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WRITING A BUSINESS PLAN

Clarification and preparation – THE MARKETS APPROACH
Dr.Shailendra Vyakarnam

Introduction

In order to clarify the opportunity and prepare to write a plan, you will need to cover a certain amount of ground by way of research and discussions with your team.  It is essential that your personal values and assumptions you are making about the market place, customers, technology, legal and regulatory constraints are made clear and transparent before you embark on the tough process of writing a plan and starting to market the opportunity to others.  

The MARKETS approach is a thinking tool and is an iterative process, building on an increasing level of understanding of:
M – Markets – 


The specific and general needs of the market place

A – Approach – 


How you will commercialise the idea
R – Returns – 


Thinking about the rewards and risks in 
the business and how the shareholders and managers will be rewarded for the effort.
K – Knowledge –


What is the uniqueness of the business? Can it be protected in some way through patents, copyrights and trademarks? How will knowledge be renewed?
E – Ethics – 
Do the ethics of the team and the business and or industry align comfortably with each other?
T – Teams – 
What are the skills, resources and capabilities of the top team like and can the team function well, with shared values and vision?
S – Sustainability – 
Thinking through the long term sustainability of the business in order to compete effectively.
Markets

What is the basic unmet need you are trying to fill?  Is this unmet need sufficiently large to provide for a big enough and growing market to make it worthwhile starting a business or launching your product? Think through from a generic definition of the market to identify segments, that you can think of as customers, who will buy from you and why they might do so.

All projects must be driven from a thorough understanding of the needs, namely:
· specific need that the business is addressing;  

· general needs to which the business relates and which set the context - these may affect how the specific needs evolve and may also lead to follow-on opportunities.  

Questions relating to the specific needs include the following:

· Who are the customers? What problems do they have? 

· How serious is the need and why? Is it a need or just a “nice to have”? Will it endure or could it fade away? What is the urgency?

· If there are several aspects to the need, what is most important? Where could the greatest value be created by a good solution?   

· What constrains how any solution will be accepted and used? What is needed in order to fit with existing standards, practices, infrastructure, products, assumptions, and culture?  What is needed to achieve easy adoption and use?

· Is a technology solution needed? For example, could the problem be solved by legal, social or legislative means? To what extent is a “soft solution” or whole life support needed alongside any technology solution? 

Questions relating to the general needs include the following: 

· To what extent are the specific needs a subset of wider and longer-term problems, concerns or opportunities? How far, by addressing the specific needs, can we position ourselves to address the more general needs? How might the technology, product or service be re-used for other offerings?

· Can we foresee how these general needs will develop? How might this increase or decrease the specific needs? 

· What assumptions underpin our analysis of the specific needs? What events or changes could substantially alter these needs? How likely are they to happen? What do we need to watch?

· Where are the needs most acute and/or growing rapidly? How important are they in the UK?  

There is always a danger of “pushing” an existing technology solution instead of focusing on what is really needed. Therefore care must be taken that the analysis of specific needs is done objectively, without being distorted by personal enthusiasms or what you want to sell or develop. The analysis must be well informed by information from customers and those who know the market and customers well.

It is sometimes true that customers do not know they need a product until they see it, but we need to clearly recognise if we are making a leap of faith about the needs. It may be that we have a leading position in some radically new technology for which it is not possible to foresee all of the applications. But it is essential to identify what can provide the initial market and the revenue for exploiting other opportunities as they become clearer. 

The analysis of needs should include a preliminary quantification of the value proposition in financial terms:

· How much is the output worth to customers and what are they likely to pay?

· What is the benefit through preventing loss of life, waste of time or resources, loss of output, financial loss, poor decisions…?

In putting together the information and assumptions about customers’ needs and the size and dynamics of the market place you can then begin to think about the approach you will take to enter the market – the business model you need to maximise your opportunity.

Approach
What is the approach you will take to meeting this need and how will you turn the opportunity into revenues and profits?  You will need to address the business strategy and the business model at this stage.  For example, do you need to start a business or should you licence your idea or create a joint venture?

The analysis of the approach starts from imagining ways to meet the needs or solve the problems, and then, hopefully, leads to one or more compelling approach(es) and to an identified team and plan for undertaking the project if it goes ahead. 

Many ideas should be examined. From the perspective of technical and commercial assurance, what is important is evidence that sufficient effort, breadth of expertise and imagination have been devoted to ideas generation and thinking about risks, to be reasonably confident that there are no compelling approaches, serious unknowns or major risks that have been missed. There are many methods that can be used for creating ideas, including tools that support lateral thinking and networking. 
The same methods of brainstorming and group discovery can also be used for discovering risks and uncertainties. 

A compelling approach should score well against the following questions: 

· How new and inventive is the approach? Is it likely to lead to valuable intellectual property that can be patented or otherwise protected? 

· How effective is the approach? Does it meet the needs perfectly or only partially? Is it focused on meeting the needs, free of unnecessary novelty, risk, elaboration and complexity?  

· How unique is the approach in meeting the need? Could it easily be overtaken by a competitive approach? Is the approach special or one of many approaches of comparable merit?

· How clever is the approach? Will the cleverness appeal to customers? Will the cleverness enhance our reputation? Will the cleverness make the approach easy to defend against competitors?

· Very important, do we have validated confidence that the approach will work technically? Could the novelty or complexity add major risk (e.g. might software implementation have unacceptable problems)? 

Opportunity cost is another important consideration. If a project uses all the best people this will prevent other opportunities being exploited. Therefore the team must make appropriately frugal use of the best talent, choosing wisely in exploiting resources from outside the business. 

Financial frugality and a focus on the key uncertainties are also highly important. The project should start lean and focus on reducing the key uncertainties, at each stage avoiding work that is not yet necessary. This is important not only for husbanding the financial resources but also so that other activities do not divert attention away from what really matters. Often there are cheap routes to reduce the uncertainties, through using outside experts and simple prototypes. Maintaining a risk register is a good way to ensure a disciplined focus on the key uncertainties. 

This kind of analysis will then help you to steer towards a decision about whether you should:

Sell the idea/patent to someone else because the nature of your idea is better exploited by someone else.  There are advantages and disadvantages to this approach, mainly that you pass on your idea to someone else, for which you will be paid upfront, but you give up future potential revenue streams.
Licence the idea to a partner organisation.  There are many forms of licence arrangements in which you can benefit from royalty streams, have continued involvement (as agreed) but you will reply on the partner organisation for the overall exploitation of the idea.

Joint venture or partnership arrangements can be developed where each partner brings something to the deal and has identifiable benefits.  This can be complex to set up, needs partners with unique advantages and can be rewarding in the long term.
Make and sell. This is where the entrepreneur/inventor or the business decides to make and sell the product, being in full control of all the production, distribution and sales. The benefits are clearly that a new venture is created with all the upside benefits but carrying all the risks too.  The firm has to possess all the resources and management capability to be successful with this strategy.

Returns
Having started a venture, you and your shareholders and lenders will want to know that you can get returns and rewards for your efforts that are in line with the risks being taken.

There are likely to be several stages or funding rounds you will need to think about.  The very early nascent stage of the business when you will put your time and personal funds into getting the idea off the drawing board. Then you might seek out and find some grant scheme to tap into to take the technology forward, get market research done or find students who can work with you to move the idea forward. 

At the next stage you might get external support from family, friends or business angels and the returns these people seek will be negotiated at personal levels.  You might also find yourself securing your assets to borrow from the bank, now you are starting to take risks because the bank will want its money back!

Further rounds of funding will cause a dilution of your ownership in the business (and that of your team), affect the valuation of the business and the opportunity and depending on how much you ask for will raise the stakes in terms of how much you get and how fast you need to grow to be able to return the money.

In order to work out a risk/return model at each stage and develop clarity around the cash flows you should research the needs of the supporters at each stage and find out how much they can put in, if the business opportunity you are taking to them fits with their needs and expertise (because this can affect their perception of risks) and how quickly they are seeking to recover their investment.  Venture capital funds have their own timetables for raising funds, investing in ventures and seeking to provide returns to their investors so be sure to find out about these as the detail might affect the timetables, costs and demands they make of you at the start and more importantly during the business cycle.

Having identified one or more compelling approaches, the next stage is to develop a “compelling value proposition”.  Important question here is how the value is to be extracted. Related to this, there is the question of whether there is a viable exit strategy in an acceptable timescale.

If the value is to be extracted through a new company, the turnover needs to be substantial within a given timescale years in order to reward the founders, gain critical mass in terms of the size of the business, have an impact in meeting unmet needs, make a profit, provide rewards to shareholders and pay back loans to the bank.

If the anticipated benefits are smaller, one would look at other ways to extract the value, for example through licensing products or patents, or through joint ventures. Some projects may yield a good ratio of benefit/cost, but may not be worth pursuing because they are too small to justify the quality of expertise they require or because the value extraction is difficult.

There are three stages to analysing the benefit. 

1. Revisit the needs analysis and critically reassess the benefit to the customer(s) of the approach(es) that have been refined in stage 2. The purpose of this is to be able to make the approach(es) even more compelling from the perspective of the customer(s).

2. Quantify the customer benefit in terms of the anticipated direct benefit to your business in the form of the expected net financial return from the customer(s) purchasing the technology, products or services. Questions include:

· What will the customer be prepared to pay and why? 

· Will the customer recognise the benefit easily? How can we convince the customer of the benefits, and what will this cost?

· Do we understand the value chain and where we can add and extract the most value for least risk? How can partnering help us to reduce the overall risk and maximise our benefit/cost (e.g. by providing access to and knowledge of customers)? 

· Can we rely on our suppliers not to increase their benefit by increasing their prices to us?

3.    Analyse the indirect benefits. These relate to the general needs identified in ”Markets” . Indirect benefits can be very important, particularly as you seek to develop your business and reputation in new markets. They include how the opportunity:

· affects future business with the immediate customer and with other customers;

· affects our image and reputation, including with partners that can provide access to markets;

· develops the base of technology and know-how from which to tackle wider opportunities;

· develops the capability to provide value to (future) core customers.

·  Indirect benefit may be both positive and negative. For example, if the project is unsuccessful it may damage your reputation, and capability to exploit other opportunities. 

Knowledge

Is your idea protectable in some way? Do you own the intellectual property or will you protect what you are about to do through trademarks, secrecy (of the process), special knowledge of the team? Even better if your idea can be shown to have patents.

Do you have renewable sources of knowledge, for example through links to centres of excellence, Advisory Boards?

Technical validation that the approach will work involves the following:

· making use of past experience, but also understanding what may be different; 

· making a schedule of what we do not know yet that is important to success, maintaining a risk register, prioritising the uncertainties, planning solutions in principle;

· pin-pointing the key unknowns and risk areas and doing focused work early to gain enough confidence that they can be solved and how long this will take;

· identifying critical test components or equipment and their availability;

· producing prototypes or models to test key innovations; 

· using mock-ups or concept tests to cheaply answer questions such as the appeal to customers;

· having a convincing project plan to expand the team and effort in line with progress and the time scale for delivery of demonstrations and other outputs;

· making full use of constructive scrutiny and thinking from experts outside the founding team;

· regular management review of the progress, risk and assumptions.

Technical validation also concerns how the approach may affect the customer’s existing capabilities:

· Do we properly understand how customers will use the product or service? Have we taken enough advice from the customers and those who sell directly to them? 

· Do we fully understand the technical and process context in which the project output will be used? Could problems arise from interoperability or conflicts with other equipment, processes…? Have we done enough to foresee any problems?

· What are we changing in the existing processes and capability? What performance issues are vital to the customers and in what ways might we compromise these? Are there any problems with the customer’s existing capability that we could make worse, and possibly unacceptable?  

Ethical values

Your ethical values are probably the most critical element in making or breaking the business proposition. Your personal values and those of your team need to be understood because mismatch in this area can create tensions, whereas alignment of values can help to create an environment in which everyone is pulling towards the vision and having a great time in the venture.

You also need to be comfortable that our values are aligned with the ways that the industries in which you have identified the opportunity work.

These issues may govern whether you actually want to start a business or licence out the knowledge you have or actually give it away in some other way.

Ethical values validation:

Why are you starting the business? Is it to make a lot of money, solve a big social need or prove to yourself or your parents that you can be successful?

Does your family back you 100% for the same reasons you have or for other reasons about which you are clear?

Have your team members through about these issues? Do you all understand the personal implications of business demands, your reasons for going into business and impact you have in terms of your personality and demands you make on people?

Are you and is your team comfortable with making profits and working in certain industries (tobacco) in terms of working practices, methods approaches (such as tendering, open pricing)? Do you understand the way the industry works, its tacit rules?

Take a look at the regulatory framework for the proposed industry sectors and see that you are comfortable with them.

At a micro level you also need to be comfortable with making the transition from being a scientist or manager into becoming an entrepreneur, leader and Director. The latter requires that you adhere to rules for Directors. You can no longer behave as a maverick!

What is your negotiation style? Do you prefer open approaches or are you a person that holds back? How do those around you operate and what is their style of communication? How will this affect your views of the others and them of you and will you all be comfortable with this?

Teams

· Do you have validated confidence that the project champion and team have the ability, enthusiasm and support to carry this through successfully in the required time? Can you benchmark the team against their track record?  

Validating the team, to give confidence that it can complete the project successfully in the required time, involves ensuring that:  

· There is a project champion with the determination and drive, leadership skill, objectivity, and adequate technical and business development knowledge.

· The team is at each stage appropriate for tackling the key issues. At the start these are likely to be issues of validating technical and commercial feasibility. 

· The resources are available to expand the team rapidly and possibly in several stages, in order to get to market sufficiently quickly. 

· The team will make use of an effective external technical and commercial network to provide expert advice and imagination.

· The team needs to have a visionary and someone that can convert this vision into day to day tasks.

· The team’s social skills need to be strong enough to ensure clear, cordial relationships within the team and with others so that resources can be gathered and markets accessed.

The team members motivation and ethical values need to be transparent to ensure healthy relationships.
Sustainability

The analysis of sustainability involves: assessing who the competitors are likely to be, what they are likely to offer, what competitive advantages they may have, what competitive advantage you have and how to maximize this. Price may be an important factor. So may be the capability to make an excellent proposal and presentation to customers. 

Sustaining the competitive advantage is also a critical issue, both for an existing business or offering, and for a new venture. Generally, unless there is a formidable barrier to entry, the more successful a business is the more likely it is to attract competitors. Therefore, even if there are no competitors now, they are likely to emerge if the business is successful.

The questions in assessing sustainable competitive advantage include:

· Who are the existing competitors and how well established are they? 

· What is our competitive advantage in terms of: patents, partnerships, technical ability and know-how, share of the market, facilities, de facto standards, and reputation? How does this compare with our competitors?

· What gives the most competitive advantage in the venture? How strong is it? In what part of the value chain does it lie? Does its sustainability depend on your business , or one of your partners in the venture?

· How strong is our patent portfolio? What would it take to prosecute the patents?

· If the venture is based strongly on technology know-how, do we own all of the core know-how and patents? Would we have to reinvent someone else’s knowledge, or get round their patents, now or in the future? 

· How do we avoid losing our know-how lead through competitors recruiting our staff? 

· Can we codify the knowledge to protect ourselves against losing a key person?

· Where are our competitors currently investing, and are any of them likely to invest in direct competition to our investment?

· Is the market expanding so fast that there is room for everyone or will competition be intense? 

· If our advantage is based on lead-time, do we have a meaningful head start and how long can we sustain this lead?

· Can the competitive advantage be defended through secrecy (for example through denying source code)?

· Who else might emerge as a serious competitor, for example through expanding from an adjacent technology, product or market position, and what are the barriers to entry?

Having a strong and sustainable competitive advantage is particularly important when trying to enter new markets. It is vital not to underestimate the scale of advantage needed to succeed. It is very difficult to supplant an existing strong supplier, unless one can offer a very large advantage. It is quite common that companies pioneer a new product only to find that a company that is already established in the market just steals the business away through being a fast-follower.

Therefore it is vital to be realistic as well as enthusiastic, and to consider a large number of compelling approaches in order to select ones that have a very high probability of succeeding and of creating sustainable value. It is also essential to have a proper process of project management, risk reduction and technical assurance.
Having spent a lot of time and energy (and cash) on preparing for the business plan through the MARKETS approach to writing a plan you will now need to pull it together in the best way possible.
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