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INTRODUCTION

This workbook is designed as a tool to help you as an individual, project
organisation, or group of social entrepreneurs to achieve both the best of the
world of business and the best of the world of community gain.

The workbook takes the view that, although private sector enterprises are in
business for profit while social enterprises are in business to achieve
community gain, sound business principles apply to both. Sources of income
may be different — for example, ongoing subsidy, as with deficient demand
social enterprises — but, at the end of the year, the figures must still add up
and the social enterprise must live within its means if it is to survive. A failed
social enterprise not only loses its initial investment — worse, it also fails its
stakeholders. This adds an extra dimension of responsibility for social
enterprise promoters and makes sound business planning even more
important.

The workbook is divided into five chapters:

Chapter 1 reviews where your organisation is at the moment

Chapter 2 deals with social entrepreneurs (you) and social enterprise
Chapter 3 deals with basic business planning for social enterprises
Chapter 4 shows how to develop a simple business plan

Chapter 5 deals with advanced business planning for social enterprises
Chapter 6 shows how to develop a formal business plan.

The workbook is designed to be of benefit to a wide range of social
enterprises, not all of which will be at the same stage of development.

If, for instance, you represent a community group at the first stages of
considering the possibility of establishing a social enterprise, then Chapters
1, 2 and 3 will be the most relevant to you. Chapter 4 then will help you to
present the results of your planning in a simple business plan.

If you have reached the stage where you are seeking grant aid on social
finance, then it is critical that you have a Business Plan - the simple business
plan in Chapter 4 may be appropriate to your needs. If not, and you
represent a social enterprise that wants to develop its activities on larger
scale, then Chapter 5 on advanced business planning will help you to think
through the issues. Chapter 6 then will help you to develop a formal
business plan. .
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1. WHERE AREYOU NOW?

As in all planning, before you look ahead, it is important to understand
where you are at the moment. The information that you collect at this stage
will feed into your business planning later.

Is your organisation:
A start-up ™t
An existing organisation?

—r—
e e

Legal structure

What is the legal structure of your organisation?
None

Limited

Limited by guarantee

Charity

Foundation

L B e W W W |
e e e e bl

Activities
What are the activities of your organisation?
Why are you engaged in those activities?

Objectives

What are the objectives of your organisation?
Income

Service delivery

Employment creation

Other, namely:
*

—r—
et e b

*
*

—r——
e e e

! If your organisation is a start up, a lot of the information may not be available or

calculable at first. However, we suggest that you try to fill in the exercises wherever you
can, to give yourself a framework to think from.
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Income
What is your organisation’s current annual income?

€ %
From grants
From service contracts
From direct sales
From sponsors
From members
From subscriptions
From contributions

Other activities (identify)
*

*

*

Customers

Are you dependent on one or two major customers/income providers?
[ 1Yes [ ]No

If “Yes”, who are they?

Cost
What are your annual overheads?

Annual staff costs

Annual cost of service provided
Annual cost of premises

Annual transport costs

Annual sales administration costs
Annual sales promotion costs
Annual administration costs
Annual finance costs

Other costs
*

*

*

Total costs

Surplus/deficit

Annual income (above)
Annual costs (above)
Surplus/deficit

What is the surplus used for?
How is the deficit covered?
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Organisation

How is the organisation structured?

Who are the board members?

What is their background?

Who is responsible for managing the organisation day-to-day?
What is their background?

What is the total number of staff in the organisation?

How are they organised?

Financial situation
What assets does the organisation have (in value)?

Property

Equipment

Stock of assets for sale
Debtors (money owed to you)
Bank balance (surplus)

Cash

Total assets

What liabilities does the organisation have?

Loans/borrowings

Bank balance (deficit)
Creditors (money you owe)
Total liabilities

Net worth (assets less liabilities)

Performance

Has your organisation been evaluated? [ 1Yes [ ]No
Has your organisation been involved in social auditing? [ ] Yes [ ] No
What were the conclusions?

How do you measure your organisation’s performance?

© 2003 Oak Tree Press
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2. SOCIAL ENTREPRENEURSHIP

There are two elements to social entrepreneurship. There is the personal
perspective and the perspective of the organisation. Both need to be taken
into consideration.

Some statistics:
e 70% of the people who become involved in entrepreneurship do not
prepare themselves properly for their roles and responsibilities
e 90% do not study the market
e As aresult, on average, about 50% of all businesses fail — there is no
evidence to suggest that failure rates for social enterprises are any
lower than for “normal” businesses.
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Personal

International research suggests that the main success factor for any
organisation is the driver behind the organisation — the entrepreneur.
He/she is the main asset and (at the same time) the main liability of the

organisation. Therefore, it is important to understand what motivates social

entrepreneurs and what skills they bring to the organisation.

You:

Why are you involved? (This is the key question; take some time to
think about this!)
How are you involved:

As a board member?

As a committee member?
As a volunteer?

As a staff member?

—r———
e b ] e

If you are involved as a board member, are you aware of your

responsibilities as a company director?

As a board member you have five key responsibilities:

Determining strategy and policy

Monitoring progress

Appointing senior management

Accounting for the organisation’s performance to stakeholders

Ensuring regulatory compliance.

None of these responsibilities can be delegated. The difference between
directors and managers is that the ultimate responsibility, particularly in
relation to legal and tax matters, rests with the Board. That’s where the buck
stops.

What corporate governance regulations apply to you and your
organisation?

Statutory Voluntary

Responsibilities?

Liabilities?

Decision-making?

Duties?

Powers?

Relationships with stakeholders?
Administration?

Statutory provisions?

Social auditing?

© 2003 Oak Tree Press
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What policies do you have in place for:

Contilict of interest?

Disclosure (particularly when you are representing another
organisation)?

Voting?

Democratic principles regarding workforce?

The Board should ensure clear communication between itself and the managers
to whom it delegates operational responsibility. Although, as in most smaller
businesses, the same person may be both a director and a functional manager,
it is important to ensure a clear separation between the two roles in your
procedures and protocols

What effect does your involvement have on:
Yourself?

Your family?

Your working life?

Your social life?

Your finances?

Is it worth it? [ 1]Yes [ ]No
If “Yes”, why is it worth it?
If “No”, what are you going to do about it?

Saying “No” is just as valid and valuable as saying “Yes”. Your commitment
needs to be wholehearted and unequivocal. Saying “No” now may save the
organisation and yourself a lot of heartache later.

Your skills

What do you bring to the organisation?

List your skills:

List your experience:

List your network of contacts who may be able to help the organisation:
Other benefits that you bring to the organisation, namely:

© 2003 Oak Tree Press 11
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The organisation

As stated in the Introduction, there is not that much difference between a
social enterprise and a “normal” enterprise. Most principles still apply. The
key difference is the purpose. What is the purpose of your organisation? To
define this (and it is important to be clear on the purpose), you need to
consider the community of interests and the stakeholders in your
organisation.

You should ask a number of questions, to help you to define your purpose
clearly. You need to do this as a group (preferably as a Board) and it might
be useful to use a facilitator. The end result should be a common purpose,
which can be underwritten by all the board members.

Purpose:
Who are the stakeholders? (List them)
Why are they stakeholders?
What is the catchment area of your organisation?
e Local? (please define)
e Regional? (please define)
e National? (please define)
Who are your clients?
e From an income perspective?
e From a service delivery perspective?
What do you want to achieve with your organisation?
e Inone year?
e Infive years?
e Inten years?
How many staff do you want to employ?
What level of income do you require?
What impact do you want your organisation to have?
¢ On the community?
e On your clients?
e On your catchment area?
e On your staff?
e On yourself?
How does your organisation measure its success?

© 2003 Oak Tree Press 12
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Statement of purpose

The purpose of our organisation is ............. in order to achieve ..........
for .............

In five years time, we want to be .............

Gain/profit for our organisation is expressed as:
Create monetary surplus in order to .....
Making services/products available

Making services/products affordable

Creation of employment

Social gain (please define)

Personal development (please define)

e e e— e

The “profit” you have defined is measured by ......... (how?)

What will the purpose statement mean for:
The board?

e Required skills and experience?

¢ Time commitment of board members?
The organisation?

e Activities?

e Organisational structure?

e Management?

e Staff levels?
The organisation’s finances?

e Investment needed?

e Income needed?

The other difference between a social enterprise and a “normal” business is
that a social enterprise usually has other sources of income, in addition to its
customers. Typically, amounts charged to or paid by its customers only
cover a small part of the cost of providing the related service — the balance
comes from sponsors or other income providers. The social enterprise needs
to provide value to those income providers, but also needs to provide value
to the customers who use the service or product. Finally, the social
enterprise needs to provide some ‘“value” (usually intangible) to the
remaining stakeholders. This makes running a social enterprise more
complicated than running a similar-sized “normal” enterprise.

Value:

What value do you offer to:
Income providers?
Customers (users)?
Stakeholders?
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3. BASIC BUSINESS PLANNING

In “Applying the Rules of Business” (another Oak Tree Press publication), 10
simple rules are defined that apply to every business:
1. You must be true to yourself
2. You must have something to sell
3. You must know who you are selling to
4. You are not alone
5. You can only charge what the customer thinks it is worth
6. You must get the sales
7. You must sell within capacity
8. You must get a margin
9. You must have money in order to make money
10. You must have a profit to stay in business.

These rules appear simple, but provide a powerful understanding of the
forces that shape (and can destroy) businesses.

For a social enterprise, the rules need to be rewritten (but only slightly!):

You must be true to yourself

You must have something to provide

You must know your stakeholders

You are not alone

You can only charge what your customer can afford (not what they

think it’s worth)

You must get the income

You must operate within capacity

You must get a margin

You must have money in order to achieve your objectives

O You must make a surplus/profit and provide value to your
stakeholders to stay in business.

o1 W=

""°9°!"9’

Let’s explore these rules — and how they apply to social enterprises — a little
further.

© 2003 Oak Tree Press 14
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You must be true to yourself

In other words, is the business you are planning really you? Can you see
yourself fitting comfortably into it. Anything that you’re not comfortable with,

fix now.

Ask yourself these questions:

Why am I doing this? Do I really want this? Why?

What do I expect to get from it (tangible or intangible)?

How will I measure success? By other people’s values of
profit/money or some other values?

What skills have I got? What do I lack? How can I make up the
difference?

What other commitments do I have that might prevent me from
putting my energy into the business?

So, is this you?

Each of the key people involved in your organisation — the promoters —
should answer these questions.

© 2003 Oak Tree Press 15
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You must have something to provide

Just as you don’t have a business unless you have customers, you don’t have
a business unless you have something for them to buy. It doesn’t matter
whether it’s a product or service — you must have something to sell or
provide.

This is where the complexity of a social enterprise is again apparent. You
“provide” on several levels to your various stakeholders. You provide to
your income providers, to your customers and to your other stakeholders.
What you provide may not be the same in each case.

For example, if you operate a childcare facility to allow mothers to go out to

work, you provide:

e A socially-worthwhile and well-run project, with which they are proud to
be associated, to your income providers, the local health board or a major
employer

e A much-needed facility, without which they could not go out to work, to
your customers, the mothers

e A boost to the income levels in the community, to your other stakeholders,
the local community.

Income providers have different reasons to get involved with your business
than customers. Other stakeholders again might have other reasons. For you
to be successful, you need to understand what you provide across each of
the three groups.

You know your product or service intimately. But others don’t. You need to
explain to them what it is, how it works, what it does, how it’s made or
delivered, why it’s better than other products or services, etc, etc. And, most
importantly, why and how it meets their needs — whatever those needs are.

So, what is your product or service?

© 2003 Oak Tree Press 16
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You must know your stakeholders

Why? Because, if you don’t, how will you know where to find them, in order
to make them aware of your product or service and, in the end, to convince
them to buy or subsidise it?

As a social enterprise, you have a “selling” function to a much wider
audience than a “normal” business. In effect, you sell to all your
stakeholders. You need to sell to the people who provide you with income,
you need to sell to the people who use your services or products, and you
need to sell to your community and catchment area.

The key is not current sales or income but future sales and income. Who are
you going to sell to? Will you remain dependent on grant aid or subsidies, or
can you develop alternative sources of income? Is there only one
organisation grant-aiding your services or are there more? How dependent
and exposed are you to changes in budgets among your income providers?

If you want to develop alternative sources of income, you need to consider
all the options, such as service contracts, direct sales, sponsorship,
members, subscriptions, contributions and activities.

If your organisation has a track record of sales, even if not in a formal
business context, you will find it easier to answer this question, based on
your experience to date.

If you are only starting out, and have no experience of people buying your
product or service, you are going to have to make some assumptions — which
you should then try to back up with as much solid evidence as possible.

Stakeholdezrs:

Who are your stakeholders?

Which of these provide income?

Can you sell more to them?

What and who would be alternative sources of income?
Which of these are your customers?

Can you sell more to them?

What and who would be alternative sources of income?
Who are your other stakeholders?

Can you sell more to them?

What and who would be alternative sources of income?

The closer you can define your stakeholders, the easier it will be to identify
them when you want to sell to them.

So, who will pay for your product or service?

© 2003 Oak Tree Press 17
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You are not alone

In cases of insufficient supply or demand, you might be alone in providing a
specific service. But you will not be alone forever. Whatever you’re selling,
no matter how unique you consider it to be, there is something (and
someone) else out there competing for your income provider’s attention and
your customer’s cash.

That’s why you need to know why your income providers are interested in
your organisation and why your customers (actual or potential, depending
on the current situation) buy your product or service — in particular, why they
buy it in preference to other products or services from other suppliers.

The compelling reasons are the features of your product or service that make
it good value for the income providers, the income providers and the people
you deliver the service or product to.

Competitive advantage:

Do you know what features of your product or service are important:
e For your income providers?
e For your customers?
e For your stakeholders generally?

How can you find out? Why not ask your (potential) customers?

Asking your (potential) customers provides an opportunity to start building a
relationship with them. This is one of the distinguishing characteristics of the
social enterprise, the relationship that often develops not just between the
customer and the product or service but also between the customer and the
organisation.

So, why do they buy your product or service?

© 2003 Oak Tree Press 18
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You can only charge what your customer can afford (not what
they think it’s worth)

Pricing a product or service is one of the most difficult things that any
organisation has to deal with, no matter what kind of business they are in.
Services in particular are more difficult, since they are often intangible — the
customer may have nothing to show after the purchase to remind them of the
value they have received.

Your starting point is the same as a “normal” business: What is the product
or service worth? The questions you need to answer here are: “What is the
maximum amount my customers will pay?”. Again, the best way to find the
answers is to ask your (potential) customers.

Depending on who your customers are, you’ll probably find a range of
prices — some will pay only a little, some may be willing to pay more, some
may not be prepared to pay anything.

The maximum amount that your customers will be prepared to pay will be
determined by their perception of the value to them of your product or
service. Read that sentence again — THEIR perception of the value to THEM

In the section, we asked “Why do your customers buy your product or
service?” Revisit the list of features that your customers want. Are there any
features that have the potential to enhance the price you can charge? Even
your relationship with your customers is a feature that may allow you to
increase your price.

In addition, in a social context, you must take in to account what your
customers can afford to pay, which might be very different from what they
think your product or service is worth. This is a key distinguishing feature of
the social enterprise — the need to make its products or services affordable
to its customers.

The maximum amount that your customers can afford will determine the
price you can charge.

Now decide what price your customers will pay.
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You must get the income

If your customers cannot pay the full value of your product or service,
because they cannot afford to do so, you must find another income source
that will make up the difference. This is where your income providers come
to the rescue — and sometimes your stakeholders, also.

Social enterprises can have different sources of income, other than sales to
customers. Whatever you call it, sales or income, it still needs to come in on
a regular basis, if the bills are to be met. You need to acquire income from
whatever source available. Good business practice suggests that you should
not be dependent on one source of income and that you should put your
eggs in more then one basket.

Income:
What sources of income do you have now and what income will these
generate in the future?

Income this year Next year Five years from now
€ € €
Grant aid/subsidies
Service contracts
Sales contracts

Other income
Total

What new sources of income can you identify and what income will
these generate in the future?

Income this year Next year Five years from now
€ € €
Grant aid/subsidies
Service contracts
Sales contracts
Other income
Total

You need to analyse the information above and decide on your sales focus.
You might have the best product or service in the world, but that does not
necessarily mean it will sell to your (potential) income providers. To get the
income you need, you need to reach your (potential) income providers and
persuade them of the competitive advantage of your product or service — for
them.

So, how will you get your income?

© 2003 Oak Tree Press 20
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You must operate within capacity

In a “normal” business, capacity constraints only relate to the capacity to
supply. In social enterprises, there may be other constraints, dependent on
your purpose and focus.

Regardless, an important question is how many units can you make (product)
or deliver (service)? So, you need to know how many units you can make or
deliver in a given time period — a day, a week, a month or a year -
whatever’s best for you, with the resources you currently or can reasonably
expect to have. In a childcare business for instance, how many children of
what ages can be cared for, given premises available and the regulations
governing staff / child ratios. What staffing do you need and at what
educational level?

Resources:

What resources do you have?

What constraints do you have on operating at full efficiency or capacity?
Do you need to change?

If “Yes”, what and why?

If “No”, why not?

Because you provide at different levels (to income providers, customers and
stakeholders), you need to review your capacity in that context. Perhaps you
find yourself so busy with the day-to-day service provision to customers and
chasing income providers to make ends meet that you don’t have time to
keep your other stakeholders in the community informed.

Measurement is key! How do you measure your output (in whatever shape or
form). Does the output you are capable of providing match with what your
income providers, customers and stakeholders want and expect?

Again, ask your stakeholders to clarify their expectations and needs. Then
examine your resources and see where the (potential) problems lie. What is
your capacity for providing the product or service — and for meeting other
demands on your resources.

So, what’s your capacity?
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You must get a margin

In most social enterprises, profit is not the primary objective, but surplus to
re-invest in worthwhile initiatives or “profit” expressed in other gains (social
profit) is still important.

Costs have to be met and there needs to be a minimum target of breaking
even (all costs paid for). To know what your organisation’s break-even point
is, you need to understand your cost structure.

You now know how many units of your product or service you can
reasonably expect to make or deliver in a given time period — a week, a
month or a year. Now you need to know what it costs you to make or deliver
those units.

In any business, there are two types of costs to be taken into account:

e Costs that relate directly to the product or service (direct costs)

e Costs that may not have any connection to the product but still exist as
part of your spending (overheads).

Direct costs are the easiest to identify, since they consist mainly of the
materials that make up the product or service. If you are making products,
the likelihood is that direct costs are a big part of your costs.

Most social enterprises are operating in the service sector, where the bulk of
the costs relate to items that are essential to the running of the business but
have no connection with production — for example, administration costs like
rent on your premises, or telephone bills, or book-keeping. These are called
“overheads”.

Salaries for people (if any) who work with you may be either directly related
to production or not related at all, depending on what the person’s duties
are. However, it’s often simpler if you treat all salaries as part of overheads.
Finally, you need to consider whether you allow for a salary for yourself and
the other promoters.

Use Worksheets 1, 2 and 3 to calculate the direct costs of making your
product or delivering your service, your overheads and your own (and other
promoters’) salary.

Use Worksheet 4 to calculate how much it costs you to make or deliver a
single unit of your product or service. This will help you in deciding pricing.

So, how much does each unit cost you to make or deliver?
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Worksheet 1: Direct costs

The cost of the items that go directly to making a single unit of product or
service delivery are:

Materials

Miscellaneous small items
not charged individually
ToOTAL DIRECT COST PER UNIT OF
PRODUCT/SERVICE DELIVERY
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Worksheet 2: Overheads

€ per year

Salaries

Gross salaries

Employer’s PRSI

Other staff costs (bonuses, etc)

Total salaries

Production costs

Light, heat and power

Maintenance of equipment

Rent/lease of equipment

Insurance of equipment

Other costs

Total production costs

Transport costs

Maintenance of car/van

Purchase/lease costs

Fuel

Insurance/Road Tax

Other costs

Total transport costs

Selling costs

Advertising

Packaging and packing

Promotional brochures ,etc

Trade fairs

Other costs

Total selling costs

General expenses

Telephone/fax/e-mail

Postage

Insurance

Office expenses

Accountancy fee

Professional advisors

Other costs

Total general expenses

ToTAL OVERHEADS

© 2003 Oak Tree Press
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Worksheet 3: Your own salary

This worksheet will help you to determine the amount you need to live on —

and therefore the minimum salary you need to draw from your business.

Adjust the categories to suit your own circumstances.

€ per year

Major items

Rent/mortgage

Gas/water/electricity

Telephone

Insurance (health/home, etc.)

Car (insurance, tax, depreciation)

Repayments

Other expenses

Subtotal A

Household expenses

Food

School

Clothing

Footwear

Holidays

Repair/maintenance

Savings

Subtotal B

Other income

Earnings from outside the business

Children’s allowances

Government benefits

Rent subsidies

Sub-total C

Total needed per year (A+B-C)

Allowance for big once-off expenses (replacing
washing machine or TV)

MINIMUM ANNUAL INCOME/SALARY

This is what you need each year just to get by and pay all your bills. It’s what

you need as a minimum salary from your business.

Each promoter in a social enterprise should complete this worksheet.

© 2003 Oak Tree Press
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Worksheet 4: Cost of making one unit of product/service delivery

This worksheet will help you to determine the cost of making a single unit of
your product or a single delivery of your service. Adjust the categories to
suit your own circumstances. If you have more than one product, use a
separate worksheet for each.

Step 1 Source €
Total Overheads Worksheet 2

Minimum Salary Worksheet 3

Step 2

Number of units Rule 5

produced/delivered each year

Step 3 €
Total Overheads and Minimum Total Overheads
Salary per unit of product/service | plus

Minimum Salary
divided by

the number of
units
produced/delivere
d each year

Step 4 €
Overheads and Salary per unit Above
Direct Costs per unit Worksheet 1

ToTAL COST OF
PRODUCING/DELIVERING
ONE UNIT OF PRODUCT/SERVICE
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You must have money in order to achieve your objectives

Without some seed capital, you cannot even get started. But, very often, your
seed capital is not enough and you have to borrow money to develop your
business. So, you need to be able to explain to the bank manager/social
financier how much you need, what you intend to do with it and what value
your deliver to your stakeholders.

How do you know how much you need? Close your eyes and picture yourself
running the business. What do you see? List it all. Check that you have not
forgotten anything. Then, before pricing the list, eliminate everything that’s
not absolutely necessary. Buy second-hand to save money, where possible!

But, if you have already been working in your organisation for some time,
however informally, you may already have some of the necessary equipment
and materials. List what you have, and put a value on it. Make sure you only
include things that were on your “absolutely necessary” list in the first place.
Then add a sizeable amount — perhaps 50% or 100% more —as a
contingency, to cover things you have not yet thought of.

Depending on who your customers and income providers are, you may need
extra money to cover delays in payment. Be warned that late payments are
much more common than they ought to be and can be devastating to an
inadequately-financed enterprise.

Use Worksheet 5 to help you calculate how much money you need.

So, how much money do you need?
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Worksheet 5: Investment needed

This worksheet will help you to calculate the investment you will have to
make and how it will be sourced (only include sources that have been
confirmed). Adjust the categories to suit your own circumstances.

Investment required €

Property

Renovations

Fixtures and fittings
Transport

Machines and equipment
Goodwill, security deposits
Miscellaneous

Initial stock of raw materials
Advisors

Other costs

Contingency

TOTAL INVESTMENT

Source of investment €

Financed by organisation

Business and working assets
Savings
Deferred loans

Total investment by organisation

Financed externally

Mortgage
Long/medium term bank loan
Leasing (cars, machines, etc.)
Overdraft
Subsidies and grants
Other

Total external finance

ToTAL FINANCE AVAILABLE
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You must make a surplus/profit and provide value to your
stakeholders to stay in business

Ignoring those businesses for which profit is the only objective, businesses
must deliver a value or surplus in order to stay in business.

Profit (or surplus) is important because it is necessary to:

e Repay the initial investment in the business — the amount you have just
calculated you need to start-up

e Fund further development of the business — experimentation to develop
new products or services must be paid for, as must expanding premises,
marketing campaigns and the like

How can you tell whether your business is in surplus?

You won’t know for a fact that it has been profitable until afterwards, when
your accountant does the books and prepares accounts — usually at the end
of the year. But you already have enough information to estimate in advance
whether your proposed business is likely (careful with that word! likely, not

guaranteed) to provide a surplus.

You know:

e How much you can expect in sales — how many units your customers are
likely to buy and the price they will pay.

e How much each unit costs you to make.

Therefore you can calculate your likely surplus / profit. Use Worksheet 6 to
help you.

Then compare this surplus/profit against your investment requirements. Will
your surplus/profit allow you to pay it all back in one year? In less than a
year? Will it take longer? A lot longer? The longer it takes for your
surplus/profit to pay back your initial investment, the more exposed and
insecure your business is likely to be.

Use a little caution here. Even if your figures show that you will be able to
pay back your initial investment in six months, don’t commit to do doing that.
Real life has a nasty habit of diverging from carefully-laid plans (and usually
not for the better!). So build in some allowances.

That was the easy bit. You also will have to prove your value in non-monetary

terms, since value is important:

e In attracting social investors, who want to see a return (not necessarily
financial) on their money

e Keeping the other stakeholders happy — no stakeholders, no social
enterprise.
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Hence the need for social auditing or some kind of measurement system that
can show that you add value/gain for your stakeholders.

Social auditing:
Can you prove that you add value/gain for your stakeholders?

If “Yes”, how?
What are the impacts of your organisation on your stakeholders?

Now, have you a business that is financially viable and delivers value to its
stakeholders?
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Where next?

By this stage, most social entrepreneurs have become really committed to
the idea of developing a social enterprise. They have explored some of the
issues, assessed (in very outline form) its viability and value to stakeholders
and are confident enough to take things a stage further. Are you ready?

The next step is the dreaded business plan, which seems to be a mandatory
requirement for raising funds from any source.

Daunting as this requirement may seem to you just now, in reality it’s simpler
than you think — not least because you have already done most of the work.

That’s right! In following the steps in this guide, seeing where the rules of
business impact on your proposed social enterprise and making a few
simple calculations, in effect you have done most of the work in preparing a
business plan.

You have answered most of the questions that will be in the forefront of every
bank manager’s or social financier’s mind, which is the critical part of a
business plan. More important, you have thought through all the key issues
that will impact on your business. You are ready now to document the
answers in a simple business plan.
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4. A SIMPLE BUSINESS PLAN

Now you are ready to compile a simple business plan. It’s hardly orthodox,
but any reader will quickly discover that you have done your homework —
and that’s all that matters. Use the format below to help you to pull all your
planning to date together.
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Business Plan

The purpose of the
business is ...

Explain the purpose of your social enterprise.
What do you want to achieve and why do you
think it is important?

The social gain is

Explain the value you want to create for your
stakeholders and how you will measure/prove
the social gain.

The organisation
is ...

Explain who you are, your skills and abilities,
why you want to start/run a social enterprise.

Our product or

Explain your product or service: What it is, what

service is ... it does, how it works, how it is made or

delivered, what makes it different/unique, etc.
Our stakeholders | Explain who your stakeholders are likely to be
are ... and why.

Our customers
will buy or use our
product or service
because ...

Explain why your customers will buy your
product or service and what evidence you have
to support this.

Our customers
will pay ...

Explain how much your customers will pay for
each unit of your product or service and what
evidence you have to support this.

Our other sources
of income are ....

Explain your other sources of income and what
evidence you have to support this.

We can make ...

Explain how many units of your product/service
you can make/deliver in a given time period and
what evidence you have to support this.

To make/deliver
each unit of
product/service
costs ...

Explain how much each unit of product/service
costs you to make/deliver and what evidence
you have to support this.

The investment
we require is ...

Explain the start-up investment you need, what it
will be used for and what evidence you have to
support this.
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We have a viable
business because

Explain why you believe you have a viable
business, including the community gain you
expect to provide to your stakeholders, and what
evidence you have to support this.

In summary ...

On a single page, list the main points of your
plan, in bullet point form. This is the part of the
business plan that will make the biggest
impression on your reader — make sure it’s easy
to read and understand.

Then put it at the front of your plan, where it
will be seen!

When you have written this simplebusiness plan, treat it as a first draft. You
will not always be present to explain the plan to a reader, so write with this in
mind. Revise and polish it until you are sure it says exactly what you want.

Then get a few close friends or a trusted adviser to read it with a fresh eye.

Revise it for their comments.
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More detail

For most social enterprises, especially at the “thinking about it”/start-up, this
business plan and the work that underpins it will be sufficient.

But for an expanding social enterprise, or one that plans to engage
significant resources, more detail will be necessary — both in the thinking
and in the business plan itself. If you want to expand on the issues involved
in business planning for social enterprises, you need to work through the
next chapter, Chapter 5, where we will cover the above business plan
structure in more depth, and develop a formal business plan in line with the
structure shown in Chapter 6.

© 2003 Oak Tree Press 35



Social Economy Business Planning Workbook : Draft 4 : January 2003

5. ADVANCED BUSINESS PLANNING

Chapter 4 has given you the outline of a simple business plan, which in most
cases should be sufficient. However if you want to work through the issues in
more detail and work to a more sophisticated level of business planning, this
chapter will help you to do that.

It will take the structure you are now familiar with:

The purpose of the business is ...

The social gain is ....

The organisation is ...

Our product or service is ...

Our stakeholders are ...

Our customers will buy or use our product or service because ...
Our customers will pay ...

Our other sources of income are ....

We can make ...

To make/deliver each unit of product/service costs ...
The investment we require is ...

We have a viable business because ...

In summary ...

This chapter will help you with the thinking involved in more detailed
planning, so that you can present a more formal business plan, which looks
like this.

. Executive summary

. Introduction and background

. Project outline

. Ownership, management and employment

. Market and marketing strategy

. Process

. Financial

. Funding
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. Detailed projections.
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The purpose of the business is ...

On page 12, you defined the purpose of your organisation. Remind yourself
of that purpose.

Having seen how the rules of business apply, have you changed your
perspective on the purpose of your business?

As you realise by now, there can be tension between the need to generate
income, and thus become self-sufficient in some shape or form, and the
purpose of the business. The need for self-sufficiency is sure to be
distracting from the purpose of the organisation, and may even lead to
conflict with the purpose of the business. Understanding your purpose — and
the reason for it — will help you to define the parameters within which you
must operate.

Mission:

Why does your business exist?
What does your business stand for?
What is your business about?

The next step is to define where you want to be. Again, on page 12, you
wrote down where you saw the business being in five years’ time. The rules
of business should have given you some insight into what is possible. You
know where you are now, the question is “Where do you want to go?”. In
order to give your business direction, it is vital that the answer to this
question is translated into a vision. Without a vision, there is no direction.

Vision:

Describe your business organisation in five years’ time. Be as visual as
possible. Describe it from an organisational perspective and consider
income, customers and stakeholders.

Your purpose can now be broken down into a Mission Statement and a
Vision Statement. These two statements determine direction of your
business.

Mission Statement
Our mission is ....
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Vision Statement

Our vision of our organisation for five years’ time is ...
Organisation:

Income providers:

Customers:

Stakeholders:

Ensure that everyone on the team understands and agrees with these two
statements. If necessary, use a facilitator to help you develop these
statements in mutual understanding.

© 2003 Oak Tree Press

38




Social Economy Business Planning Workbook : Draft 4 : January 2003

The social gain is ....

This is the key to social enterprise. This is why you are in business. This is
why you have income providers, customers and stakeholders interested in
your business. This is why you yourself are interested. It is the driving force
for your organisation and its functions.

A clear understanding of your social gain helps you with gaining income, it
helps you with PR, marketing, etc. and it determines the way you work.
Absolute clarity on what social gain you want to achieve is the key to success
for a social enterprise.

After defining it, measuring it and proving that you are delivering on social
gain is critical. In other words: What do you want to achieve? and How will
you know that you are achieving it?

Social gain:

What is important to you?

How do you want to be remembered?

How do you want the business to be remembered?

For the sake of clarity you should limit and focus. “Saving the world” is too
unspecific and is impossible to achieve or measure. Prioritise.

Score in order of importance:
e Creating income
e Creating surplus
e Delivering a service or product
e Making a service/product affordable
e Developing employment opportunities
e Personal development
e Community development
e The environment
e The community
e The individual
e Satisfied income providers
e Satisfied customers
e Satisfied stakeholders

The two exercises below should help you to define your social gain.
To measure your success in achieving social gain, you need to have a

baseline to work from in order to show progression and results. Try to
describe the current situation.
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At the moment the situation is:

Now try to define what situation you would like to aim for. The difference
between the current and preferred situation will help you define the focus of
your social gain.

In five years’ we would like the situation to be:

Now you can define your social gain.

Social gain
Through our business, we aim to deliver the following social benefits
(be as specific as possible):

Social auditing

Ultimately, you will have to be accountable to your stakeholders for what you
have set out to achieve. Therefore, you need to measure your progress.
Measuring progress in terms of money, customers, etc. is easy. Measuring
the intangible elements of social gain is much harder. Social auditing is a
way of helping you to prove your value. It is again a question of definition:

e Who are your stakeholders?

e What is your base line?

e How is your measurement of progress towards social gain made

consistent and comparable year after year?
e Who is responsible for measurement of progress towards social gain?
e How is your measurement kept independent and verifiable?

What you need is a structured approach to collect feedback from all
stakeholders on an ongoing basis.

The benefits are obvious. It ensures that the business keeps on the right
track, it keeps everybody involved, it gives you ammunition to negotiate
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with your income providers and it proves that the business is delivering
value.

Social auditing
Our social auditing process is ...
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The organisation is ...

An organisation is defined both by its management and by its environment.
Management should ensure that the business responds optimally to the
opportunities and threats that the environment represents. The environment
can simply be translated into two categories: threats and opportunities. You
should spend some time defining each of these.

Environment:
What do you see as the major opportunities for your business?
What do you see as the major threats to the business?

As well as the threats and opportunities, you need to consider the strengths
and weaknesses of your business.

Strengths and weaknesses:
What are the major strengths of the business?
What are the major weaknesses of the business?

Management

A key success factor in any business is the management. Management is a
mix of skills and experience, drive, personality, commitment and networks.
How do you score on these factors (score between 1 and 10) in the exercise
below? Do this as individuals as well as a group.

Quality of the promoters/management team Score

Drive of promoters/management team

Relevant education and experience of promoters/management
team

Network of promoters/management team

Personality of promoters/management team

Commitment of promoters/management team

Quality of management

Any score below 7 is likely to be detrimental to the success of the business and needs
to be addressed.

Drive, and personality are internally-driven and are hard to change. But skill
levels can always be developed, whether one is talking about “hard” skills
(functional capabilities, such as marketing or financial skills), or “soft” skills
(dealing with people or managing change).

© 2003 Oak Tree Press 42



Social Economy Business Planning Workbook : Draft 4 : January 2003

You need to analyse the current skill levels of your management team and
identify the new skills that the social enterprise will require in the future.
Each promoter/member of the management team should complete the
exercise below.

Relevant education and experience of promoters/management
team:
Education (post-primary and later)

Year(s) School/course Degree/
certificate

From to [1Yes []No

From to [1 Yes []No

From to [l Yes []No

From to [1Yes []No

From to [1Yes []No

From to [1 Yes [INo

Work Experience

Year(s) Organisation Position

From to

From to

From to

From to

From to

Describe other significant experience that could be useful for your
business:

Motivation, objectives and goals

Why do you want to be involved in the business?
What do you want to achieve with your business (which goals do you
want to pursue and what size do you want to attain)?

Network

“It is not what you know, it is who you know”. A network of connections is
an especially powerful tool in business. You already know how useful it is to
have a personal introduction to someone you have not met before, or to have
a contact or interest in common with someone you are meeting for the first
time. Both these help to build trust — the core of every business and personal
relationship.

By being very deliberate in the way that you use your network of personal
contacts, you can develop your business at a much quicker pace. You know
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people, who know other people, who know other people ... and before you
know it, you have personal introductions to new clients, investors, and
suppliers. Your network is a unique strategic resource. Use it!

Network of contacts:
Develop a profile of your own current network along the following lines.

Contact Contact Nature of | Quality Value of this
organisation individual | contact of contact to
contact your business

Quality of management

The quality of management is often the distinguishing factor between
successful and unsuccessful businesses. Analyse your own/your team’s
abilities here.

Management ability:

What special qualities of yours are important for your business?
What areas do you need to improve on as an individual?

What areas do you need to improve on as a team?
As a team how will you improve your skill levels?
e Training
e New board members
e Use of advisers/consultants
e Other (specify)

It cannot be stressed enough that the business will stand and fall on the
quality of its management. If that means making hard choices, now is the
time to do it. Make sure your management team agrees on your vision and
the direction you are taking.
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Board of directors:
Review the suitability of each person on the board of directors of your
organization from the perspective of:

e Income providers

e Customers

e Stakeholders,

e Social gain

e Income focus

e Skills
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Our product or service is ...

Your product or service, regardless of what it is, can be viewed as a triangle:

From an income provider’s perspective — which may be related to
subsidies, grants, service level agreements, etc

From a customer perspective — which might be related to sale, but may
be not (since the product or service may be “free” to the end user)
From the other stakeholders’ perspective — which is related to value.

Your perception of your product or service is not important.

Successful international social organisations, such as Amnesty International
and Greenpeace, offer very distinct products/services to each of their
stakeholder groups (income providers, customers, stakeholders). You need
to spend some time in analysing what your product or service means to each
of these key groups.

Product / service:
Income providers Customers Stakeholders
Core elements:
Function: What does it do?
Packaging: How is it presented?
Design: Is it modern or old-fashioned?
Features: What features does it offer?
Price: How much?
Integrity: Does it do what it promises?

Service elements:

Before-sales service: Brochures, information on product use, etc
During-sales service: More information, costs comparisons, advice on
use

After-sales service: Dealing with problems, breakdowns, etc
Guarantees: Promises to fix the product if anything goes wrong
Warranties: Fixing what’s gone wrong, when it does

Delivery: May be important for bulky items

Availability: Customers hate waiting once they have decided to buy
something

Add-ons: Extra features to improve performance, ease-of-use, etc
Finance: To help them afford the purchase

Reports/evaluations: Feedback and accountability
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Intangible elements

Quality perceptions: Good, bad or indifferent

Value perceptions: Do you deliver the value?

Reputation: How is it known?

Brand name: Is it recognised?

Corporate image: Does it enhance the product/service?
Other users’ recommendations: Do you have testimonials?

Social gain elements

Quality perceptions: Can you prove it?

Value perceptions: Do you deliver the value?

Reputation: How is it known?

Brand name: Is it recognised?

Corporate image: Do they want to be associated with you?
Other users’ recommendations: Do you have testimonials?
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Our stakeholders are ...

Your definition of stakeholders should be based on some solid market
research. Who are your stakeholders, why are they stakeholders, why do
you think they are interested? And prove it! The triangle of the income
providers’, customers’ and stakeholders’ perspectives means that you will
have to do market research across each of those three interest groups.

The starting point is everybody with an interest in your business for
whatever reason. In effect, that is the market you operate in. On page 12, you
defined your stakeholders, as you understand them then. With your deeper
understanding of your own business and of business generally, do this
exercise again and make the list as exhaustive as possible. Prioritise the
importance of stakeholders.

Stakeholders:
Income providers Customers Stakeholders Priority
e Customers
e Neighbours
e Local politicians
e Local authorities
e Local press
e Regional press
e National press
e Local businesses
e Trade organisations
e Unions
e Statutory organisations
e Community organisations
e Partnership organisations
e Banks
e Credit unions
e Social financiers
e Government
e Semi-government
e Charitable organisations

Link this analysis to your network and look for overlaps. You will find that in
theory everybody is a stakeholder. Hence the need for focus and definition
again.
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When you prioritise, you also need to consider how you:
e Communicate with each group of stakeholders
e Engage with them
¢ Involve them in social auditing
e Deliver the value they are looking for.

Now clearly define your stakeholders.

Stakeholders
Primary stakeholders
Secondary stakeholders
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Our customers will buy or use our product or service because ...

This is the million Euro question. No customers, no business, no social gain.

Unless people need your product or service, they will not buy in by:
e Providing income
e Paying for/using the product or service

Stakeholders in a general sense of well-wishers alone are not enough. There
needs to be some exchange of value.

There are several things you need to consider.

e The competition (You are not alone)

e The stakeholders (Why they buy or use?)

e Your image (how is your organisation, or do you want your organisation,
to be perceived?)

These are all amalgamated into your marketing approach.

Competition

You need to know who your competitors are. In case of insufficient demand,
there might not be direct competition, but there will always be competition
for grants/subsidies, sponsorship or other sources of income. A budget can
only be spent once.

Use the exercise below to check how well you know your customers and/or
income providers. Make clear the distinction between income providers and
customers.

Competition:

Income providers Users
What are the alternatives to your products/services?
Who makes/sells these alternatives?
Among these, who are your main competitors?
What range of products/services do they have?
What kind of choices do they offer?
How broad is their range?
What are their target groups?
What are their future prospects?
What are they good at and what are they not so good at?
What implications do your competitors have for your
products/services?
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Once you have identified who your competitors are you need to be able to
distinguish your organisation from them, so that your customers/income
providers are clear about the value you provide. In order to do that, you
need to know what is important to your stakeholders and how you compare.

What is important to your stakeholders? Income providers will answer this
questions in different ways from customers or from other stakeholders. List at
least five elements for each group.

Product / service features - Stakeholders’ perspective:
Elements/features Income providers Customers Stakeholders

WD

Compare these answers with the analysis in the section Our product or
service is ... earlier in this chapter. There should be a great deal of overlap.
If not, you are not delivering what your stakeholders are looking for.

Next, compare your products and services against those of your competitors.
For each of your products/services, take the five features that your
customers identify as being most important to them and decide whether
your product is better (+), equal (=) or not as good (-) when compared to
your three closest direct competitors’ same/similar products/services.

Product / service features — customers’ perspective

Product/Service:

Competitor 1: Competitor 2: Competitor 3:

Better | Same | Not as | Better | Same | Not as | Better | Same | Not as
Feature good good good

G ||

What implications does this analysis have for your product/service?
Where can you compete most strongly?

The approach we have taken here is very business like and may appear very
harsh. However, the reality is that you do compete at these different levels —
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if not for your customers, who may have little choice, then most definitely for
your income providers, who have many others looking to them for funding
also.

The more you know what your stakeholders are looking for, the more you
will be able to involve and engage them. This is particularly important for
your income providers.

Your product features are closely linked with the way your business is
perceived. Selling is liking. What you are trying to do is to gain “mind-
share” or “heart-share”.

“Mind-share” is the immediate calling to mind of your brand in customers’
and income providers’ minds when they need the type of product or service
you provide. For example, for most people, Amazon.com is synonymous with
buying books on the Web.

“Heart-share” is the positive feeling that customers have towards your
brand, which leads them to seek to it out even when other alternatives are
available. How many times have you driven past several petrol stations in
order to get to your favourite petrol station? For a social enterprise, “heart
share” is of strategic importance. Stakeholders have to love you!

To get mind and heart share you need to project an image that appeals to
your stakeholders.

Image:
What seven key words do you want stakeholders associate with your
business and why?

e Income providers

e Users/customers

e Stakeholders

What colours do you want to be associated with and why?
e Income providers
e Users/customers
e Stakeholders

What music do you want to be associate with and why?
e Income providers
e Users/customers
e Stakeholders

Use the exercise above to help you to describe how you want your
organisation to be perceived by your stakeholders — in other words, your
business’ positioning statement. This statement is closely linked with your
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vision. Vision explains where you want to go; positioning is where the
stakeholders think you are. Where do you want your business to be
perceived as being in five year’s time?

Positioning statement:
In five year’s time, our organisation will be seen as ....

The positioning statement determines what is communicated (=branding)
through the marketing mix. As an example of the marketing mix at work,
take perfume. It is not a social enterprise, but explains well how the
marketing mix works.

Perfume, broken down to its essentials, is nothing more than water with a
smell. But the price that customers pay for perfume is many times the value
of water with a smell. Why? Because the marketing mix has been so well-
crafted that the customers’ image of perfume is that of an exclusive, special,
luxurious, sensual product — far removed from our crude description of it as
“water with a smell”. The image in customers’ minds is created with the
building blocks of the marketing mix: Price, product, place and promotion.

Let’s see how:

e Product: The product is essentially water with a smell. However,
customers see something more than this, because perfume is sold in a
sophisticated and well-designed bottle, with expensive-looking
packaging. Because it looks expensive, customers begin to think that it is
expensive

e Income providers
e Users/customers
e Stakeholders

e Price: The cost price (excluding packaging) of perfume is perhaps less
than € 1 per bottle. If it is sold for many times that, the customers’
perception again changes. If it is expensive, it must be special

e Income providers
e Users/customers
e Stakeholders
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e Place: Perfume is not sold at every local shop but is only available from
expensive-looking retail shops that already have an up-market image.
This makes the product exclusive (or appear so). And again, the
customers’ perception of the product changes — if the product appears
exclusive, it must be so.

e Users/customers
e Stakeholders

e Promotion: Perfume is not sold by local leaflet drops or mass mailings,
but is promoted by elegant life-style advertisements on national television
and in glossy up-market magazines. Again, this changes customers’
perception of the product, driving it further up-market and justifying in the
customer’s mind the high retail price.

e Users/customers
e Stakeholders

By using the right combinations of the different elements in the marketing
mix, you can determine how stakeholders perceive your product/service.
This is the essence of marketing.
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Our customers will pay ...

You are a non-profit business, not a charity. Surplus/profit and income are
necessary to achieve your mission. The main contributor to surplus/profit is
the pricing of your product. The more surplus/profit, the more community
gain.

The unit selling price of your products or services is a critical determinant of
your surplus/profit. There are two ways to calculate your price:

e Cost plus — you take the cost of producing the product (or delivering a
service) and add a margin — and hope this fits with customers’
willingness/ability to pay

e Market minus — you take the price customers are willing/able to pay —
and produce for less than this.

You need to consider the room you have to manoeuvre based on the budgets
of your stakeholders. Starting with your users/customers. This is based on
the premise that the healthiest way to long-term sustainability is for your
customers to provide the income needed to sustain the business, without
dependence on income providers. Although this is rarely the case in a social
enterprise, it’s a good place to start for a business-like analysis.

Pricing / costing:

The more unique you make your product, the easier it is to price on cost
plus. Then you need to look at your competitors’ pricing, to see where your
pricing falls in relation to theirs.
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Competitive pricing:
For each product/service/income stream, identify:

Product/service/ Your cost of Your Your Your
income stream production/delivery | selling | competitors’ | competitors’
price lowest highest
selling price | selling price
(for the (for the
same/ same/
similar similar
product) product)

Competitive pricing will become an issue, particularly if you have to start
tendering or decide to bring your service and product into the commercial
market place.

Tendering:

Do you currently tender?

Public [ ]Yes[ ]No

Private [ ]Yes[ ]No

Are you expecting to tender in the future?

Public [ ] Yes 2 Are you prepared?
[ ] No - Why not?

Private [ ] Yes 2 Are you prepared?

[ ]No > Why not?

Do you plan to extend your service into the market place?

Public [ ] Yes 2 Are you prepared?
[ ]No - Why not?
Private [ ] Yes 2 Are you prepared?

[ ] No - Why not?

The value perception, as you have defined it in the last three section will
ultimately determine your pricing, your income and your sustainability.
Review it again in the context of the exercise above, particularly in relation
to your approach to promotion and selling.
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To identify your organisations’ future income/sales potential, do some
market research and extend it outside of your stakeholders. Keep it
practical: use your network, go to the library, use the Internet and spend

time asking Who, What, Where, When, Why? Take your time. The more time

you spend, the more effective you will be.

Income/sales potential:
What income do you expect from selling units?

This year € Why?
Next year € Why?
Following year € Why?
Total €
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Our other sources of income are ...

As stated in the previous section, the most sustainable route is full income
and surplus/profit through trading. For most social enterprises, that is just
not possible. So you need to find the right mix and balance for your
organisation between customers and other sources of income.

Other income:

What subsidies are available to underpin your trading income?
How dependent are you on these subsidies?

How long will they continue?

Can you progressively eliminate your reliance on these subsidies
through additional trading income?

How long will that take?

As a social enterprise, you are in a unique position to use your focus on
social gain as a selling tool, to generate additional income outside of the

normal sources of income from customers. However, positioning, marketing

and branding are key. These take time to develop, so you need to keep
things practical as well.

Other income sources:
Analyse your stakeholders.
e Which of them have deep pockets?
e What could you offer in return?
e What would you add?
e What could they add?

Do not think only in monetary terms but consider:
e Manpower
e Discounts
e Equipment
e Knowledge
e Advice
¢ Routes to market
e Partnerships

Try to think creatively. Keep in mind that people usually look for something

in return for their contribution. They may be satisified with a “feel good”
factor, but in many cases there might be very valid business reasons for
them to contribute - if you can make a business case, you have a stronger
position than depending on the “feel good” factor. Again, the value
perception, as you have defined it earlier, will ultimately determine your
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pricing, your income and your sustainability. Review it again in the context
of the exercise above, particularly in relation to your approach towards
promotion and selling.

To identify your organisations’ future income/contributions potential from
income providers, do some market research and extend it outside of your
stakeholders. Keep it practical: use your network, go to the library, use the
Internet and spend time asking Who, What, Where, When, Why? Take your
time. The more time you spend, the more effective you will be.

Income/contributions potential:
What income do you expect from other sources?

This year € Why?
Next year € Why?
Following year € Why?
Total €
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We can make ...

In a competitive environment, the quality of your product or service has to
be up to standard. Your customers are entitled to quality, even if there is no
direct competition. Service level contracts with, and subsidies from, income
providers are likely to be subject to standards and regulations. In addition,
you must comply with laws, regulations and licenses, etc. You have an image
you want to project and bad quality is unlikely to be part of that image.

To make, produce, deliver (regardless of what your product or service is),
each organisation has its own specific process(es) but, there are core
activities, some or all of which every organisation will require. In some social
enterprises, the process itself is the social gain.

The core activities are:
e Buy
Make (hours or units)
Sell
Infrastructure.

Think through your process and the activities that are relevant to your
situation. Identify the resources and people needed to establish and maintain
the functions required by those activities.

Process:
Think about your product or service.

e What are the stages in its movement through the business, from
the stage when a potential customer makes first contact to the final
delivery of the product or service?

e What activities are involved?

e Map your process.

Describe your operation:

e Size: How big or small are you?

e Premises: Where are you located? How does it look? Is it sufficient
in size/location/presentation for your needs?

e Equipment: What equipment do you use? Is it old or new, quick or
slow? Is it sufficient for your needs?

e Systems: What computers/programmes do you use? Do you use
social auditing? What administration procedures do you use? What
use do you make of e-commerce?.

e People: Who are they? How many? How well trained?.

e Capacity: How many units can you produce — minimum and
maximum? Can you expand? By how much?
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Generally:

How do things get done?

Can the process be improved?

Is it busy or quiet?

Does it appear organised?

Who does what?

How are customers’ orders fulfilled?

How are products made?

From what?

With what?

Where is inventory stored?

What items are used to make the products?
How are your products delivered to customers?
How are your services delivered?

What equipment do you need for your services?

What are the regulations that apply to your process?

Is there a social dimension to your process through:

Staff development?
Employment?
Other, namely:

How does that affect the process?

Positive? [ ]Yes[ ]No
Neutral? [ 1Yes[ ]No
Negative? [ 1Yes[ ]No

— —
—_—

— r—r—
e e e

Why?
Why?
Why?

Now look at your process again and consider where out-sourcing could be
used. Of the four core activities, which could your business outsource?

Outsourcing:

Completely Partly

Buy

Make

Infrastructure

Sell

Where do your business’ ““core competencies” lie?
What is the business really good at?
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The next step is to look at your process or business model in relation to your
competitors.

Competitors’ process:

How do your competitors organise their process/business model?
What is your most progressive competitor doing?

What is happening in other countries in your industry?

The exercise above will give you an insight in your current way of working
and how you might be able to improve it.

Process improvement:

What is your current capacity? hours units
What capacity do you need?

What is the current value of your equipment?

What is the current value of your premises?

How much do you need to invest in equipment?

How much do you need to invest in premises?

What other investment do you need to make?

How many staff do you have?

How many staff do you need?

Your staff are divided into: Have Need
Management
Administrative
Productive (hours or units)
Other, namely:

[ ]

— r——
e ] e
— r——
—_ e
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To make/deliver each unit of product/service costs ...

Most social enterprises are grossly under-funded. Part of it is lack of income,
part of it is not understanding the extent of the costs of running the business.
To make a case for more resources, you need to have a proper fix on your
costs.

Start by understanding your direct production costs.

Direct production costs

These include all materials and other costs that relate directly to each unit of
product or service. For example, if your organisation provides solid fuel to
pensioners to supplement their own during the winter months, the cost of
coal, briquettes, etc is a direct cost.

Direct cost:

Materials €
Time €
Machine cost €
Other direct costs €
Total direct costs €

Later we will look at other costs incurred by the business in providing its
product or service.
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The investment we require is ...

Every business needs investment to get started. Some of it comes from the
promoters but, usually, outside financiers are involved.

You need to know what resources you have and how they are financed. Next,
you need to know what further resources you need and how they will be/can
be financed.

Resources consist of fixed assets, current assets and liquid assets.

Fixed assets
These are investments that remain in the business for more than a year
(durable goods) and appear on the balance sheet as assets.

Fixed assets:

Do you need property? Include the cost of purchase.

Do you need to make renovations/alterations to your premsies? Prices
can be determined from quotations you receive from tradesmen

Do you need fixtures and fittings? This concerns the total outlay and
equipping of the business, from the cellar to the attic. Estimate as
accurately as possible, using catalogue prices and quotations

Do you need machines and equipment? Estimate the prices of these
items from quotations, purchase price or current values. Where there
are several of these items, make a list. If you are not buying new
machines, note how old they are and the depreciation periods involved
Miscellaneous: Enter here a round sum to cover smaller items not
included in the categories above as well as an amount for unforeseen
expenses (“contingency”).

Current assets
These are assets that, in general, can be converted into cash within one year.
They include:

e Stock: The value (cost price) of stock or semi-manufactured products
(base materials).

e Debtors: The money you will need to have available since your
customers will not pay immediately after being invoiced. The amount is
calculated by dividing your annual turnover by 52 and multiplying the
result by the period in weeks it takes customers to settle invoices (at
least a months, often more). Where you are sell nearly everything on a
cash basis, skip this.
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Liquid assets

This is the amount of money directly at your disposal, because you keep it in
cash or because it is deposited into your bank account. The amount needed
should not be estimated too tightly. You should allow for unexpected
situations and you also need sufficient means for day-to-day running.

Resources

Value Have Need Investment
Fixed assets
Property
Renovations
Fixtures and fittings
Transport
Machines and equipment
Security deposits
Miscellaneous
Total fixed assets

Current assets
Stock

Debtors

Total current assets

Liquid assets
Bank balance
Cash

Total liquid assets

TOTAL RESOURCES

You have identified your resources (have + value). A high level of own
resources is helpful in attracting outside finance.

Financing

You may be able to borrow money from stakeholders on advantageous
terms. These borrowings will usually be “deferred”, which means that when
it comes to paying back borrowings, the other creditors are first in line.

Your own resources plus borrowings from stakeholders are together called
your business assets. A bank or other financing institution will look

carefully at these when you put in an application for credit.

After this, you should look into the possibility of attracting outside finance.
Perhaps you can make arrangements with your suppliers for credit. Make
sure you know all about the conditions that are attached to these
arrangements. It may also be possible to receive payments in advance from
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certain customers. (In the case of a business that is just starting, the customer
will need to have a good deal of faith in you.) Such instances involve only
temporary arrangements. We call these short term outside finance.

Bank borrowing

For many businesses, the most usual source of borrowing is the bank. A bank
will only be interested in giving you a loan if it has faith in your business plan
and (usually) if you can offer sufficient security.

The loans offered by banks include:

e Long-term loans: This kind of loan runs for a period of more than 10
years and is mostly meant for the financing of property. If you also offer
the property in question as security to the bank, this is called mortgage
lending.

e Medium-term business credit: This form of credit is appropriate for the
financing of business equipment that remains in the business for
approximately the same period as the loan. When the machine is fully
depreciated, the loan will have been repaid. Interest is charged on the
part of the loan that has not yet been repaid at a percentage
determined beforehand for a period of, for example, five years

e Overdraft credit: Under this arrangement, you can be “in the red” at
the bank up to the figure that has been agreed. Interest is charged on
this overdrawn figure. Often the amount agreed alters annually. This
form of credit is the most suitable for short term financial needs (for
example, stock). The reason for this is that the interest charged is
subject to variation and the bank can demand repayment of the
overdraft without notice.

Other possibilities

Some businesses find it difficult to raise money from banks and so they use
other, more flexible sources. Suppliers who will provide extended credit on
purchases, family or friends who will lend or invest money in your business,
community associations that support start-ups and small businesses — you
should look at them all and check how they can help you.

The money you need and hopefully have financed is in effect your resource
statement and reflects the budget you have available to develop the
business.

Resource statement:
Our resources are ...

and they are financed ...
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We have a viable business because ...

There are many ways to look at the viability of a social enterprise. There are
five basic questions.

e Do you achieve social gain?
Do you have stakeholders who are interested?
Do you have people who use, or who will use, your product or service?
Do you have enough income to meet your costs now and in the future?
Will you get the money for the investment you need?

Social gain?
This is straightforward.

Social gain:
Yes - Prove it (use social auditing)
No - You are not a social enterprise.

Interested stakeholders
Again, this is straightforward.

Interested stakeholders

Yes - Prove it (use social auditing)
No - You are not a social enterprise.
Customers

Again, this is straightforward.

Customers

Yes - Prove it

No —> This is not a business. Stop now
Income

Here you need to consider your costs and income.

Earlier, you calculated your organisation’s direct product/service costs.
Now compare this to your selling price and identify your margin.
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Margin:

Selling price €
Direct costs €
Margin €

In a “normal” business, the margin needs to cover the overheads. A social
enterprise usually has other sources of income, but is useful to calculate the
margin on sales to see how far from break-even your organisation stands.

Overheads

Overheads are those costs involved in running a business that cannot be
directly related to the cost of products or services. If the organisation is to be
self-sustaining, it must cover its overheads every year. Calculate your
organisation’s overheads in the sections below.

Production costs
If your business has costs that you cannot relate directly to units or product
or service, identify them here.

Production costs:

Use of auxiliary materials
Machines/equipment maintenance
Energy and power

Rent/lease equipment

Insurance equipment

Other costs

Total production costs

T

¢ dh ¢h ¢h dh ¢ ch

Staff costs

These expenses are only incurred if you actually have employees working
for you (full or part time) or if you yourself are the employee of a company.
In addition to employment expenses, you may (depending on the contract of
employment) have to include extras like travelling expenses, work clothes
or uniforms, study expenses for employees, and so on.

Staff costs:

Gross staff salaries
Social security premiums
Travel allowances
Compensation

Staff training costs

Other staff costs

Total staff costs

T

¢h ¢h dh dh ¢h ¢h ¢
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Cost of premises

This covers all expenses that are directly connected with your premises:

e Rent of premises (bear in mind the need for a good rental agreement)

e Mortgage interest, if you own the property under a mortgage

e Repairs and maintenance, depending on the condition of the premises
and, if rented, the contract under which it is used

o Gas, water and electricity expenses (enquire about these at the local
authority energy department)

o Business charges and taxes, including local authority service charges

e Insurance — comprehensive fire insurance is essential

e Cleaning expenses — cleaning consumables or the cost of hiring a cleaner

e Miscellaneous small items (for example, hand tools, kitchen equipment
etc.) that are not depreciated.

You may also be able to deduct any rental income you receive by subletting
space that your organisation does not need itself — but, if your premises are
rented, check with your landlord before doing so.

Premises costs:
Rent/lease/mortgage
Power and water

Real estate costs

Insurance

Maintenance and cleaning
Office equipment maintenance
Office equipment rent/lease
Other costs

Deduct: Rent received
Total costs of premises

th ¢h ¢h ¢h dh ¢h ¢h ¢h dh h

Transport and travel expenses
First, estimate all the journeys by public transport that you are likely to make
for your business.

For car expenses, estimate the miles that you will travel on behalf of the

business. The number of miles should be multiplied by the cost per mile —

which should include insurance, road tax, maintenance, depreciation, etc. In

order to calculate the cost per mile, you should bear in mind:

e The type of car

e The year of manufacture

e Petrol usage

o An estimate of the total number of miles you expect to travel in a year
(private and business).
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The Automobile Association regularly publishes cost per mile figures that
you may be able to use instead of calculating your own. Or you could use
Civil Service rates, published by the Revenue Commissioners.

Make sure that you deduct any private use from mileage expenses.

Transport costs:
Maintenance

Lease costs

Fuel

Insurance

Public transport
Deduct: Private use
Total transport costs

\

¢ ¢h dh dh ¢h ¢h ¢

Sales and promotion
The costs you estimate for promotion should be based on your positioning
statement and the way you expect to obtain your organisation’s income.

Sales and promotion costs:
Advertising

Packaging and packing
Promotion

Trade fairs

Other costs

Total sales and promotion

General expenses

This category looks very simple but, in fact, it is frequently underestimated.

Examples of general expenses include:

o Telephone and postage: Note that if you work from your own house and
make use of your private telephone, only the business-related calls can
be regarded as expenses for the business and not the line rental

o Subscriptions and contributions: For example, to employers’ or small
business representative organisations, professional and trade journals,
Chamber of Commerce, etc.

e Insurance premiums (excluding the premiums for personal insurance):
You must have public liability insurance for your business — and
employer’s liability insurance, if you have staff. Depending on the sector,
you may be able to insure yourself against damages to your business or
against bad debts. Insurance on the life of your spouse or partner falls
under personal insurance

o Costs of representation: Under this category you enter necessary visits to
trade or professional exhibitions, seminars, gifts to business contacts, etc.
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o Administration and office expenses: Everything that you need in order to
be able to perform your bookkeeping and carry on your correspondence
(business stationery, envelopes, typewriter supplies, filing system etc.)

e Accountancy expenses: Even though you may not have an external
accountant, even a bookkeeper can easily charge you several hundred
pounds annually for compiling VAT and PAYE/PRSI returns and
preparing your year-end accounts.

General expenses:
Office telephone
Postage

Subscription and contributions
Insurance
Representation

Office expenses
Accountancy fee
Professional advisors
Other costs

Total general expenses

T

¢h ¢h ¢h dh ¢h ¢h ¢h ¢h dh h

l

Depreciation

Depreciation expresses the annual reduction in value of your fixed assets.
Using the “straight line” method of depreciation, all fixed assets are reduced
each year by a fixed percentage.

Your accountant can advise on the most suitable method and percentages to
for you to use.

Finance costs

These expenses cover not only the interest on the loans you have entered
into but also expenses associated with these, such as credit advice, assess-
ment, solicitor’s fees, costs of arranging credit etc. Remember that the
repayment of loans is not a business cost but must be made from cash flow.

Finance costs:

Family loans

Mortgage (company building)
Bank credit

Other loans

Supplier credit

Other (leasing, etc.)

Bank costs

Total finance costs

T

¢h ¢h ¢h dh ch ¢h ¢ h
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Total overheads
Now add up all your overheads to get a total.

Total overheads
Production overheads
Staff costs

Premises costs
Transport costs

Sales promotion costs
General expenses
Depreciation

Finance costs

Total overheads

¢h ¢h ¢ dh ¢h ¢ ¢ dh ¢h

Viability

Your margin needs to cover the overheads. Hence the importance of
calculating your break even point - total overhead/margin = minimum
required units to be sold

Viability

Planned unitssold ___x __ margin
Total overhead

Surplus/deficit

Other income

Surplus/deficit

¢ ¢h dh dh ¢h

If the calculation shows a deficit, you need to work through this chapter of
the workbook again.

Finance for investment
Use the exercise below to help you with this section.
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Finance for investment
Can you support the required investment in fixed assets

with quotations from suppliers? [ 1Yes[ ]No
If “No”, how did you calculate your investment?
Is your investment cost-effective? [ 1Yes[ ]No

In your estimates, did you take seasonal business

influences into account, and calculate based on your

maximum requirements? [ ]Yes[ ]No
How did you estimate your stock levels?

How did you estimate the value of your work-in-progress?

How did you estimate the value of your debtors?

Do you have sufficient liquid assets to cope with

disappointments and unexpected expenses? [ 1Yes[ ]No
Did you approach a bank(s) about the financing of
your plans? [ 1Yes[ ]No

If yes, which bank(s), and who was your contact person?

Bank Contact Telephone

Did those contacts lead to any agreements?
Did you approach other financiers about your plans?
If yes, with whom did you speak?

[ ]Yes[ ]1No
[ 1Yes[ ]No

Financier Contact Telephone
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In summary ...

Your plan can be summarised by developing five statements — which you
have done earlier in this chapter — and by setting targets for your business.

Mission statement

Vision statement

Social gain statement

Positioning statement

Resource statement

Targets year 1
Targets year 2

Targets year 3
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6. A FORMAL BUSINESS PLAN

You now have all the information you need to prepare a formal business
plan. Chapter 5 showed the outline of the structure, which is widely

accepted as a standard:

Prepare your business plan by bringing together material you have already
prepared, as shown below.

Formal Business Plan
e Executive Summary: A single page that encourages further
reading

e Introduction: Basic information about the business and the
purpose of the plan

e Promoter(s): Who you (and your team) are and your qualifications
for starting and running the business

See “The organisation is”

e Project Overview: A description of the business, its mission
statement, trends in its industry, targets, employment (actual and
potential) and the legal status of the business

See “The purpose of the business is”
“The social gain is”
“Our product or service is”
“Our stakeholders are”

e Marketing: A summary of your marketing plan, backed up by a
market overview, details of your customers, competition,
products/services, price, distribution and promotion strategies
and a sales forecast

See “Our product or service is”
“Our customers will buy or use our product or service because”
“Our customers will pay”
“ Our other sources of income are”

e Process & Resources: Your products/services in more detail,
how they are made/delivered, how you will make sure of quality,
what staff you will need and how they will be organised

See “We can make”
“To make/deliver each product/service cost”

© 2003 Oak Tree Press 15



Social Economy Business Planning Workbook : Draft 4 : January 2003

e Finance & Funding: A summary of your financial projections,
with your funding requirement highlighted

See “To make/deliver each product/service cost”
“The investments we require is”
“We have a viable business because”

e Appendices: Including financial projections — profit and loss
account, balance sheet and cashflow — and any other relevant
information.
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Writing the plan

You already have most of the material you need to write your business plan., If you
have completed all the exercises in the previous chapter, you certainly have
considered all the key issues.

Now you need to write two sections:
e Executive Summary
e The Introduction.

The Introduction

Start with the “Introduction”, where you set out the basic information that a

reader will want to know about your business

e The purpose of the plan: Are you looking for an equity investment, a
loan, or a subsidy or have you another purpose in mind?

e Business name and contact details: Where can the reader reach you for
more information?

e Whether the business is in operation or has yet to start: If your
business is seeking funds but has already started, you need to explain
why you have gone ahead; if your business is dependent on fund-raising
to start, you need to be clear about the consequences of delay

e The business objective: What are you aiming to achieve?

e The product/service range: What will you sell?

e The promoter(s).

The Executive Summary:

e Persuades the reader that the idea is good, to encourage them to read on
— many readers of business plans never go beyond the Executive
Summary because it fails to excite them

Summarises the company, its objectives, and why it will be successful
Describes the products, the market, critical financial information
Outlines what finance is required -- how much, in what form and when
Assumes that its reader is not expert in your industry and knows nothing
about your business

e Is short and easy to read.
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Evidence

A key element of your business plan for anyone who reads it is the
assumptions that underpin the figures. Knowing your assumptions gives the
reader a basis for challenging the projections in a constructive manner.

For example, in relation to staff salaries, you might project costs of
€154,000 for the first year. In arriving at this figure, based on your expected
level of activity, you have assumed that:
¢ You will need five staff
o Two of the staff will be senior people, paid €30,000 pa each plus benefits,

and incurring other costs equivalent to a further €6,000 pa each
e The other three will be paid on average €12,000 pa each, including

benefits and other costs
e You will be paid €40,000, with benefits and other costs of €6,000 pa.

If you explain this, in the Employment sub-section of the “Project Overview”

section, a reader of your business plan can assess whether, in their view:

e Five people (six, including you) can handle the work involved in your
projected level of activity

e The balance of responsibility between the six people appears sensible

e The salary and benefits levels are reasonable, in the light of the reader’s
own experience and market conditions.

In your own work on the business planning process, you will have:

e Made sure that the number of staff is right (not too many, nor too few)

e Checked the planned salary and benefit levels against market surveys
and other competitors.

Share the confidence that comes from thorough research with your readers.

Evidence to underpin your business plan is critical.
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Sharing your plan

You must understand that there are a number of people who may use your

business plan, and each will have their own perspective:

¢ You: To manage the business

e Your work colleagues and/or staff: To understand their roles in
implementing it

e Bankers: To assess of any loan applications you make

e Investors: To judge the risk/return potential of your business

e Advisers to the business: To let them quickly “read in” to your business
strategies

e Customers or suppliers: In certain special circumstances, you may
circulate parts of the plan to important customers or suppliers, to gain
their support.

As in any communication situation, the key to the style and emphasis you

need is determined by:

e Why you want the person to read the document? (For example, to invest
in, or loan money to, the business or for another purpose?)

e The level of detail they require to make a judgement

e The level of confidentiality needed and offered.

Use this exercise before you give a copy of your business plan to someone
outside the organisation to read.

Communication:
Who will be reading my business plan?
What do I want as a result of their review of my business plan?
What information does the reader need to make the decision to give
me what I want?
Do I need to provide detailed information now or can I wait until a
preliminary interest has been established and provide details
later?
Which of the following do I need to include in the package of
information?

¢ Covering letter?
Summary of business plan?
Detailed business plan?
Financial projections?
Analysis reports?

S O OO

When tailoring your business plan for a particular audience, bear in mind
five things:
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e If you don’t succeed in raising funds with your business plan, it’s probably
not your plan that’s at fault (unless you are specifically told so) but your
choice of audience

e Don’t twist your plan to say what you think your reader wants to see — be
true to your research

e Be objective. It is your actual performance that will be judged six, 12 or 18
months later. Plans that are not viable will be found out then, if they slip
through the financier’s review

e Above all, don’t lie — to yourself or others

e Be patient. If your plan doesn’t stack up, accept it and look for a better vehicle for
the skills you have learned going through this publication

Reality check

Before you finalise your plan, perform the Reality Check below. Then give
your plan to a few trusted friends to read through. Ask them to pick holes in
it. Don’t be defensive. Use their comments to improve the plan. And
ALWAYS try to read your business plan from the reader’s perspective.

Reality check:
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e Type size/style —Is it easy to read? Are headings

clearly identifiable? [ ]
e Colour - If you are using coloured type, does it help or
does it distract? Keep it simple. [ ]

And that’s it! Good luck!
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