that growing garlic was like growing onions, so it
would not be difficult to produce.
Mwanzia went ahead and found three shopkeepers who said that they
would buy garlic from him, provided it was of good quality. He was also
able to find other wholesalers who would buy the other common farm
products as long as they were of high quality. Before investing in garlic
farming, Mwanzia realized that he needed to know if he could make a profit
by growing and selling garlic in addition to the other produce at the market
rate provided by the sellers. He visited a neighbouring village, where farmers helped him calculate how profitable garlic is. Mwanzia then approached
an extension worker from the local community organization who advised
him to start garlic production by planting 1 acre with the new crop and
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plant beans, onions and maize on the rest as a start. The extension worker
told him he should be able to harvest about 750 kg to 1000kg from the acre
of garlic and advised him on better methods of planting the other common
crops. After completing his investigations, Mwanzia decided to grow garlic
on 1 acre of his farm and plant beans, onions and maize on the rest.

After harvesting, Mutuku and Mwanzia met at the local market with their
produce. In addition to the 900kg of Garlic, Mwanzia had produced three
times more of the beans, onions and maize than Mutuku, yet they had almost the same size of farms. Mwanzia was able to sell all his produce to
the shopkeepers and wholesalers that he had made agreements with, while
Mwanzia had to wait for many days before all his produce had been sold.

Reflection Questions:
1. What did Mwanzia do that Mutuku did not do?
2. What specific steps did Mwanzia take before engaging in farming?
3. What were the advantages of taking these steps?

Business Planning: What is it?
Business planning is the foundation of every successful enterprise and as
such, every entrepreneur must develop this useful roadmap for his or her
enterprise. It is the process of developing a written formal document commonly referred to as a Business Plan, capturing the goals of the business,
the reasons the business owners anticipate attaining them, and how they
seek to achieve them.

Terminologies in Business Planning
A business goal is a long-term achievable milestone that contributes
to the achievement of the business plan vision. Setting realistic goals is
crucial for a business plan. An example of a business goal is a targeted
annual turnover.
A business objective is a shorter-term achievement envisaged in the business. A goal is broken down to objectives and achievement of several related objectives leads to the attainment of a goal. An example of an objective
is a set weekly or monthly sales target.
A business tactic is a very short-term decision or activity that leads
to the achievement of a business objective; for example giving a discount
on purchases.
10

A DREAM WRITTEN
DOWN WITH A
DATE BECOMES
A GOAL.

A GOAL BROKEN
DOWN INTO
STEPS BECOMES
A PLAN.

A PLAN BACKED
BY ACTION MAKES
YOUR DREAMS
COME TRUE.

What is a Business Plan?
The goal here is to have an understanding of what a business plan is, and its
usefulness to entrepreneurs.
A Business plan is a description of your business idea(s), and how you
plan to start your business. It can help you envisage your future and avoid
horrible surprises by projecting start-up capital and showing what needs
to be done, and when. The Business plan can help decide whether the
business idea is workable and worth spending your resources (money and
time) on. It one of the vital and mandatory document used to explain the
business idea to others especially if seeking for financial support from
financial institutions.

Why is a business plan useful to an entrepreneur?
The following are some of the reasons an entrepreneur needs
a business plan:
a. Growing an existing business: an entrepreneur needs to know how
to reorganize his or her resources to stimulate the growth of an
existing business.
b. Attaching to a business loan application: A business plan is one
of the crucial documents required in loan/credit application from
various financial institutions. To make a financing decision, a financial
institution would be able to understand the business or the potential
business based on facts.
c. Attracting investors for a business: Investors would like to understand
the profitability of their intended investment from financial facts
and figures.
d. Starting a new business: an entrepreneur would like to know how to
start a business following the right procedure, starting from the initial
planning on paper.
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e. Valuation of the business: Valuation of a business is crucial, especially when it is changing ownership. The buyer or inheritor would like
to know the history and past performance trends of the business. Tax
agencies also use the business plan to calculate taxation obligations.
f. Professional use: Business plan is crucial for sharing true business
information for professional use, such as sharing with lawyers.
g. Creating new business linkages: Engagement with new business
linkages involves the communication of authentic business information
so that they are able to make decisions.
h. Sharing with the management team and employees: Sharing relevant
sections of the business plan helps the management team or
employees to understand their contribution to the success
of the company.

What are the Characteristics of a good
business plan?
A business plan, just like any crucial document or write–up, should be well
written. And in order to know if a business plan is good or mediocre it is
good you read it through. Being a crucial document, it specifies and discusses the following aspects of a business:

What are the Qualities of a Good Business Plan?
1. A business plan should be detailed.
When stating your products and/or services, you should give full description but not enumerating or listing them. Apart from writing the full description, you should indicate the scope of your products and/or services
and also how you will market them to your targeted customers.

2. It should include market research that identifies your competitors.
Market research should be conducted in order to identify your competitors,
their market share and the range of the products they sell. From the competitor’s information, you can be able to learn some strategies to apply to
your business. In addition, competitors’ research gives opportunity to the
new entrant into the business to learn some basics of the business.

3. It should be written in formal format and style.
A business plan should be written in a formal and understandable language
since it may be presented to financial institutions, potential partners etc. So
it is advisable that the style should also be presentable and easy to follow.

• The nature of the business and its identity.

4. It needs to have a list of everything you need to run the business

• Specific purpose and objective of the business existence in competition
with many businesses.

A business plan should indicate all that is required in running the business,
for instance, equipment, raw materials, technology and other resources
that you may require when starting and running your business venture.
Having all listed in details will give you an idea of how much working capital you need before you can start and how much money you should make
in a day in order to cater for daily costs and earn a profit.

• Business products and/or services.
• Business marketing tactics.
• Business goals to be achieved.
• Market gap - the market gap that your business plan to fill.
• Your future plans for the business.

5. A business plan should be error-free

• Your financial status prior to starting your business.

Your business plan portrays who you are as a businessperson and therefore
if it is messy, that is full of mistakes, then that does not speak well of you.

By having the above information, it is clear that a business plan is like a
blueprint that will help every entrepreneur in starting and managing any
kind of business.
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Let us Start Preparing Our Business Plans
What are the parts of a Business Plan?
While business plan templates vary by business, below is an elaboration of
the basic sections and what each section should entail.
For each and every part of the business plan the participants (who are the
smallholder farmers) are expected to develop their own business plan for
their existing business or any business they want to operate in future.

ACTION
SUCCESS

ANALYSIS

TRAINING

DETAILS

1.

Executive Summary

•

A brief overview of the business (usually 1 or 2
pages) based on the breakdown below.

2.

Company
and Business
Description

•

Shareholders and their level of contribution to
capital.
Board of management and their competencies.
Advisors, if any and their competencies.

3.

Products and
services

•
•
•

Long Term Goals of the Business.
Objectives of the business.
Strength, Weaknesses, Opportunities and Threats
(SWOT) Analysis.

4.

Market Analysis

•
•
•
•
•
•
•

Target market envisaged or realized.
Total market value or size.
Targeted market share.
Market and consumption trends.
Profile of existing competitors.
Competitive advantages over competitors.
Unique benefits to clients.

5.

Marketing/Sales
Strategy

•
•
•
•
•

Income sources or streams.
Marketing locations or segments.
Pricing.
Advertising & Promotion.
Selling Strategy.

6.

Staffing and
Management

•
•
•
•

Organogram - Management Organization Charts.
Staffing establishment.
Training programs.
Management Operations.

7.

Financial plan
and Projections

•
•
•
•

Key Assumptions.
Income statement
Starting Balance Sheets.
Cash flow Projections.

8.

Research and
Development

•

Copyrights, Patents and brands.
Product/Service Development.

9.

Sales Pipeline

•

Sales projections envisaged or realized.

10.

Funding
Requirements

•

Amount of funding sought for and suggested
repayment plan.

11.

Appendices

•

Relevant supporting details.

LEADER

MANAGEMENT
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TEAM

PART

•
•
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PART 1.

Executive Summary
The executive summary should appear first in your business plan. It is a
concise overview of your whole business plan. It should be short and must
be well written. Your goal is to draw readers in so they want to learn more
about your business. It should be written after writing the whole business
plan so that you can summarize your thoughts succinctly and accurately.
The executive summary for a business plan should include:
• The name and location of the business
• Business mission and vision statements
• Products and/or services you wish to offer
• Growth Potential: What is the potential for your business?
For instance, what do you hope and intend to achieve in a certain
duration of time?
• Sales & Profit Forecast: Establish a summary of the sales and profit
forecast figure for a certain duration of time.
• Financial Requirements: The amount of money would you require
when starting your business.
• A proper plan on how you will repay loans if any, etc.

Keep your language
strong and positive

Focus on providing
a summary

Executive Summary
of the Business Plan

Keep it short
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Polish your
excutive summary

Put yourself in your
readers’ place

Tallor it
to your audience
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PART 2.

Company and Business Description
The description fills in the crucial information with regard to your company
and business, your customers you plan to serve as well as your business
goals(s). It gives the structure and details of the business and should include
the following information:
• Name of the business.
• Location of the business.
• Business structure, either sole proprietorship, partnership
or limited liability company.
• Details of the business shareholders, the board of management
and advisors if any.
• The customers your business intend to serve.
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PART 3.

Products and services
In this part clearly describe what you are selling whether it is products
and/or services. Details about product and/or service costs, suppliers and
the net revenue expected from the sale of those products and/or services
should also be included in this section. Consider adding pictures or diagrams if possible.
This section should include the following information:
• A detailed description of your product(s) and/or service(s) that
emphasizes customer benefits.
• An explanation of the advantages your product(s) and/or service(s)
has over competitors. This is achieved by carrying out a competitor
analysis.
• The life cycle of your product(s) and/or service(s).
• Crucial copyright or patent, if any in your business.
• Research and development activities of your business that may
lead to production of new products and services.

1. Competitors’ analysis
This analysis entails identifying the strengths and weaknesses of current
and potential competitors. It assists in establishing what makes your product and/or service unique and therefore what attributes make your business
stand out in the market and attract your targeted customers. In the competitors’ analysis, you should be able to respond to the following questions;
• Who are your competitors?
• What products or services your competitors sell?
• What is each competitor’s market share?
• What are your competitors’ pricing policies? And do they have any
effect on your sales strategies?
• What are their past and current marketing strategies?
20
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• What promotional strategies do they use to market their products or
services?
• What are each competitor’s strengths and weaknesses?
• What potential threats do your competitors pose?

2. SWOT analysis
It is an analytical tool to assess your company’s business strategy. The SWOT
acronym stands for Strengths, Weaknesses, Opportunities and Threats. This
tool tests for the viability of a business idea. Below is a SWOT example;

• What potential opportunities do they make available for you?
The above queries assist a businessperson in analysing his/her competitors
and assist also in identifying competitors’ failures in order to avoid them.

1. Identifying
Competitors

6. Benchmarking

2. On-page

Competitors

Analysis

S

W

O

T

STRENGTHS

WEAKENESSES

OPPORTUNITIES

THREATS

• Things your
company does well

• Things your
company lacks

• Qualities that
separate you from
your competitors

• Things your
competitors do
better than you

• Resource limitation
• Internal resources
such as skilled,
• Unclear unique
knowledgeable staff
selling proposition
• Tangible assets
such as intellectual
property, capital,
propietary
technologies, etc.

• Underserved
markets for specific
product
• Few competitors in
your area
• Emerging need to
your products or
services
• Press/media
coverage of your
company

• Emerging
competitors
• Changing regulatory
environment
• Negative press/
media coverage
• Changing customer
attitudes toward
your company

Competitor
Analysis

5. Competitor

3.

Backlink
and PR Analysis

Traffic Analysis

4.

Ranking
of Competitors
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PART 4.

Market analysis
Your market analysis shows that you comprehend all aspects of the industry and the market you are planning to enter. In this part of the business
plan, you will need to use actual data and statistics to talk about where the
market has been, where it is expected to go and how your company will fit
into it. In addition, you will have to provide details about your consumers
such as their income levels, gender, age etc. The market analysis section of
your small business plan should include the following:
• Industry analysis: This analysis entails full information about your targeted industry including the size, growth rate and trends.
• Target market: Who is your ideal customer? It should include data on
demographics of the customers you are targeting, for instance, age,
gender, income level, and lifestyle preferences. It should also include
data on the size of the target market, the purchase potential and how
you intend to reach the market.
• Competitive analysis: Who are your competitors? What are the
strengths and weaknesses of your competitors?

Competitor
Analysis

Market
Analysis

Industry
Analysis

Market
Research

SWOT
Analysis
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PART 5.

ELEMENT

DESCRIPTION

EXAMPLE

Product

This is what you sell, its quality, its packaging,
and the benefits it offers to your customer.
High quality products will make customers
come back to buy again.
***** Very important

Fresh milk can be
pasteurized, sold in milk
ATMs raising the cost by
50% per litre

Price

This is how much you sell your product for,
its price, whether or not you give credit or
discounts. Price is often not as important as
we think: one may buy something because of
his/her proximity to the nearest shop or brand.
Rather than just a low price, most people
actually want the best value for their money.
*** Importance always in relation to quality.

Think of the Yoghurt
brands that come to
mind. Contrast that one
with many others in
terms of value

Place

This is where you sell, from your business site
or after transporting it to a market, directly to
customers or through retailers. It is where the
business is located. For example, items that are
purchased often, like food, will often be closer
to buyers.
*** Important

Visualize your current
place of operation and
your ideal, contrast
‘Place’ based on your
experiences

Promotion

This is how you inform your customers of
your products, through signs and displays,
advertising, or sales talks with customers.
*** Important

What does the phrase
“Mawowo” ring??

Person

Pertains to the entrepreneur’s appreciation
of their potential: strengths and weaknesses.
Continuous self-improvement is necessary and
management of relationships with other people
important to the business and the business
environment.
**** Very Important

Contrast your current
business acumen status
and before the internship

Physical
Evidence

Refers to how the entrepreneur’s products or
services are perceived in the marketplace and
the physical evidence of a business’s presence
and establishment. For entrepreneurs in the
service industries, there should be physical
evidence that the service was delivered.
*** Important

Think of XX as some
common reusable
cooking fat plastic
container used at home.
A family member asks for
a different type of XX??

Process

Processes include sales systems, payment
systems, distribution systems, which ensure
a business is running effectively. Procedures
should be customer-oriented and systematic
for successful product and service delivery
which effectively minimizes costs, maximizing
profit margins
**** Very Important

Name some of the
processes you do on a
daily business in sales

Marketing/sale strategy
Marketing is the act of promoting and selling products and/or services in
the market. It is the process through which goods and services move from
the producer to the consumer. An entrepreneur must be proactive in determining consumer needs and tailoring their products accordingly.
Marketing strategy is the section of your business plan that outlines your
plan of action for finding customers for your business. In developing the
marketing strategy an entrepreneur must consider the following aspects of
the consumers:
• What product and /or services or services do they want to purchase?
• What are they currently purchasing?
• Where do they purchase?
• What other products or services are they likely to purchase?
• Why do they purchase from other sellers?
• When do they purchase from other sellers?
• How much do they purchase from other sellers?
• Which price do they pay?
• What are their tastes and preferences?
• Do they get any extras or rather after sale services from other sellers?
Marketing Mix: It is a combination of seven factors commonly referred to
as 7Ps.They are factors that a company deals with in order to efficiently
market their products and services. These 7 factors include; Product, Price,
Place, Promotion, Person, Physical evidence and Process. These seven factors are usually mixed up until the right combination is found that serves
the needs of the consumers while maximizing profits.

N/B: What is the most important of the 7Ps with regard to your business? They are all important elements to
attract and maintain customers. However, it is difficult to be the best in all areas. It is hard to offer the best
quality, at the lowest price, in the best location with the best promotion, be the best entrepreneur, all at the
same time. It is better to find out what is most important and focus on that.
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PART 6.

Staffing and management
GO THROUGH
YOUR EXISTING
MARKETING
PLAN

REVIEW &
REASSESS

PERFORM
MARKETING
RESEARCH

MARKETING
STRATEGY

SET
MARKETING
GOALS

DEFINE
MARKETING
STRATEGIES

The core of any business is its staff or rather the employees. If the staff is
unskilled and not friendly to customers and clients even the best business
ideas will not succeed. The management of the business needs to assure
investors and lenders that you have a top-notch team lined up to work for
your company. After the market analysis, the business plan should outline
the way that your organization will be set up. This section outlines the details of your company managers and summarize their skills and job responsibilities. It is also crucial to indicate the nature of your business whether
it will operate as a sole proprietorship, a partnership or a business with
a different ownership structure. Also, if you have a board of directors,
you will need to identify its members. This section should answer the
following questions:
• Who will manage the company and each of its departments?
• What are the managers’ skills, experience and qualifications?
• How many employees are needed?
• What are the specific jobs and responsibilities for each and every employee?

MARKETING
PLAN

28

DEFINE
MARKETING
MIX

DEFINE
MARKETING
STRATEGIES

• How will the company pay the employees?
• How will employees get training?
After hiring the right personnel, you need to integrate them into the development process by assigning tasks and responsibilities to them. Finally, the
whole team needs to know what their specific roles within the company
are and how each interrelates with every position within the development
team. In order to do this, it is advisable to develop an organizational chart
for your development team that maps out your chain of command.
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PART 7.

Financial plan and projections
The essence of having financial projections is to show you that you have
worked through the numbers and came up with a plan to make a profit.
Great ideas are nice, but you need cash flow to start up a business and sustain it long enough to gain a considerable market share.
• What are the sales projections and cash flow for your business in the
first year?
• What are your initial operating costs?
• How much do you need for your personal expenses, and where will
the funds come from?
• How will you finance your business?
• Do you have a bank loan or any credit?
• How long will it take to break-even for your business?
The financial section of your business plan determines whether or not your
business idea is viable and will be the focus of any investors who may be
attracted to your business idea. The financial section is composed of three
financial statements: the income statement, the cash flow projection, and
the balance sheet. It also should include a brief explanation and analysis of
these three statements.

Taking stock of expenses
A business has two categories of expenses:
start-up and operating expenses.

Start-up expenses
All the costs of starting up your business and running it should be considered as start-up expenses. These start-up expenses include:
• Registration fees of your business.
• Starting inventory for your business.
30
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• Rent deposits for your business.
• Down payments on a property.
• Down payments on equipment etc.

The result of the above formula will give you the total units of product you
need to sell at your selling price before you can break even. If you want to
know the break-even revenue, you simply multiply the break-even units by
the selling price. That is:
Break-even Revenue = Break-even Units x Unit Price

Operating expenses
Operating expenses are the costs of sustaining your business in the market or rather running your business. These expenses are termed as your
monthly expenses. These operating expenses may include:

Example: 1

• Communication bills.

We shall use the example below to practice how to calculate Break-Even
Point (BEP) both in Price and in Units. Let us assume that your monthly fixed
costs comprise of rent Kshs 20,000, Salaries Kshs 150,000, Depreciation
Kshs 30,000, and other fixed costs Kshs 50,000. The variable costs of your
product sum up to Kshs 10,000 while you sell at Kshs15,000. The breakeven point will be calculated as follows:

• Raw materials.

Total Fixed Costs = Kshs 250,000

• Storage costs.

Variable Costs = Kshs 10,000

• Distribution costs.

Price = Kshs 15,000

• Promotion costs.

Remember that Break-Even Point (in Units) = Fixed Costs/(Price – Variable
Costs)

• Your own salary and that of your employees.
• Rent or mortgage payments.

• Loan payments.
• Office supplies.
• Maintenance costs.
Monthly expenses can be multiplied by six, so that a six-month estimate
of your operating expenses is identified. Adding this amount to your total
start-up expenses list and it gives you your complete start-up costs.

Break-Even Point (BEP) of a Business
Break-even point analysis is a key financial analysis tool which you need to
understand how to use as a business owner. It will help you in your pricing
decision. Break-even point is the point at which sales equal costs. That is,
a point at which you are able to sell enough units of your product to cover
your cost without making a profit or taking a loss. If you sell more quantity
at the same price, you will make a profit but if you sell less quantity at your
usual price, you make a loss.
To calculate break-even point, you need to get the value of the price, total
fixed costs and your variable costs. We can then do a simple calculation by
using this formula:
Break-Even Point (in Units) = Fixed Costs/ (Price – Variable Costs)
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Then BEP (in Units) =250,000/ (15,000 – 10,000)
BEP (in Units) = 50 Units
This means that you have to sell 50 units of your product per month before you can break-even, that is, no gain, no loss.
To know the amount you need to earn as revenue to break-even, you will
multiply the break-even units by the price of the product.
Break-even Revenue (Kshs): 50 units x Kshs 15,000 = Kshs 750,000

N/B: After calculating your Break-Even Point, if it seems unrealistic to
achieve your Break-even sales, it will be good you reduce your fixed costs
to a reasonable level as much as possible. The secret here is that, the less
you spend on fixed overheads, the less you will have to sell to achieve your
break-even sales. For instance, if you reduce the salary you are paying out
by half, your business might be more efficient as you will not need to be
paying too much expenses. The less your fixed expenses, the more of your
revenue you can retain as profits.

Now you can begin to put together your financial statements for your business plan starting with the income statement.
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a. Income Statement
An income statement, also called a profit and loss statement, lists a business’s revenues, expenses and overall profit or loss for a specific period of
time. An income statement reports the following line items:
• Sales: Revenue generated from the sale of goods and services.
• Cost of Goods Sold: Including labour and material costs.
• Gross Profit: The cost of goods sold subtracted from sales.
• General and Administrative Expenses: Includes rent, utilities,
salary, etc.

The relationship between these elements of financial data is expressed with
the equation:
Assets = Liabilities + Equity.
For your business plan, you should create a balance sheet that summarizes the information in the income statement and cash flow projections.
A business typically prepares a balance sheet once a year. Once your balance sheet is complete, write a brief analysis for each of the three financial
statements. The analysis should be short with highlights rather than indepth analysis. The financial statements themselves should be placed in
your business plan’s appendices.

• Earnings Before Tax: Your business’s pre-tax income.
• Net Income: The total revenue minus total expenses, which gives the
profit or loss.

Difference between an income statement
and balance sheet

The end goal of the income statement is to show a business’s net income
for a specific reporting period. If the net income is a positive number, the
business reports a profit. If it is a negative number, the business reports a loss.

The income statement and balance sheet report different financial accounting information about your business. The key differences between
the two reports include:

N/B: While established businesses normally produce an income statement
each fiscal quarter or once each fiscal year, for the purposes of the business
plan, an income statement should be generated monthly for the first year.
If you have a product-based business, the revenue section of the income
statement will look different. Revenue will be called sales and you should
account for any inventory.

• Line Items Reported: The income statement reports revenue, expenses
and profit or loss, while the balance sheet reports assets, liabilities and
shareholder equity.

(See a sample of an income statement- Handout 1 in the Appendices of the manual)

• Metrics: The line items on the income statement are compared to the
sales figure to find your company’s gross margin, operating income
and net income, as percentages. The line items on the balance sheet
can be used to understand the liquidity of your business.

b. Starting Balance Sheet
The Balance Sheet is a snapshot of the business at any point in time.
In the case of a business start-up, it is often the starting balance sheet.
A balance sheet summarizes all the financial data about your business in
three categories:
• Assets: Tangible objects of financial value that are owned by
the company.
• Liabilities: Debt owed to a creditor of the company.
• Equity: The net difference when the total liabilities are subtracted from
the total assets.

• Timing: The income statement reports on financial performance for a
specific time range, often a month, quarter or year. The balance sheet
reports on financial activity for one specific date.

(See a sample of a pro forma balance sheet -Handout 2 at the Appendices of the manual)

c. Cash Flow Projection
The cash flow projection shows how cash is expected to flow in and out of
your business. It is an important tool for cash flow management because
it indicates when your expenditures are too high or if you might need a
short-term investment to deal with a cash flow surplus. As part of your
business plan, the cash flow projection will show how much capital investment your business idea needs.
For investors, the cash flow projection shows whether your business is
a good credit risk and if there is enough cash on hand to make your business a good candidate for a line of credit, a short-term loan, or a lon-

34

35

ger-term investment. You should include cash flow projections for each
month over one year in the financial section of your business plan.
N/B: Do not confuse the cash flow projection with the cash flow statement. The cash flow statement shows the flow of cash in and out of your
business. In other words, it describes the cash flow that has occurred in
the past. The cash flow projection shows the cash that is anticipated to be
generated or expended over a chosen period in the future.
There are three parts to the cash flow projection:
• Cash revenues: Enter your estimated sales figures for each month.
Only enter the sales that are collectible in cash during each month you
are detailing.
• Cash disbursements: Take the various expense categories from your
ledger and list the cash expenditures you actually expect to pay for
each month.
• Reconciliation of cash revenues to cash disbursements: This section
shows an opening balance, which is the carryover from the previous
month’s operations. The current month’s revenues are added to this
balance, the current month’s disbursements are subtracted, and the
adjusted cash flow balance is carried over to the next month.
Cash flow projection allows entrepreneurs and firms plan their businesses.
It is the backbone of good cash flow management. The cash flow projection is a good idea for a company that is just starting up. It prevents errors
in cash management, allowing better estimates of expenditure and revenue
as well as future financial expectations.

Advantages of projecting cash flow
Estimating anticipated cash flow projections can help boost your business’s
success. Projecting cash flows has many advantages. Some pros of creating a cash flow projection include being able to:
• Predict cash shortages and surpluses
• See and compare business expenses and income for periods

Cash budget
Another financial document entrepreneurs should develop is a cash budget. A cash budget is an estimation of the cash flows for a business over a
specific period of time. This budget is used to assess whether the entity has
sufficient cash to operate. Preparing a cash budget requires information
about cash receipts and cash disbursements from all the other operating
budget schedules. Cash budget helps the managers to determine any excessive idle cash or cash shortage that is expected during the period. Such
information helps the managers to plan accordingly. For instance, if any
cash shortage in expected in future, the managers plan to change the credit policy or to borrow money and if excessive idle cash is expected, they
plan to invest it or to use it for the repayment of loan.
(See a sample of a cash budget form - Handout 4 in the Appendices of the manual)

What Financial Service Providers Look for in a Business Plan?
Financial Service Providers (FSPs) use the business plan to determine the
amount of loan to advance to businesses depending on their capacity to
repay, with the requisite interest.

The 5Cs of Credit Analyst Checklist
In order to award a loan to a business, the financial service provider scrutinizes the following about your business - summarized in ‘5Cs’
• Capacity: Does the business have the capacity to repay the loan?
• Collateral: If the business fails to repay the loan, what will the bank
take as collateral?
• Capital: What is the amount of capital the business owner would lose if
the business fails?
• Conditions: Is the business environment supportive of its growth and
ability to repay the loan?
• Character: Can the business owner be trusted to repay the loan basing
on his or her personal character?

• Estimate effects of business change (e.g., hiring an employee)
• Prove to lenders your ability to repay on time
• Determine if you need to make adjustments (e.g., cutting expenses)
(See a sample of a cash flow projection for a whole year - Handout 3 in the Appendices
of the manual)
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PART 8.

Research and development
In any industry, research and development plays a vital role in a company’s
future existence. It is important that the nature and extent of any research
and development work necessary before a product or service can be marketed is discussed in detail. It is also important to discuss any intended
future developments of your product or service such as changes to meet
future market demands or new product or service developments.

A. Development Status and Tasks
• Explain the technology road map for your current products and services. Explain the current status of each product or service and explain
what needs to be done to make it marketable.
• Describe the expertise that the company will require to complete this
development work and outline key milestones to be achieved. Include
diagrams where appropriate.
• Discuss any customers or partners that will be involved in this work.
B. Difficulties and Risks
• Present any major anticipated research or development problems and
your approach to minimize these risks.
• Discuss any implications of these on the costs and time to market introduction as a result of these problems.
C. Product Improvement and New Products
• Discuss any ongoing research and development work or new product
development planned in order for the company to remain competitive.
Discuss any customers or partners that will be involved in this work.

38

39

D. Costs
• Detail and explain the research and development budget, including the
costs of labour, equipment/materials etc.
E. Intellectual Property Issues
• Detail any patent, trademark, copyright or intellectual property rights
(“IPR”) that the company currently owns or uses or is seeking.
• Identify any rights or restrictions relating to your ownership or right to
use any of this IPR (e.g. historical or existing contracts).
• Explain (if appropriate) any unresolved issues in respect of the above
(e.g. restrictions on the ownership or right to use/commercialize any
of this IPR).

How you approach SCP innovation and adopt SCP technologies will depend on your business. Usually, it can be to reduce costs of production,
improve productivity, enhance an existing product or service, business expansion, or a complete change of direction. Either way, a cost benefit analysis of the SCP technology you wish to establish is necessary to establish
the benefit and the impact towards the business.

It may seem risky to try something new, untested and unproven. However,
the biggest risk for a business in modern times is not innovation, and in this
case, not adopting SCP technologies. Business not deemed as environmentally sustainability run the risk of declining productivity and efficiency,
losing market share to competitors or eventually running out of business. It
is thus important to include the SCPs you intend to adopt in your business
plan under this research and development section.

Being a Sustainable Consumption and Production (SCP) Project, it is important to look at SCP technologies and their impact in your businesses
under this section on research and development. As the world moves towards environmental conservation and concerns over health and wellbeing, adoption of SCP technologies can be critical for achieving success in
a business. Adoption of SCP technologies can help you edge out competitors and increase your market share, generate profits and solve problems.
Some of the key practical benefits of adopting SCP technologies are:
• Improved productivity.
• Reduction in the costs of production.
• Increased competitiveness.
• Improved brand recognition and brand value.
All the above will eventually result to increased sales turnover and improved
profitability of the business. Moreover, SCP innovation will allow problem
solving by enabling creative insights that allow businesspersons to look at
challenges from a different perspective, regardless of whether you are developing and introducing a new product into the market, refreshing your
business strategy or finding a unique way to stay ahead of the competition.
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PART 9.

Sales Pipeline
A sales pipeline is a visual snapshot of where prospects are in the sales
process. Sales pipelines show you how many deals a business is expected
to close in a given week, month or year. Your sales forecast is the backbone of your business plan. People measure a business and its growth
by sales, and your sales forecast sets the standard for expenses, profits
and growth. When it comes to forecasting sales, do not fall for the trap
that says forecasting takes training, mathematics or advanced degrees.
Forecasting is mainly educated guessing. So do not expect to get it perfect;
just make it reasonable. There is no business owner who is not qualified to
forecast sales, you don’t need a business degree or accountant’s certification.
What you need is common sense, research and motivation to make an
educated guess.

Your sales forecast in a business plan should show sales by month for the
next 12 months at least and then by year for the following two to five years.
Three years, total, is generally enough for most business plans. If you have
more than one line of sales, show each line of sales separately and add
them up. If you have more than 10 or so lines of sales, summarize them and
consolidate. Remember, this is business planning, not accounting, so it has
to be reasonable, but it does not need too much detail. Here are some tips
to get you started:
• Develop a unit sales projection. Where you can, start by forecasting
unit sales per month. Not all businesses sell by units, but most do, and
it is easier to forecast by breaking things down into their component
parts. Product-oriented businesses obviously sell in units, but so do a
lot of service businesses. For example, smallholder farmer sell milk or
mangoes or other agricultural products, accountants and attorneys sell
hours, taxis sell rides and restaurants sell meals.

42

43

• Use past data if you have it. Whenever you have past sales data, your
best forecasting aid is the most recent past. There are some statistical
analysis techniques that take past data and project it forward into the
future. You can get just about the same results by projecting your two
most recent years of sales by month on a line chart and then visually
tracking it forward along the same line. Statistical tools are a nice addition, but they are rarely as valuable in a business plan as human common sense, particularly if it is guided by analysis.
• Use factors for a new product. Having a new product is no excuse for
not having a sales forecast. Of course you don’t know what is going
to happen, but that is not an excuse for not drafting a sales projection.
Nobody who plans a new product knows the future and therefore, you
simply make an educated guesses. So break it down by finding important decision factors or components of sales. If you have a completely
new product with no history, find an existing product to use as a guide.
For example, if you as a smallholder farmer you have come up with a
value-added product, for instance a juice, then base your forecast on
sales of a similar juice in the market. Analysts projected sales of fax
machines before they were released to the market by looking at typewriters and copiers.

The cost of sales is not what you pay salespeople or for advertising. It is the
amount you pay to buy what you sell. This is usually easy to understand. In
any retail store, for example, the cost of goods sold is what the store pays
for the products it sells. In service businesses, the costs of sales can be less
obvious, but it can still be figured out.

Finally, in a fifth and final section, you multiply unit sales times average cost
per unit to calculate your cost of sales. This gives you a sales forecast that
you can use for the rest of your financial projections. The first place you will
use it is at the beginning of your profit and loss statement, which normally
starts with sales and cost of sales.

Of course, not all businesses fit easily into the units sales model. Some
business plans will have sales forecasts that project sales only, by line of
sales, and then direct costs, by other factors. For example, a taxi business
might simply estimate total fares as its sales forecast and gasoline, maintenance and other items as its cost of sales. In the end, it is always your plan,
so you have to make the decisions that are best for you. The sales forecast
must reflect your business strategies and objectives.

• Break the purchase down into factors. For example, you can forecast
sales in a restaurant by looking at a reasonable number of tables occupied at different hours of the day and then multiplying the percent
of tables occupied by the average estimated revenue per table. Some
people project sales in certain kinds of retail businesses by investigating the average sales per square foot in similar businesses.

Be sure of project prices
The next step is prices. You have projected unit sales monthly for 12 months
and then annually, so you must also project your prices. Think of this as a
simple spreadsheet that adds the units of different sales items in one section, then sets the estimated prices in a second section. A third section then
multiplies units times price to calculate sales. The math is simple but the
hard part is making that estimated guess of unit sales.

A fourth section of your projected prices will set the average costs per unit.
You want to set costs because a lot of financial analysis focuses on gross
margin, which is sales less cost of sales. For financial reasons, cost of sales,
also known as costs of goods sold and direct costs, are different from the
other expenses that come out of profits.
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PART 10.
Funding requirements
The funding requirements section, explains how much money the business
now needs, when is it needed and what the business plans to do with it.
It also contains information about the repayment plan.

PART 11.
Appendices
The appendices of the business plan contain the relevant supporting documents for the business. The impetus for creating this section is to back up
what you have stated in your business plan by providing the full documents.
It allows the main body of the plan to read as a cohesive document that focuses on each aspect of your business without getting bogged down with
numbers and implicit details.
There are specific documents that investors may want to see. Although this
may vary according to your type of business and stage of business development, such documents may include:
• Cash flow statement
• Income statement
• Balance sheet
• Detailed financial projections
• Capital equipment list
• Résumés of key officers
• Letters of support, reference, or credibility
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Other documentation that may assist you in obtaining funding, selling,
or monitoring your business may include:
• Marketing plans

APPENDICES

• Letters of intent
• Credit reports
• Expansion plans
• Legal document applicable to the business

Handout 1: A sample of an Income Statement

• Census or demographic data

This sample of an income statement shows the different figures used to
calculate net income, the layout of the report and how it differs from a
balance sheet:

• Industry awards or customer letters
N/B: List the documents that are included in the appendices in a separate
table of contents and check the order of the table against the order they
are found in the appendix.

Example Company - Income Statement
For the first six months ended June 30, 2020
Sales

Kshs 530,000

Other Revenues

A business plan is not just something needed for possible investors and
lenders. It forces the aspiring entrepreneur to make a harsh and realistic
analysis of his/her dream business.
The would-be owner must address all the different parts of the business if
he/she wants to have a chance at success.

Interest revenues

3,000

Gain from sale of investments

2,000

Total Revenues

535,000

Cost of goods sold

(100,000)

Gross profit

435,000

Operating expenses
Advertising expense

10,000

Administrative expenses
Office supplies

150,000

Equipment expenses

200,000

Total operating expenses

360,000

EBITDA

75,000

Depreciation

(5,000)

EBIT

70,000

Interest expense
Net Profit

(500)
Kshs

69,500

EBITDA stands for Earnings Before Interest, Taxes, Depreciation and Amortization and is a metric used to evaluate a company’s operating performance. It can be seen as a proxy for cash flow from the entire company’s
operations.
Whereas EBIT stands for Earnings Before Interest and Taxes and it is a company’s net income before income tax expense and interest expenses have
been deducted.
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Handout 2: A Sample Balance Sheet

Handout 3: A sample of a cash flow projection

Most accounting balance sheets classify a company’s assets and liabilities
into distinctive groupings such as Current Assets; Land and Equipment;
Current Liabilities and stockholders’ equity. These classifications make the
balance sheet more useful. The following is an example of a balance sheet
for a smallholder farmer operating a small business;

Example Company - Cash Flow Projections
January to December, 2020

Cash at Start
of Month

Kshs

Current assets

LIABILITIES

February

March

April

May

June

100,000

65,000

85,000

105,000

125,000

145,000

100,000

100,000

100,000

100,000

100,000

100,000

50,000

50,000

50,000

50,000

50,000

50,000

0

0

0

0

Cash Coming In

Example Company - Balance Sheet
December 31, 2018
ASSETS

January

Sales Paid (75%)
Kshs

Collections
of credit sales

450,000

Loans & transfers

100,000

0

Current liabilities

Cash

200,000

Account payable

Account receivable

330,000

Current Borrowing

390,000

Total Cash In

250,000

150,000

150,000

150,000

150,000

150,000

Total liabilities

840,000

Total Cash
(cash in & cash at
start of month)

350,000

215,000

235,000

256,000

276,000

296,000

Inventory
Supplies
Total current assets

50,000
20,000
600,000

Long term assets

Cash Going Out

STOCKHOLDERS’ EQUITY

Land

500,000

Common stock

Equipment

200,000

Retained earnings

Total long assets

700,000

Total stockholders’ equity

460,000

1,300,000

Total liabilities and equity

1,300,000

Total assets

400,000
60,000

Inventory

50,000

50,000

50,000

50,000

50,000

50,000

Rent

10,000

10,000

10,000

10,000

10,000

10,000

Wages

20,000

20,000

20,000

20,000

20,000

20,000

Advertising
expense

10,000

10,000

10,000

10,000

10,000

10,000

Office supplies
expenses

150,000

0

0

0

0

0

Miscellaneous

20,000

20,000

20,000

20,000

20,000

20,000

Loan Payments

20,000

20,000

20,000

20,000

20,000

0

Taxes
Total Cash Out
Cash at End
of Month

5,000

0

0

0

0

0

285,000

130,000

130,000

130,000

130,000

110,000

65,000

85,000

105,000

125,000

145,000

185,000

Note:
• The assumption made when generating the above cash flow
projections was that; 75% of sales will be collected every month.
• It is should be noted that it is advisable to make a cash flow projection
for less or 12 months but not exceeding 12 months and should be
updated monthly.
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Handout 4: A sample of a cash budget for the year 2020

Example Company - Cash Flow Projections
January to December, 2020
July

Cash at Start
of Month

August

185,000

70,000

September

110,000

October

150,000

November December

190,000

Example - Cash Budget
For the Year Ending December 30, 2020

230,000

Quarter 1

Quarter 2

Quarter 3

Quarter 4

100,000

105,000

185,000

150,000

Cash sales

300,000

300,000

300,000

300,000

Collection from credit sales

150,000

150,000

150,000

150,000

Cash Coming In
Sales Paid (75%)
Collections
of credit sales
Loans & transfers
Total Cash In
Total Cash
(cash in & cash at
start of month)

100,000 100,000
50,000
0

50,000

100,000

100,000

100,000

100,000

50,000

50,000

50,000

50,000

0

0

0

0

0

150,000 150,000

150,000

150,000

150,000

150,000

335,000 220,000

260,000

300,000

340,000

380,000

Inventory

50,000

50,000

50,000

50,000

50,000

50,000

Rent

10,000

10,000

10,000

10,000

10,000

10,000

Wages

20,000

20,000

20,000

20,000

20,000

20,000

Advertising
expense

10,000

10,000

10,000

10,000

10,000

10,000

Office supplies

150,000

0

0

0

0

0

Miscellaneous

20,000

20,000

20,000

20,000

20,000

20,000

0

0

0

0

0

0

5,000

0

0

0

0

0

265,000 110,000

110,000

110,000

110,000

110,000

70,000 110,000

150,000

190,000

230,000

270,000

Taxes
Total Cash Out
Cash at End
of Month
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Receipts

Receipts from loans

100,000

0

0

0

550,000

450,000

450,000

450,000

Payment for cash and
credit purchases

150,000

150,000

150,000

150,000

Payment for expenses

120,000

120,000

120,000

120,000

Purchase of non-current
assets

150,000

0

150,000

0

60,000

40,000

0

0

Total Receipts (a)
Payments

Cash Going Out

Loan Payments

Beginning cash balance

Repayment of loans
Tax payments

5,000

0

5,000

0

60,000

60,000

60,000

60,000

Total Payments (b)

545,000

370,000

485,000

330,000

Net receipts (payments) (a-b)

105,000

185,000

150,000

270,000

Other payments

NB: A quarter has 3 months since there are four quarters in a year.
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