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2. Selecting the most EFFECTIVE ECONOMIC activities

The projects proposed for financing under REC should meet one of the following criteria:

1. Development of alternative legal income sources in a community 

2. Investment into a small-scale commercial project on building a sustainable sources of livelihood in a community (e.g. cultivating water organisms, eco-tourism and other activities). 

3. Clean –up of the  polluted coastal areas as one of the community effort  to develop a more sustainable economic base; 

4. Pilot projects on environmental restoration in communities where desertification and deforestation constrain economic development;

5. Training in  additional professional skills that promote sustainable development (e.g. management and marketing, establishing small business enterprise skills, ecotourism);

6. Establishing revolving funds to support community’s sustainable development. 

Consequently, the people involved in the development of the projects should have: 

2.1 Qualities and Skills for Entrepreneurial Success

It takes a certain kind of person to make a successful entrepreneur. A new venture is always risky, and will make heavy demands on your time and your resources, both personal and professional. Specific qualities and skills are required.

2.1.1 Entrepreneurial Qualities

To be successful, you must be aware of your strengths and weaknesses. Many of these qualities can be cultivated, and you can draw on outside resources to fill in any gaps. Please try to answer to the following questions to evaluate your strength and/or weaknesses:

1. Do you have commitment, determination and perseverance?

2. Are you confident that you can succeed?

3. Are you creative and innovative?

4. Do you recognize opportunities when they arise?

5. Are you willing to work hard?

6. Can you handle responsibility?

7. Are you goal-oriented?

8. Are you action-oriented?

9. Do you like to solve problems?

10.  Are you willing to take calculated risks?

11.  Are you a realist?

12.  Are you open to feedback?

13.  Are you adaptable?

14.  Do you believe there’s always a better way to get the job done?

15.  Are you reliable?

16.  Are you a good organizer?

17.  Are you a good communicator?

18.  Do you have a good support network?

2.1.2. Business Skills

Along with the upstanding personal qualities that will help lead you to success, you will also need skills to ensure your business is managed properly. Knowing about your field of business is important, but good management can make or break any business. Once you have your business idea, below are some of the skills you will put into practice as an entrepreneur. You will need to:

Start up

• Prepare your business plan

• Choose an appropriate facility and location

• Obtain necessary licences and permits

• Choose your form of organization and type of ownership

• Arrange your start-up financing

• Determine your initial inventory and equipment requirements

• Decide on pricing

• Set up your record-keeping systems

Finances

• Arrange financing and lines of credit

• Maintain your books and financial records

• Manage your cash flow

• Report and pay taxes

• Plan and monitor your budget

Operations

• Buy supplies and stock

• Buy equipment and machinery

• Manage inventory

• Fill orders

• Ensure accounts receivables are paid in a timely manner

• Manage the facilities

• Pay suppliers

Personnel

• Hire and train employees

• Supervise employees

• Schedule shifts and employees to work them

• Evaluate employees’ work

• Motivate your employees

Sales and Marketing

• Identify your customers

• Identify different customer needs

• Tailor your product or service to your customer’s needs

• Develop new product and service ideas

• Determine appropriate prices

• Create and implement promotional strategies

• Develop promotional materials

• Secure advertising

• Contact customers and make sales

2.2. Selection of possible projects

There are many different ways to look for new business; in the following lists you can find some ideas:

2.2.1  Existing Business

· Buy an existing business 

· Buy a franchise 

· Franchise your business 

· Identify opportunities arising from your current business 

2.2.2 Take Advantage of the Market

· Take advantage of a market switch 

· Capitalize on a growth trend 

· Take advantage of new fashions or fads 

· Cover market gaps or shortages 

· Imitate a successful product or idea 

· Find a good product that has failed 

· Transfer a concept from one industry to another 

· Invent a new product or service 

· Create a market demand 

· Serve unique client groups 

· Take advantage of circumstances 

· Find people with under-used skills 

2.2.3. Ideas for Manufacturing and Assembly

· Locate a patent opportunity 

· Manufacture and market under licence 

· Improve an existing product or service 

· Assemble a product 

· Recycle an existing product 

· Become a supplier 

· Replace imports 

· Cater to discarded markets 

· Target a small part of a large market 

· Add value to existing markets 

· Substitute materials in existing products 

· Find uses for waste materials 

· Combine components 

· Package or unpack existing products 

2.2.4. Become an Agent or Distributor

· Become an agent 

· Become a distributor 

· Become an import distributor or agent 

· Become an export distributor 

· Market someone else's product 

· Expand market areas 

2.2.5. Service/Retail

· Offer discount goods for resale 

· Plan and promote events 

· Provide a consultation or information service 

2.2.1.1 BUY AN EXISTING BUSINESS

When you buy an existing business, you are assuming responsibility to an existing customer base. Buying a business this way, you are most concerned with the ability of the business to continue to earn profits. The price you choose to pay for this business, therefore, is more related to the business' past profit earning record. One commonly accepted way of evaluating this business is projecting its profits for the next three years based on its last three years and discounting the present value (using present value tables) to this year. This suggests that you expect to get your investment back within three years. 

You may also choose to buy a business that is not doing well, believing that you can use your knowledge and talents to make it succeed. Then the value you would place on it would have more to do with the replacement value of the assets of the business (plant, equipment & inventory) taken against what is shown on a current balance sheet, to be the book value of the assets and liabilities. 

Key Questions

· What existing businesses could I buy and operate? 

· What types of businesses am I interested in? 

· What types of businesses would I enjoy operating? 

· What businesses could I run, based on my previous experience? 

· What funds are available to me for the purchase of a business?

2.2.1.2 BUY A FRANCHISE

Buying a franchise involves buying the rights and support systems to own and operate a business that has been designed by someone else. It is a common way of establishing a business. 

Usually, franchise networks are based on a successful business established in one original location. Franchise outlets may then be established in other locations. Each location uses the same company name, operating system, purchasing procedures and management system, and benefits from general advertising campaigns. Each franchise outlet receives varying degrees and types of franchise supports. 

Key Questions

· What kind of business would I like to own as a franchise? 

· Is there a market for the product or service I would be offering? 

· Can I obtain that franchise for my area? How? 

· Will my previous business experience support the type of franchise operation I prefer? 

2.2.1.3 FRANCHISE YOUR BUSINESS

Franchising is one alternative for expanding a successful, existing business. Franchises are generally of two varieties. The franchisee purchases the rights to a single location or buys a master franchise to develop an area (i.e. multiple locations which may then be sub-franchised within a given geographic territory). 

When a business is franchised, a contractual relationship (joint venture) is set up between the successful established business (the franchiser) and the hopeful buyer (franchisee) of a specially prepared copy for sale and lease of this successful business. This copy is based on the key elements of the original concept that are necessary to duplicate the success of the original business in any number of new locations. This copy kit will often include a sub-lease on a location, immediately identifiable changes to the building's exterior, a complete package of leasehold improvements, a furniture and fixtures assortment (all complete with logos and trademarks), an initial inventory package, an initial training package and an on-going support system comprised of accounting, promotion and general expertise in all aspects of the business management. 

In return for providing this turn-key, proven success package , the franchiser expects a franchise fee and will expect to participate in the day-to-day profits of the business itself by means of a royalty (normally, anywhere from 2% on the gross sales revenue to 50% of the net depending on the nature of the business and the degree of involvement required of the franchiser). It is also not uncommon for franchisers to expect from 3% to 5% of a franchisee's revenues to be contributed to a national or international cooperative advertising and promotion budget to promote the entire conceptual entity and corporate identity (product, logos, signage etc.). In theory, then, the purchaser of the franchise package owns their own business, but in practice the franchise contract removes any creative freedom from the operation of that business. 

Franchisers can often generate additional revenues by purchasing inventory and supplying stock to all the franchisees. A margin on the purchased stock or a service charge to the franchisees is quite common. 

Licensing the rights to manufacture products against a proprietary design or process patent is a common form of manufacturing franchise. Common to the construction industry sub-trades such as roofing, gutters, etc. is the licensing for a territory of the rights to a certain product and application of that product arrangement. 

How To Do It

1. Prepare a detailed analysis of your successful business: Is there some aspect of uniqueness to your business that is responsible, in large part, for the success it has enjoyed? Clearly identify it. Relate the gross revenues to the gross expenses to show where the profitability is realized. 

2. Prepare a descriptive location analysis of the key elements of your market area that have contributed to the success of your present location. Prepare an interior floor plan for one or two standard location sizes. What size and configuration works best for your business? 

3. Finally, create master business procedures manual to take someone step-by-step through your day-to-day business operation and prepare the accompanying financial supports (i.e. cash flow projections, start-up costs, working capital requirements). 

4. Franchise offerings are usually promoted through franchise brokers (professional sales agents), trade association newsletters, business opportunities trade fairs or trade magazines. 

2.2.1.4 IDENTIFY OPPORTUNITIES ARISING FROM YOUR CURRENT BUSINESS

You can uncover new business opportunities by analysing your current business operations and finding new directions for your activities. Such opportunities could arise from either the strengths or the weaknesses of the business. To provide new opportunities, strengths can be expanded and weaknesses can be corrected.

Key Questions

· What strengths can we use as a basis for expansion? How? 

· What weaknesses can be corrected or turned into strengths? How? 

· What new opportunities can be identified after considering current strengths and weaknesses? 

2.2.2.1 TAKE ADVANTAGE OF A MARKET SWITCH

When groups of consumers move from one type of product to another on a long-term basis, new business opportunities can result. Market switches create demands for new products and services. 

Key Questions

· Can I think of any market switches that have recently taken place? 

· Can I think of any market switches that may be occurring now? 

· How can I take advantage of these changes in consumer buying habits? 

· Can I address a current market switch by providing the major product or service? 

· Can I provide secondary products or services related to a new major product? 

· Have potential customers indicated a need for the product/service I have in mind? 

2.2.2.2 CAPITALIZE ON A GROWTH TREND

Growth trends occur when increasing numbers of people indicate an interest in certain industries or activities. You can capitalize on such growth trends by offering a product or service related to the growing industry or activity.

Key Questions

· What current growth trends can I identify and what products/services could I provide which would fit into a current/future growth trend? 

· What activities or industries are likely to experience growth in the future? 

· Who has indicated a need for the product or service I am considering? 

2.2.2.3 TAKE ADVANTAGE OF NEW FASHIONS OR FADS

Fashions and fads are constantly changing or being "re-invented". You can take advantage of this by providing a product or service that caters to contemporary fashions or lifestyles. Such a product or service may be something which does not yet exist, or it may be an item which already exists but would benefit from greater promotion. Alternatively, it could be something which existed in a past era -- an idea ready to be recycled . 

Fashions offer longer-term business opportunities while fads are more intense and provide short-term opportunities. Because a fad experiences a rapid rise and fall in popularity, the opportunities presented require a more finely tuned response, first to provide goods, then to reduce inventories.

Key Questions

· Which industries are fashion sensitive? 

· In what industry would I like to promote a fashion or fad? 

· What items from past eras are ready to become popular again? 

· What upcoming events could I use as the basis for a fad? 

· Is there a market for the idea I have in mind? 

2.2.2.4 COVER MARKET GAPS OR SHORTAGES

Market gaps or shortages can occur when a needed product or service is not available or when customer demand is greater than the current available supply. Opportunities then exist for someone to step in and meet that demand. 

Key Questions

· What market gaps am I aware of? 

· What supply shortages am I aware of? 

· How could I find other market gaps and shortages? 

· What market gaps and shortages could I meet by providing needed products or services? 

· Which potential customers have indicated that my perceived gap/shortage is genuine?

2.2.2.5 IMITATE A SUCCESSFUL PRODUCT OR IDEA

It may be possible to find a successful product, service or other business idea and imitate it. 

Key Questions

· What items or services are selling well? Is that market demand likely to continue? 

· What popular products or services could I imitate? 

· What potential customers would purchase my imitation? 

2.2.2.6 FIND A GOOD PRODUCT THAT HAS FAILED

A good product or service sometimes fails due to inadequate marketing, inefficient production methods or other reasons. In such cases, an opportunity still exists to make the product succeed, by identifying the causes of the previous failure and eliminating them. 

Key Questions

· What services or products have failed in the past? 

· Could any of these be made successful now through new marketing methods, new management techniques, better financial support or different business strategies? 

· What changes would be needed to successfully reintroduce the product or service I am considering? Could I carry out those changes? 

· What potential customers have indicated the re-introduced product or service could succeed now? 

2.2.2.7 TRANSFER A CONCEPT FROM ONE INDUSTRY TO ANOTHER

It is occasionally possible to take an idea or method from one industry and successfully transfer it to another. 

Key Questions

· What ideas or concepts do I know of that have been especially successful? 

· In what industries have these been used? 

· Could these ideas be applied to another industry? How? 

· What good ideas could I adapt to another industry or activity? 

· What good ideas from my own industry could be successfully adapted to other industries? 

· What good ideas from other industries could be applied to my industry? 

· Is there a market for the product or service that is created as a result of a transferred idea? 

2.2.2.8 INVENT A NEW PRODUCT OR SERVICE

Inventing a product or service which meets an existing but unaddressed demand can create an excellent business opportunity. 

Key Questions

· What services or products are needed but don't exist? 

· What consumer needs could be met by a new invention? 

· What processes familiar to me could I improve by inventing a new procedure, product or service? 

· What ideas do I have that I could develop into inventions? 

· Is there a market for my invention? 

2.2.2.9 CREATE A MARKET DEMAND

Sometimes you can create a market demand for a product or service by magnifying the popularity and image of a special person, group, enterprise, event or idea. 

Key Questions

· Who or what could be magnified to become the basis of an income-generating enterprise? 

· Could I provide the necessary publicity and promotion? 

· Could I create a demand for the products or services I have in mind? How? 

· What product or service could be sold in relation to a person, event or object that is already prominent and popular? 

2.2.2.10 SERVE UNIQUE CLIENT GROUPS

Unique client groups can be served by adapting or tailoring an existing product to meet the special needs of a particular group of potential customers. In some cases, meeting the needs of a unique client group may involve creating a new product especially for them. The needs of these groups could relate to characteristics (left-handed, overweight, disabled), lifestyles (occupation, leisure activities, income, age), owned assets (cars, boats, houses) or other factors. 

Key Questions

· Where can I find a group of people with special needs that are not being addressed by the marketplace? 

· What unique group of people could I serve with specialized products or services? 

· What product/service could I modify to better serve the group I want to serve? 

· Have I talked with the people for whom I am considering providing a specialized product to determine whether there is a market for it? 

2.2.2.11 TAKE ADVANTAGE OF CIRCUMSTANCES

Consumer goods and services can be provided as a response to situations and circumstances arising from events of the day. These might include social events, economic changes, business or industry developments, new laws, environmental events or other occurrences. 

Key Questions

· What current situation could provide a business opportunity? 

· What products or services could be provided to address a market created by a current situation? 

· Could I provide any of them? 

2.2.2.12 FIND PEOPLE WITH UNDER-USED SKILLS

These people may be retired, unemployed, attending school or university, or employed in an occupation which does not use their best skills and aptitudes. They may be available for full-time or part-time work, and their skills can be used to enhance existing business activities or as the basis for new opportunities. 

Key Questions

· Who do I know who has under-used skills, knowledge or talents? 

· Where can I find people who have under-used skills? 

· How could I work with them to develop a new business opportunity? 

· What customers exist for the product or service I am considering? 

2.2.3.1 LOCATE A PATENT OPPORTUNITY

Sometimes a business opportunity can be found by locating a patent for a product or service that has commercial value but has never been produced, or has been produced but inadequately marketed. This could include patents which have expired and can be duplicated without a licence. 

Key Questions

· What area of patents most interests me? 

· Which available patents have commercial value and could represent a business opportunity? 

· Who are the customers for the product I am considering producing? 

2.2.3.2 MANUFACTURE AND MARKET UNDER LICENCE

A person/manufacturer who has a patented product or a protected trademark may license another person to use his/her design and/or sell that product under his/her name. Such a licence may grant exclusive rights for a particular geographic area and/or a specific market, and be linked to a defined period of time. Renewal of the licence is often tied to a specified level of performance. 

Alternatively, you may sell a licence to someone in another area to manufacture and/or sell a product to which you own the rights. 

Key Questions

· For what product or service could I purchase the manufacturing and/or marketing rights? 

· For what product or service could I sell the manufacturing and/or marketing rights? 

· Is there a market for the product? 

2.2.3.3 IMPROVE AN EXISTING PRODUCT OR SERVICE

 Frequently, an existing product or service can be improved by: 

· enhancing the quality; 

· reducing the cost of production; 

· reducing the cost to the consumer; 

· improving durability; 

· increasing power; 

· making it larger or smaller; 

· making it more convenient to use; 

· making it more comprehensive; or 

· updating processes, materials or technology. 

Improving an item by any of these means increases its value. Improving a product or service is different than adding value. When you improve a product, you use only the idea from the previous product, but improve on it to create a completely new item. When you add value, you purchase a product to use it as a base for your additions or changes. 

Key Questions

· What products or services need improvements? 

· How could I improve an existing product or service? Would this make it more marketable? 

· How can I provide a product or service that is better than those which currently exist? 

· Is there a market for my improved product or service? 

2.2.3.4 ASSEMBLE A PRODUCT

There are scores of new opportunities in the growing market in packaging products for convenience. At one time when a person wished to put up two shelves, it was necessary to purchase a board, a box of two dozen screws of one size and another of two dozen screws of a second size (though you may only have need for half a dozen of each for the two shelves) and a package of a dozen shelf supports. Now any building supply store will be happy to sell you a two shelf kit, in one package containing exactly what you need, no more, no less. 

People are quite willing and even happy to pay a premium for the convenience of finding all the parts packaged in one kit. Assembling these kits involves a little ingenuity and using your purchasing skills to buy parts or components in bulk and assembling them to produce the finished convenience kit/items. It can also entail providing an assembly service for parts purchased by others. 

Key Questions

· What product could I assemble to save someone time, effort or money? 

· Is there a market for the product? 

· Have potential customers stated that they would buy the product? 

2.2.3.5 RECYCLE AN EXISTING PRODUCT

When you recycle an existing product, you take a product that has come to the end of its useful condition and either rebuild it to a "like new" state or remanufacture it into another product. 

Key Questions

· What used product could be rebuilt or turned into a new product? 

· Is there a market for the reconditioned or new item? 

· Can the recycling procedure be carried out practically and efficiently? 

2.2.3.6 BECOME A SUPPLIER

A supplier produces a product or service which is then used by someone else as part of a larger product or service. A supplier may provide a single specialized part or a large number of simple parts. Sometimes there is an opportunity to become a secondary supplier when the larger producer does not want to rely on a single source of supply for critical parts. 

Key Questions

· What products or services could I supply? 

· Could these products or services by used as a component by another producer? 

· Is there a market for these products or services? 

2.2.3.7 REPLACE IMPORTS

Import replacement means replacing a product or service that is currently being imported into Canada with a similar item that is produced locally. 

Key Questions

· What imported product could I replace by producing it locally? 

· Have potential customers said they would buy a locally made product? 

· Have I thoroughly researched the product or service I am considering, to make sure it equals or surpasses the standards set by the imported article? 

2.2.3.8 CATER TO DISCARDED MARKETS

Catering to discarded markets means entering areas left behind by other companies which: 

· have become so large they cannot, or do not, wish to handle small orders; 

· are competing at the leading edge of a technology and have decided not to service markets based on older technologies; or 

· are expanding into different markets so quickly that they are unable to service all of them properly. 

Key Questions

· What industries or companies have recently made major changes as a result of new technology, products or approaches to business? 

· Which of these changes may have resulted in previous markets being discarded or left behind? 

· What other discarded markets do I know of? 

· How many potential customers have indicated there is still a need for the discarded services or products I have in mind? 

2.2.3.9 TARGET A SMALL PART OF A LARGE MARKET ( Niche Marketing )

Sometimes it is possible to enter a large-volume market, with the goal of servicing just a small piece of it. This can succeed only when the market is so large that a small portion of it will be profitable. 

Key Questions

· What high-volume markets exist? 

· Which would be the most suitable for a small operator to enter? 

· What product or service could I offer to gain a small percentage of a large-volume market? 

· What potential customers have said they would buy the product or service I want to provide? 

2.2.3.10 ADD VALUE TO EXISTING PRODUCTS

You add value when you buy an existing product or service and then add materials, processing or services to create a more valuable end product. You then resell the product in its changed form. Value may be added by: 

· putting the product through an additional process; 

· combining the product with other products; 

· offering the product as part of a larger package of services; 

· removing something to change the use of the product; or 

· Increasing levels of service. 

Key Questions

· For every product or service I am aware of, what can I add to make it more marketable before reselling it? 

· What products or services could I provide which would add value to an existing product? 

· What products or services can I think of which would benefit by adding, subtracting or altering elements? 

· Who has indicated they would purchase the product or service I want to provide? 

2.2.3.11 SUBSTITUTE MATERIALS IN EXISTING PRODUCTS

An existing product can sometimes be improved by changing the material from which it was made. This can easily alter the product's characteristics, making it lighter, stronger, more flexible, cheaper to produce and/or more environmentally sound. Products with different characteristics appeal to different target markets. 

Key Questions

· What products can I think of which could be improved by substituting one or more materials? 

· What materials do I have which could be substituted for an inferior material currently used in a product? 

· What customers have stated they would purchase the improved product? 

2.2.3.11 FIND USES FOR WASTE MATERIAL

Sometimes uses can be found for waste materials --by-products, left-over materials or other resources discarded by individuals or companies. These materials can often be obtained free or at a very low cost and then processed to produce useful goods. 

Key Questions

· What waste materials are available to me? 

· Which of these waste materials could be used to produce something useful and saleable? 

· Is there a market for the end product I am considering? Have potential customers said they would buy it? 

2.2.3.12 COMBINE COMPONENTS

Often it is possible to combine two or more component businesses to create something with a new look. This works best when the new business/product is unique and more marketable than the separate businesses/items alone. 

Items which can be combined include products, services, people, businesses and assets. 

Key Questions

· What products, services or other items could be combined to create a new opportunity? 

· What suitable combinations could I handle? 

· How many potential customers have indicated that there is a need for the end product I am considering?

2.2.3.13 PACKAGE OR UNPACKAGE EXISTING PRODUCTS

Opportunities exist to package, repackage or unpack existing products. Commodities sold in bulk may be packaged (called "breaking bulk"), while items traditionally sold in packages may be offered in bulk. Alternatively, items already supplied in a packaged form may be repackaged to make them more attractive, more convenient, reusable, easier to use, easier to preserve, or biodegradable. 

Key Questions

· What products or commodities could be packaged, repackaged or unpackaged so that they would sell better? 

· What alternative markets exist for products currently offered just one way? Could packaged goods be unpackaged? 

· Could unpackaged goods be packaged? 

· What markets exist for the product whose packaging I am considering changing? 

2.2.4.1 BECOME AN AGENT

Becoming an agent involves contracting to sell products or services for a fee or commission. The contract may be with either a producer or a distributor. 

Key Questions

· For what type of product or service could I act as a sales agent? 

· What manufacturers can I find who need the services of a sales agent? 

· Is there a market for the products or services I would like to represent? 

2.2.4.2 BECOME A DISTRIBUTOR

When you become a distributor, you buy a producer's products or services and then resell them to retail outlets, manufacturers or other businesses. In some cases, you may sell the products directly to consumers. 

Key Questions

· What producers can I find who require a distributor for a product or service? 

· What product or service could I buy stock and wholesale in my region? 

· Could I distribute the product profitably? 

· What potential retailers or customers have indicated a need for the product I am thinking of distributing? 

2.2.4.3 BECOME AN IMPORT DISTRIBUTOR OR AGENT

An import distributor or agent brings products and services from another country for distribution and resale. A wide variety of products and services are available around the world, and many producers are looking for distributors or agents to expand the market for their items. An import distributor (jobber) buys products for resale while an import agent (representative) sells products on a commission basis. 

Key Questions

· What products or services can I import to sell? 

· What needs in the marketplace could be met by imported products or services? 

· Is there a market for the product or service I am thinking of importing? 

2.2.4.4 BECOME AN EXPORT DISTRIBUTOR

An export distributor promotes and ships national products and services to other countries. 

Key Questions

· What local products and services could I export to other countries? 

· To which countries would I like to export local products? 

· Is there a market for the product or service I want to export? 

2.2.4.5 MARKET SOMEONE ELSE' S PRODUCT

If you are more interested in marketing than production, you may choose to find a good product that is made by someone else and assume full responsibility for all aspects of marketing it. You may decide to enlarge on this idea by offering a full range of marketing services for a large number of clients. 

Key Questions

· Where can I find a good product requiring marketing? 

· Which products have a potential for increased sales if marketing is improved? 

· Is there a strong market for the product? 

· What marketing skills and services can I offer? 

2.2.4.6 EXPAND MARKET AREAS

When a locally made product or business is successful in the local area, an opportunity often exists to expand marketing efforts to new geographic areas. Sometimes this can involve opening another outlet in another location. 

Key Questions

· What local products or services could be expanded to new markets in other regions? 

· What successful local products have not been distributed in other areas? 

· What local businesses could be successful in another area? 

· Is there a demand for the product or service in the new territory I am considering for expanded marketing? 

2.2.5.1 OFFER DISCOUNT GOODS FOR RESALE

If you can obtain goods from an especially low-cost source, you can discount them from the normal suggested retail selling price and possibly find a market. Some discount-selling operations are set up to take advantage of a short-term opportunity, (e.g. truckload of freight damaged goods) others may be operated as long-term businesses, when there are ongoing reliable sources of supply. 

Key Questions

· Where can I find a low-cost source of supplies that I could buy and resell at discount prices? 

· If I am setting up a long-term operation, is my source of supply reliable and ongoing? 

· Is there a market for the items I plan to offer at a discount? 

· Do I have a scheme for making these goods available for sale? 

2.2.5.2 PLAN AND PROMOTE EVENTS 

Special events provide opportunities for planning, organizing, advertising and promoting. Such events are usually types of gatherings which attract large numbers of people. 

Key Questions

· What types of events could I plan and promote in my region? 

· What facilities in my area are available as a location for events I organize? 

· What groups may require the services of an event organizer in my area? 

· What groups of people would be attracted to the event I am planning? Is there a market for the event? 

2.2.5.3 PROVIDE A CONSULTATION OR INFORMATION SERVICE

You can establish a consultation or information service if you are able to offer advice, services or information in a subject area you know well. This may involve searching for, gathering, assimilating, using and reporting information on specialized topics that are of importance to others. It may also include matching resources you know about with clients for a consulting or service fee. 

Key Questions

· Do I have experience, skills or knowledge that I can sell to others? 

· Could I use my areas of expertise to establish a consulting or information service? 

· What potential clients have said they would use the consulting or information service I want to establish? 

2.3. The most frequent mistakes in new business  start-up

The errors, as well as success, are part of the entrepreneurial activity.

Even large companies make errors, however they are rich and strong enough for their elimination.

Small business, unfortunately, begins with a big handicap: can not “allow itself to make a mistake “.

The purpose of this paragraph is to put in evidence the most frequents risks and   errors in a Small business start-up process.

Is not easy to reach success   without any difficulties; it is important to realise own errors and capitalise the out-coming experience

 Starting up a company is quite easy; the real difficulty is keeping the company alive and successful. 

2.3.1  Absence of formal strategic plan

A clear process of strategic planning provides conformity of   policy and behaviours between the various company functional areas in the goals achievement.

Without a directing line each responsible will follow its own way, arising from his own separate activity.  Making the sum of those separate strategies never brings you to an effective strategy.

2.3.2  Absence of a clear and consecutive organisational scheme

The absence of exact job definition, responsibilities and tools of control always brings to confuse roles, misunderstanding, pressure and conflicts between staff, bringing to dangerous and expensive situations

2.3.3  Begin with inadequate financial resources

Inadequate financial resources   do not allow an effective start-up and any delay in receiving payments or any unforeseen expense can crash the business.

Remember also that high initial investments are sometimes a powerful barrier, created ad hoc by competitors, beginning undercapitalised in such situations can be fatal,   .

2.3. 4  Not adequately reinvesting   incomes 

Frequently the businessman is not able to identify and/or manage financial needs over a long period, consequently incomes are not adequately reinvested in the business, causing crisis.

2.3.5 To create heavy debtor situations  

The constant and accurate control of the your debtor situations allows to avoid having the majority of incomes “eaten” by financial institutions

2.3.6 Weak financial control

Financial control fulfilment is very simple, but essential task. Keep always under control the discount policies, the payment terms agreed with customers and suppliers, the situation of mortgages and guarantees.  Your financial position, if always under control, will not bring bad news.

2.3.7 Lower prices of sale

Sometimes new business  choose to enter in the market with  prices below the profit  limit, only  with the purpose to destroy  competition  or promote quickly the goods, if this strategy is poorly controlled, can bring to an   economic crisis.

2.3.8 Problem of a cash flow

Unforeseen increase of the orders can result in significant purchase of raw material. Such operations can also call a heavy and dangerous financial pressure. This type of inconveniences is caused frequently by entrepreneur’s inexperience or passive behaviours; cash flow is not always a parameter of the increase of incomes and sales.

2.3.9 Insufficient or variable demand for your products/services

This problem is common to small and large enterprises. To face it effectively, it is necessary being able to activate immediately   the required market actions   (heaviest commercial efforts, promotion and advertising, entry in new spheres of activity); so, you will need also to have ready additional financial resources (see point 3 and 4)  

2.3.10  Work for only one  customer or to buy at only one supplier

Frequent and dangerous situation in developing markets. Bringing to dependence ( and sometimes  subordination )  to companies that you can not  control.

In case of suppliers’ or purchasing agents’ crisis, they can cause also the crisis of your business.

2.3.11 Not to delegate and not to give enough time on thinking 

 Businessman ideas and fantasy should not be killed by unbearable work load. Try to leave to yourself time for thinking and planning. Nobody will do it for you in your enterprise.

Try to understand your employees, it is important to stimulate them and to be able to realise and forecast behaviours and reactions.

3. BUSINESS PLANNING

An experienced pilot does not fly a risky mission without a detailed, well-researched flight plan. Yet people everyday, with minimal business management experience, tries to operate businesses without active business plans. "Taking a flyer" on a business venture is no less a life and death hazard for you, your family and your friends, than flying that dangerous mission in a small plane. Make no mistake, when you start a business, your home life, your family life and your marriage is on the line, front and centre.

3.1 WHAT IS A BUSINESS PLAN?

THE BUSINESS PLAN IS A DOCUMENT DESCRIBING THE WAY FOR DEVELOPMENT OF YOUR BUSINESS

BUSINESS PLANNING IS MAKING DECISIONS ABOUT WHAT, WHEN, WHO AND HOW SHOULD DO THINGS 

Business planning is a process, which determines how to reach business objectives. The result of business planning is a business plan

	What?


	What are you going to do?

	When?


	When do you plan to achieve your objectives?

	Where?


	In what region, what places are you going to achieve your goals?

	How much?


	What resources do you need to achieve it?

	How?


	How are going to achieve your goals? How are you going to use resources?

	Who?


	Who is going to do it? Who do you need to help you?


.

If you think of these questions, answer these questions in writing, and make your answers clear – you will have a good business plan. знеса
3.2 WHO NEEDS A BUSINESS PLAN?

· Entrepreneur
· Managers
· Investors and partners
3.3 REASONS FOR WRITING A BUSINESS PLAN?

The Business Plan is a written summary of what you hope to accomplish by being in business and how you intend to organize your resources to meet your goals. It is the road map for operating your business and measuring progress along the way.

· It reduces the factor of unexpectancy

· Support a loan application

· Raise equity funding

· Defines the route for your business

· Define and fix goals and objectives and programs to achieve those objectives

· Create regular business review and course correction

· Define a new business

· Define agreements between partners, it helps you communicate

· It gives you confidence – you know what you are doing

3.4 WHAT a good Business Plan should contain

There is no standard business plan because of the array of business plan goals and the endless variety of environments. Consequently, it requires skills and dedication to describe a 3 or 5 year projection of the business, particularly in the rapidly changing circumstances in NIS countries. Plan review and adjustment will therefore be an essential part of any business plan.

There are numerous outlines for business plans, but all are similar and only the sequence of the sections may change. The one that is given here should be treated as a guide.

The major sections of a business plan are the following:

1. Executive summary

2. The business and its strategy

3. The market and the marketing strategy

4. Production and operations

5. Management

6. Finance

7. Risk factors

8. Appendices 

3.4.1 When preparing a Business Plan please try to:

• Try to keep it under twenty pages, exclusive of the appendix.

• Use bullet points and numbered lists wherever possible.

• Use, but do not overuse, graphs, diagrams and photographs.

• Have a neutral third party read the plan – especially someone without a background in your industry.

• Please – for the reader’s sake include a table of contents and page numbers in your plan.

3.4.2 And Avoid

• Big words and long sentences. They only serve to confuse the reader.

• Technical words and unnecessary jargon. If you need to introduce a technical term, then you should define the term.

• Using acronyms and initials to express words is another common error. You may be very familiar with the acronym but your reader might not.

If an acronym has become as common as a word, such as scuba or laser, then use them. If they are still technical, such as URL then you may need to define the acronym and its meaning.

3.4.3  Check-list for Executive summary 

Business


 short history of the business describing when formed and its growth


 brief description of the present stage of the business and its environment


 brief description of the shares, liability, etc. and the involvement of the management in strategic decisions


 brief description of the objectives of the business (e.g. indications on value added

to production by processing and marketing)


 description of how it has been decided on the proposed business plan and to where it will lead the business

Product(s)


 brief description of what makes the products " unique " and of features that distinguish them from the competition related to pricing and/or quality and/or continuity in supplies of raw material

Market


 current volume, recent growth


 domestic and/or international


 distribution channels


 projected growth


 estimated market share (justify!)

Management & Staff


 how complete is the labour force?


 what is the education level of the labour force?


 what is the level of unemployment in the area?


 brief past experience (highlight the strengths!)

Finance


 specifications of the precise purposes of the requested financing


 forecasts of revenue and net income after tax for the three coming years


 projections of when profits will begin

3.4.2 Check-list for The business and its overall strategy 

Description of the business organisation, the partnership involvement, the Board of Directors, the management and highly qualified staff

Description of the objectives of the business


 what economic advantages are envisaged?


 will value added to production, products or services be a feature in processing and marketing?

 Description of the business's strategy


 what is the present stage of the business?


 what growth stages are foreseen for the next 3-5 years?

 Description of the major features of the business's products and services related to


 price and quality


 value as compared to the competition


 any negative features and how they are going to be corrected or eliminated


 rules and regulations and how these are being observed

Description of the management and marketing strategy to be followed, e.g. to achieve lower costs, higher value added, specialisation, quality leadership

 General description of the market


 what markets are being pursued?


 is the business creating demand or is it responding to existing demand?


 what is the potential growth?


 what will the products do for the buyers?


 who are the buyers (generally, i.e. wholesale dealers, exporters,..)?


 who are the competitors and what is their size, market share, competitive strengths and weaknesses?

3.4.3 Check-list for Market analysis and marketing strategy  

 Market analysis

This section often proves to be one of the major obstacles for business who are writing business plans. You have to justify the marketing possibilities for your products.

This section should comprise the following components:

· the sector/industry analysis

· the customer needs analysis

· the competitor analysis

· the SWOT analysis

Sector/Industry analysis


 what are the total sales of the sector?


 what are the total sales of the products referred to in the business plan?


 which part is meant to be sold on the regional, national and international market?


 what are the trends (forecasts of sales) for this products on the domestic and international markets?


 what are the typical gross margins?


 what are the market segments (geographic, industries, wholesalers, etc.) in the sector the business is operating?


 describe all relevant market segments and give the trends of growth of these segments


 what is the average profitability of the relevant products?


 what are the restrictions for the sales of the business's products and how does the business intend to overcome these?


 describe the size, number and location of similar businesses in the area the enterprise is operating in.

Customer needs assessment

The "middle men":


 What kind of packaging do they need?


 What shelf-life of the products?


 How often deliveries can be made?


 What are the payment terms (credits)?


 What are the requested guarantees?

The "end user":


 What or who are the end users?


 Where are they located?


 How often do they usually buy?


 How do they respond to the price of products?


 How quality conscious are they?


 What special features do they want?


 How much are they willing to pay for the service?


 How satisfied are they with the current products?

and in particular for the consumers:


 what type of persons buy the products?


 on what factors are the buying decisions made?


 what income level or group?


 what shops do they visit to buy the product?


 do they do much comparison shopping?


 what type of promotion will encourage them to buy?

Competitor analysis


 what is the quality of their products and services?


 what is their reputation?


 are their customers loyal to them?


 how big are they? (quantify!)


 what types of guarantee do they offer?


 how do they distribute their products?


 how efficient are they?


 do they have strong financial resources?


 are they well managed?

SWOT analysis

It is not possible to draw a check list for the SWOT analysis as its content is really specific (generalities would not lead anywhere). A a description of the philosophy of the SWOT analysis and some examples are include in the BP format in Russian

3.4.4. Marketing strategy

The marketing strategy consists of four strategic elements:

The product-mix

• Product “should mean” physical product plus ". This “plus “will help you to build your image and henceforth to differentiate from your competitors

The place/distribution mix

• The distribution channels will have a significant influence on the strategy for the product, promotion and pricing-mix of the business

The promotion mix

• Promotion is crucial in a market economy. It has to be a constant concern. The main promotion tools are the personal sales, advertisements, promotions and public relations

The price mix

• It is one of the most complicated aspects as many factors need to be considered, such as the objectives of the business, the external (customers, competitors, etc.) and internal (production costs, internal bottlenecks, etc.).

Product-mix


 what are the special features or the factors for uniqueness of the products?


 what is the quality required per market-segment the business is aiming at?


 what are the required quantities per market-segment?


 what is the range of products?


 are they branded products or not? why?


 what kinds of services are being offered with the products?


 what kinds of packaging? why?


 what should be the shelf life of the product?


 what guarantees related with quality and/or shelf-life are being offered?

Place and Distribution Mix


 what are the distribution channels per market segment through how many retail outlets?


 what are the means of transportation?


 are own means of transportation being used or others?


 how frequently are the goods to be transported?


 which storage facilities are being used?


 which systems are being used to manage the stocks and/or to keep them in good condition?


 how is information on products being distributed?


 how are services related to the choice of the distribution channels?


 are any forms of co-operation for distribution of the products being pursued (e.g. franchising)? to get your products to the potential buyers?

Promotion Mix

Personal sales


 how many salesmen are they in the sales force?


 geographical or product specialised sales?


 do they work on commission basis?


 frequency of visits to customers?


 how frequent are sales reports being made?


 how frequent are sales results being analysed?


 how often are sales meeting being held?


 how is the sales staff selected and recruited?


 is the staff trained in negotiation techniques?


 is hard selling being used or contemplated?


 give sales statistics if available.

Advertisements


 what kind of advertisement is being used/forecast?


 how is the budget for advertisement established?


 choice of media (newspaper, radio -local, national, federal-, television, etc.)?


 message and lay-out / format of advertisement?


 time planning of advertisement campaign?


 how are the effects of advertisement measured?


 how is the advertising agent selected?

Promotions


 purchases of gifts for business relations?


 special price actions? for how long valid?


 any promotional quiz, contest or games?


 how are the middlemen fitted in these?


 are there any legal requirements for these? Are they respected?

Public relations


 how are contacts with the press being maintained (press release, conferences)?


 are there any type of information meetings, open days for visitors, excursions, etc.?


 are the members of the Board involved in public relations activities?


 are there any contacts with local authorities or other governmental organisations?


 publication of annual financial results?


 any public celebration or anniversaries of the business?

Price Mix


 what are the price levels?


 how are the price related to the marketing actions mentioned before?


 how are these levels compared to competitors?


 are there any levels of intervention?


 are there any special price actions?


 any special price for "middle men" (margins or fixed)?


 any system of rebates? (e.g. based on quantities or seasonalities)


 is there a bonus granted to clients for achieving a certain level of turnover per year?


 any policy for price differentiation?


 any special payment terms?


 competition amongst middlemen?

3.4.5 Check-list for Production and operations 

Local infrastructure requirements


 location in relation to main road and rail-services


 water supply for present and future (quantity and quality)


 electric power (transformer capacity, distance to main grid)


 telecommunications (availability, application process time)


 environnemental restrictions (exhaust gas, noise, trafic, etc.)


 sewage (public treatment plant, sufficient capacity)


 manpower (availability, qualifications)


 support service availability (electricians, plumbers, etc.)


 political situation (local public interest in the project)


 taxation aspects

Purchase (restructuring) of the production plant


 general condition of the building site


 general state of repairs


 layout (removal of existing walls, construction of new ones)


 demolition requirements and removal of debris


 availability of required storage and service areas


 conditions of electric installation


 condition of sewage system


 modifications to meet hygiene requirements


 office and/or lab space availability or condition


 staff facilities (canteen, locker rooms, etc.)


 parking space


 access roads

Physical capital investment


 preliminary technical study if any


 cost of production lines


 cost of auxiliary equipment (transformer, fuel tanks ,etc.)


 delivery costs (packing, crating, customs, freight, insurance of shipment, etc.)


 on-site assembly and erection


 start-up of plant and commissioning


 specific training for operators


 follow-up services: debugging and fine-tuning


 spare-parts stock and special tools for maintenance


 interest on financing arranged by suppliers


 interest on advance payment to suppliers


 foreign currency charges

Production plan and output calculations


 limited output during the start-up period


 possibility of raw material waste during the start-up period (to be included in the plan only if considered significant)


 risk of initial output of sub-standard product (to be included in the plan only if significant)


 gradual increase of capacity up to full capacity


 average capacity utilisation during routine operation


 standard working hours


 percentage of capacity utilisation during operating hours


 schedule time for repairs and maintenance

Production factors


 proportional input factors


 basic raw materials


 production related additives


 energy (coal, gas, oil, electricity)


 wear and tear parts


 packing material


 by-products generation


 commercial by-products (saleable)


 other commercial waste (saleable)


 non-commercial waste (disposal)


 non-proportional (fixed) production factors


 salaries for permanent staff


 insurance


 service and maintenance costs at scheduled intervals


 plant cleaning


 mobile equipment (as they are usually used for a wide variety of jobs, they can be considered as fixed production factors)

Manufacturing and operation plan


 raw material supply fluctuations around the year (particularly for materials from agricultural origin)


 final product demand over the year


 storage conditions for finished products (long storage periods increase the demand on financial resources)


 periods with expected adverse weather conditions


 production plant limitations and capacity margins (allowance should be made for unexpected delays for repairs or reduced capacity under certain operating conditions)

Quality control system

Explain the quality control system you will put in place. This is a system to check at any time the compliance of the output with the defined standards.

The process should include a phase of testing the raw materials as well as the output, in order to tune the processing lines and reconsider the theoretical process to fit the available inputs and produce a constant level of quality for the final output.

3.4.6. Check-list for Management and decision-making process 

The management team is critical to the success of business activity. The strength of a business’s management is one of the key areas that is always examined before a decision is made whether or not to invest in a company.

·  Skills of the management team must cover the areas of marketing, finance and production. Do not hesitate to relate the past experience of the management, in which blends of technical and managerial skills are shown. This should also include the individual members of the board of directors of the business since they form part of the decision-making power.

· The statute of the business is also of paramount importance.


 give an outline of the organisational structure of the business. Provide a diagram.


 include the resume for each of the major posts related to the project. Do the same for the members of the Board of Directors


 focus on the major accomplishments and experiences of those responsible and avoid excessive details


 what outside consultants will be used and what are their references?


 when important functional areas are not filled, what steps are taken to fill these areas?


 include (if necessary) a training plan and be sure that the members of the Board of Directors are also included in the training


 include a copy of the statutes of the business


 highlight the responsibilities of the different bodies of the organisation (board of directors, management, shareholders)

3.4.7. Check-list for The financial section 

The financial business section of a business plan needs to demonstrate two points:

·  profitability: the venture is sufficiently attractive for the participants to consider starting given the risks involved

· cash flow: the investment is safe and payments due to participants will be honoured as scheduled.

It is crucial to understand that there is no automatic relation between the profitability of a business and its capacity to generate cash. As a matter of fact, some businesses can be highly profitable but go bankrupt due to cash shortage. Other might show accounting losses but generate cash at the expense of the long term future of the business. 

The financial section of a business plan is based on three major financial statements

· the balance sheet (a snapshot of the financial solvency of the business)

· the profit and loss account (which gives indication on the profitability)

· the cash flow statement (which gives indications on the capacity of the business to generate cash and to face its financial obligations)

Before establishing the financial statements, it is necessary to make some assumptions. Assuming is not guessing. The more you know the environment and the more you know about the production system you want to implement, the more reliable your assumptions will be. Assumptions will bear on :

· costing of a sample product or service It consists merely in setting the selling price of the product/service and the variable costs(mainly materials used in the production process) of the product/service. Selling price must be in line with the conclusions of the Marketing section of the business plan, as the variable cost must be in line with the Production and operations section of the plan.

· sales assumptions. These assumptions must be in line with the conclusions of the Marketing section. Do not be over-optimistic

·  overhead assumptions Put particular attention to this part. Too many businesses underestimate overhead costs. Some overhead costs are quite straightforward (rents, insurance for example). Others might be more difficult (utilities, telephone, advertising for example).

· Cash flow assumptions. The cash flow forecast uses the same information as the profit and loss account in terms of magnitude. But timing of the receipts and payments has to be taken into account. Cash flow results will be very different if terms of payment agreed with your suppliers vary by 60 days. Pay particular attention to seasonality if your business works with agricultural products.

· Proposed methods for financing the plan. You might have to include in your plan external sources of finance. There have to be thoroughly justified.

Spreadsheets and formats are included in the BP brochure in Russian

3.4.8. Check-list for Risk factors

There are two major types of risks:

• The technical risks

• The financial risks.

Technical risks

It is not possible to list all the technical risks in this document as they are often product specific.

The following list is given as an example:

• delay of site preparation and construction schedule?

• delay in delivery of equipment and plant erection?

• late production start for seasonal raw material availability or unexpected stoppages?

• unexpected stoppage during start up and commissioning?

• unavailability of raw materials?

• inferior product quality?

• failure to meet government regulations?

• product life: how quickly will it be outdated? What about alternative products that are =entering the market ? How do they affect your product?

• new environmental concerns related to production methods?

Financial risks: break even + sensitivity analysis

The size of the profit and loss account will depend critically on the level of sales, which is normally the most difficult figure to predict with accuracy. To assist in understanding what level of sales is required for the activity to be profitable, it is necessary to perform a simple break-even analysis.

One can think of the break-even analysis as answering the following question: "How much do I have to sell to be profitable?". Each time a product is sold, part of the proceeds go to pay for the fixed costs of the business: this part, called the gross margin is equal to the selling price minus the direct costs.

Therefore, to perform the analysis, gross margins are to be multiplied by the number of products sold: the break-even point is reached when the total gross margin equals the fixed costs. 

Sensitivity analysis: The sensitivity analysis consists of determining the value of key parameters which may compromise the success of the business. It is very important to find out which variation of these parameters would take off the expected profitability; for instance, an increase of the price of fuel or of the interest rate, or of the demand for electricity, or a decrease of the selling price. If a business is too sensitive to some elements, the management will have to regularly control these parameters.

3.5 The EU business plan format

The EU Business Plan format is in Appendix 9 to the GUIDE for APPLICANTS, please fill it carefully!

3.6 Conclusions

Your plan is now ready to use in communicating your vision to REC, employees, partners, advisors, investors and bankers.

 Not everyone needs to see each section of your business plan. Here are some guidelines on how you can use your business plan.

Share your business plan with people you trust - your banker, colleagues in the industry, your advisors and your family.

Use your findings from your Cash Flow Projections to get cash in hand before you need it. The earlier you address financing needs, the better positioned you'll be to achieve your goals. Will you put more money in the business, seek outside investors, or apply for a loan? Talk to your banker about financing options.

Measure your progress on a monthly basis. Your business plan is really a benchmarking tool - it's a way for you to see whether your company is meeting your expectations.

Use your business plan to communicate with suppliers, advisors, professionals, and employees. The better people understand your business, the better they'll be able to work with you.

Review your business plan at least once a year, and consider revising it whenever significant changes occur in your personal life, inside your business, in the marketplace, or in the economy.

Be sure to discuss changes in your plan with key advisors, like your banker and accountant.

4. Source of finance

As a present or future entrepreneur, your personal finances will be closely tied to your business' finances. As your business succeeds, so will you. Many entrepreneurs improve their business' chances of success by contributing personal resources in the form of loans and cash contributions. 

The REC grant is a big opportunity for entrepreneurs to obtain at no cost a financial contribution to develop their business idea.

 To develop your business idea you shall be able to answer to the following questions:

· What the different sources of financing I foresee for the project? In foreign exchange and local currency (if necessary)?

· How much of the total project cost that the grant will finance?

And, if you need a loan from a bank, in addition to the grant:


How much of the total project cost the loan will finance?

· 
what interest rate the bank will charge?

· 
how long will the lending period be?

· 
what equity contribution does the bank expects me to make into the project?

You can use a table like the following one to identify and register your financial sources for the project.

	Financing Source
	Amount in

 Local Currency 
	Amount

 in Euro
	Total 

in Euro
	% of Total

 Project Costs

	
	
	
	
	

	
	
	
	
	

	Entrepreneur's own resources
	
	
	
	

	Grant contribution
	
	
	
	

	Supplier
	
	
	
	

	Local loans
	
	
	
	

	Foreign loans
	
	
	
	

	Local Equity
	
	
	
	

	Foreign equity
	
	
	
	

	Others:
	
	
	
	

	Total Current Sources (A)
	
	
	
	

	Total Project Costs (B)
	
	
	
	100%

	Total Financing Required (B-A)
	
	
	
	


5. Managing your proyect

The best way to manage your project is following the logical framework approach:

	
	Intervention
	Objectively verifiable
	Sources and means of
	Assumptions

	
	logic
	indicators of achievement
	verification
	

	Overall
	What is the overall broader
	What are the key indicators 
	What are the sources of
	

	Objectives
	objective, to which the project
	related to the overall objective?
	information for these indicators?
	

	
	 will contribute ?
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Project
	What are the specific objectives, which
	What are the quantitative or
	What are the sources of
	What are the factors and conditions not

	Purpose
	the project shall achieve?
	qualitative indicators showing
	information that exist or can be
	under the direct control of the project

	
	
	whether and to what extent the
	collected? What are the methods
	which are necessary to achieve these

	
	
	project’s specific objectives are
	required to get this information?
	objectives? What risks have to be

	
	
	achieved?
	
	considered?

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Expected
	What are the concrete outputs envisaged 
	What are the indicators to 
	What are the sources of
	What external factors and conditions

	Results
	to achieve the specific objectives?
	measure whether and to what 
	information for these indicators?
	must be realised to obtain the expected

	
	What are the envisaged effects and
	extent the project achieves the 
	
	outputs and results on schedule?

	
	benefits of the project?
	envisaged results and effects?
	
	

	
	What improvements and changes will be
	
	
	

	
	produced by the project?
	
	
	

	
	
	
	
	

	
	
	
	
	

	Activities
	What are the key activities to be carried 
	Means:
	What are the sources of
	What pre- conditions are required before

	
	out and in what sequence in order to 
	What are the means required to
	information about project
	the project( s) start( s)?

	
	produce the expected results?
	implement these activities, e. g.
	progress?
	What conditions outside the project’s

	
	
	personnel, equipment, training,
	
	direct control have to be present for the

	
	
	studies, supplies, operational
	
	implementation of the planned

	
	
	facilities, etc.
	
	activities?

	
	
	
	
	


A specific table is included in the APPLICATION GUIDE Appendix 2 based on the upstanding Logical framework approach:

Logical Model of the project

	Identification number of the project (filled out by REC)


	Name of the project


Brief description of the problem (not more than 10 sentences)

Major goals of the project (not more than 2 sentences)

	Direct tasks
	Main activities
	Main results
	Resources

	Task 1
	
	
	

	Task 2
	
	
	

	Task 3
	
	
	

	


	Risks and uncertainties of the project
	Possible steps to minimize and prevent the risks

	Task 1
	

	Task 2
	

	Task 3
	


5.2 What a simple implementation plan should contain

In addition to the upstanding Logframe:

· The project budget

· The project cash flow

· The profit and loss statement

· Time-bound detailed implementation plan for each project component including procurement.

5.2.1.budget format  sample

The project budget  and explanation are  included in the grant application form  and in the Appendix 4  

5.2.2 the project cash flow

5.2.2.1 Why Should You Prepare a Cash Flow Forecast?

A cash flow forecast is an important tool for managing your business. Basically, a cash flow forecast is your best guess at when cash will come in and when it will go out. Used properly, it can help keep purchases under control and provide early warning of sales targets not being met. You can anticipate temporary cash shortfalls and find ways around them, or you can plan short-term investments for anticipated cash flow surpluses. 

A cash flow forecast will also show you how much cash your business may need, and when you are likely to be using your line of credit. Whenever possible small businesses should have a line of credit to cover shortfalls.

Lastly, a realistic cash flow forecast will go a long way toward getting financing for a big piece of equipment or a major marketing campaign. It can help you measure your own business performance and stay on target, bringing you much needed peace of mind, as well as get the financing you need to run your business efficiently, or to grow it.

Step one: Consider your Cash Flow Revenues (cash in)
Find a realistic basis for estimating your sales each month. 

For new business, the basis can be the average monthly sales of a similar-sized competitor's operations who is operating in a similar market It is recommended that you make adjustments for this year's predicted trend for the industry. We suggest to reduce your figures by a start-up year factor of about 50% a month for the start-up months.. 

For existing business, sales revenues from the same month in the previous year make a good base for forecasting sales for that month in the succeeding year. For example, if the trend readers in the economy and the industry predict a general growth of 4% for the next year, it will be entirely acceptable for you to show each month's projected sales at 4% higher than your actual sales the previous year. Include Notes to the Cash flow to explain any unusual variations from previous years' numbers. 

If you sell products on credit terms or with instalment payments, you must be careful to enter only the part of each sale that is collectible in cash in the specific month you are considering (realized accounts receivable). Any amount collected after 30 days will be termed Collections on Accounts Receivable and will be shown in the month in which it will be collected. 

It is critical to the credibility of your plan that any sales made should only be entered once the cash is received in payment. This is the critical test principle of the cash flow and should be applied whenever you are in doubt as to what amount to enter and when. 

Step two: Consider your Cash Flow Disbursements (cash out): 
Project each of the various expense categories beginning with a summary for each month of the cash payments to trade suppliers (accounts payable). Again, follow the principle that there should not be any averaging or allocating of these inventory purchases (trade payables). 

Each month must show only the cash you expect to pay out that month to your trade suppliers. For example, if you plan to pay your supplier invoices in 30 days, the cash payouts for January's purchases will be shown in February. If you can obtain trade credit for longer terms, then cash outlays will appear two or even three months after the stock purchase has been received and invoiced. 

An example of a different type of expense is your insurance expenditure. Your commercial insurance premium may be $2400 annually. Normally, this would be treated as a $200 monthly expense. But the cash flow will not see it this way. The cash flow wants to know exactly how it will be paid. If it is to be paid in two instalments, $1200 in January and $1200 in July, then that is how it must be entered on the cash flow worksheet. The exact same principle applies to all cash flow expense items. 

Once total cash collections, total cash payments on goods purchased, and any other expected expenses have been estimated for each individual month of operation, it is necessary to link the cash flow status of each month to the cash flow status and activity of the preceding and succeeding months. 

Step Three: Reconciliation of the Cash Revenues to Cash Disbursements 
The reconciliation of the cash flow worksheet is showing the balance carried over from the previous months' operations (line G). To this it will add the total of the current month's revenues and subtract the total of the current month's expenditures (H=F+G.) This adjusted balance will be carried forward to the line G  of the next month to become the base to which the next month's cash flow activity will be added and/or subtracted. 

5.2.2.2. Making the Best Use of Your Cash Flow 
Cash flow plans are living entities and must constantly be modified as you learn new things about your business and your paying customers. Since you will use this cash flow forecast to regularly compare each month's projected figures with each month's actual performance figures, it will be useful to have a second column for the actual performance figures right alongside each of the planned columns in the cash flow worksheet. As the true strengths and weaknesses of your business unfold before your eyes, actual patterns of cash movement emerge. Look for significant discrepancies between the 'planned' and actual figures. 

For example, if the business' actual figures are failing to meet your cash revenue projections for three months running, this is an unmistakable signal that it is time to revise the year's projections. It may be necessary to delay the stock replenishment plan, or apply to the bank to increase the upper limit of your revolving line of credit. Approaching the bank to increase an operating loan should be done well in advance of the date when the additional funds are required. Do not leave cash inflow to chance. 

5.2.2.3. The Cash Flow Worksheet  
There are a variety of ways a cash flow forecast can be structured. To gain the optimum benefit, it is recommended that it be structured to show only revenues from operations, and the proceeds from sales of company assets, if appropriate, in the revenues (cash in) portion of the worksheet. 

	
	start
	Month1
	Month2
	Month3

	
	end
	Month2
	Month3
	Month4

	
	Operating Activities
	
	
	

	A
	Cash in from:
	
	
	

	
	
	
	
	

	
	Operations
	
	
	

	
	Others
	
	
	

	
	Interest
	
	
	

	B
	Cash out from
	
	
	

	
	Raw material
	
	
	

	
	Personnel Cost (direct)
	
	
	

	
	Distribution
	
	
	

	
	Personnel Cost (indirect)
	
	
	

	
	Marketing and Development
	
	
	

	
	Overhead
	
	
	

	
	Interest
	
	
	

	
	Taxes
	
	
	

	C=A+B
	Net cash from operations
	
	
	

	
	Investment Activities
	
	
	

	
	Acquisition/Selling of Fixed Assets
	
	
	

	D
	Cash used to acquire fixed assets
	
	
	

	
	
	
	
	

	
	Financing activities
	
	
	

	
	Change in long term debts
	
	
	

	
	Change in capital equity
	
	
	

	
	Grant
	
	
	

	E
	Net cash from financing
	
	
	

	
	
	
	
	

	F=C+D+E
	Net change in cash
	
	
	

	
	
	
	
	

	G
	Cash at start
	
	
	

	H=F+G
	Cash at end
	
	
	


5.2.2.4 Examples:

Possible "Cash in" sub-headings: 
Cash Sales from main product lines 
Cash Sales from auxiliary product lines 
Cash from Services Provided 
Collection from Accounts Receivable
Proceeds from Sale of Fixed Assets 
Other Operations Cash Revenues 


Possible "Cash out" sub-headings: 
Cash Payments to Trade Suppliers of main product lines 
Cash Payments to Trade Suppliers of auxiliary product lines 
Management Draws 
Full-time Salaries and Wages 
Part-time and Casual Salaries and Wages 
Sales Commissions and/or Royalties Paid 
Cash Dividends Paid 
Advertising and Promotion Expense Paid
Professional Fees Paid (legal, audit, courses and consulting) 
Business Licenses Registrations and Permits Paid 
Patents, Trademarks and Distribution Agreement Fees Paid 
Rental of Premises Payments 
Rental (or lease) Payments for Equipment and Furnishings 
Other Rental Payments (including vehicles) 
Motor Vehicle Expenses Paid 
Insurance Premiums Paid (premises, equipment, vehicles) 
Repair and Maintenance Expenses Paid (premises, equipment, vehicles) 
Utilities (electric, gas, and water) Payments 
Communications (telephones, data line and fax) Payments
Postal (mail, courier, telegrams, etc.) Expense Payments 
Cash Payments on Store/Office Supplies 
Other Business Expenses (not elsewhere listed) 
Interest (and Principal) Payments on Term Loans/Mortgages 
Interest Payments on Operating Line 
Federal Tax Payments (duties, tariffs, income, etc.) 
Provincial Tax Payments (income etc.) 
Municipal Tax Payments (property etc.). 

Cash at end 
(to be carried forward to next month).

5.2.2.5 The following simplified annual cash flow format is included in the application guide (Annex 6)

	
	2004
	2005

	
	1 quarter
	2 quarter
	3 quarter
	4 quarter
	1 quarter
	2 quarter
	3 quarter
	4 quarter

	Inflow

1.

2.

3.

Etc.

Total
	A
	
	
	
	
	
	
	

	Payments

1.

2.

3.

Etc.

Total
	B
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Cash flow
	C=A-B
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Starting balance
	D
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Final balance
	E=C+D
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


5.2.3. The profit and loss statement
Profitability – means that the project will earn profit or, at least, will be able to cover current expenses.  That is shown by the profit and loss statement.

Usually the profit and loss statement is prepared monthly, but you shall be aware that there are certain items which may not affect your profit and loss statement for some time, such as:

· Substantial increase in inventory purchases; 

· Increase in accounts receivable (money owed to you by customers); 

· Reduction of credit by suppliers; 

· Purchase of equipment; 

· Unrecognized obsolescence of inventory (stale items); 

· Bank's refusal to renew or extend loan; and 

· Lump sum payment of debt. 

Those items will be highlighted by the  cash flow statement.  

	Sales

	A

	Interim expenses


	

	Raw materials
	

	Sales taxes
	

	Other interim expenses
	

	Change of resources
	

	Total interim expenses
	B

	Gross profit
	C=A-B

	Permanent expenses


	

	Amortization
	

	Personnel
	

	Renting
	

	Insurance
	

	Advertisement

Services
	

	Other taxes (excluding profit tax)
	

	Other
	

	Total permanent expenses
	D

	Profit before paying commissions on loans and taxe

	E=C-D

	Commissions on loans
	F

	Profit before paying taxes
	G=E-F

	Profit tax
	H

	Profit after paying taxes
	I=G-H


5.2.4 implementation plan format  sample

	Name of the project

	Identification number of the project (filled out by CAREC)


	Type of works/Month
	Place
	Oct.
	Nov.
	Dec.
	Jan.
	Feb.
	March
	April
	May
	Responsible person

	1.
	
	
	
	
	
	
	
	
	
	

	2.
	
	
	
	
	
	
	
	
	
	

	3.
	
	
	
	
	
	
	
	
	
	

	4.
	
	
	
	
	
	
	
	
	
	

	5.
	
	
	
	
	
	
	
	
	
	

	6.
	
	
	
	
	
	
	
	
	
	

	7.
	
	
	
	
	
	
	
	
	
	

	8.
	
	
	
	
	
	
	
	
	
	

	9.
	
	
	
	
	
	
	
	
	
	

	10.
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


5.2.5 the balance sheet 

The simplified standard balance is in annex 7 to the GUIDE for APPLICANTS.

The Balance Sheet shows a "picture" of the assets, liabilities and equity (net worth) of a business as of a specific day. The Balance Sheet shows two "views" of the business -- what resources you own (Assets) and the creditor or owner/investor that made it possible to acquire these resources (Liabilities and Equity). 

Remember that Assets = Liabilites + Equity! 

or shown another way: 

Assets - Liabilites = Equity 
What you own - what you owe = what the business is worth! 

The "bottom line" of a balance sheet must always balance (i.e. assets = liabilities + net worth). The individual elements of a balance sheet change from day to day and reflect the activities of the company. 

Analyzing how the balance sheet changes over time will reveal important information about the company's business trends. 

The liabilities and net worth on the balance sheet represent the company's sources of funds. Liabilities and net worth are composed of creditors and investors who have provided cash or its equivalent to the company in the past. As a source of funds, they enable the company to continue in business or expand operations. If creditors and investors are unhappy and distrustful, the company's chances of survival are limited. 

Assets, on the other hand, represent the company's use of funds. The company uses cash or other funds provided by the creditor/investor to acquire assets. Assets include all the things of value that are owned or due to the business. 

Liabilities represent a company's obligations to creditors while net worth represents the owner's investment in the company. In reality, both creditors and owners are "investors" in the company with the only difference being the degree of nervousness and the timeframe in which they expect repayment. 

The balance sheet is always shown in two parts to reflect the accounting equation (A=L+E). Individual items within each section are listed by how close they are to cash so, cash and short term investments are shown first, then accounts receivable, then inventory, and so on. On the liability side, trade creditors will be paid regularly, then the short term bank loans, longer term loans and so forth.

PAGE  
20

