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f I

1 INTRODUCTION

As the basis for drawing the business plan for the company Makro Trans Terminal the set-up of 
Tacis called "How to draw up a business plan" has been used.П
The main points for this plan are:

Historical background
Company structure, ownership, management and operations 
The market of Makro
Marketing analysis and especially the SWOT analysis for the different activities of 
Makro Trans
Financial statements, especially for profit and loss 
Risk factors will be considered in the SWOT analysis
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2 HISTORICAL BACKGROUND

In 1992 the present owner of Makro Trans Group Mr. Rovshan Housseinov started transport, 
forwarding and trade activities after finishing the Automobile University in Moscow. With trade 
activities to all the former Soviet countries he earned a lot of cash. Since the war in Chechnya 
there have been no proper backing transactions between the Russian Federation and CIS 
countries. On a garbage site near the harbour of Baku Mr. Housseinov developed a TIR Carnet 
terminal especially for vehicles and drivers from Iran, Turkey the former Eastern Europe 
countries and incidentally drivers from Western Europe. The firm could finance this basic 
activity by the profit it made by trading and transporting sugar from Ukraine to Central Asia.

11

(. J

Г*'

In 1995 the terminal was built at the present situation. After this Makro Trans started a Cafe and 
Restaurant and in 1996 a building was rented for setting up a hotel.
In the meantime the TIR Carnet was completed with custom clearance and forwarding activities, 
especially for the drivers without a back load.

П
U

In 1997 a container terminal will be started, with opportunities to expand and possibilities to 
start a warehouse for the storage of goods and internal customs clearance. This new activity will 
be somewhere outside the city of Baku.

Ü
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3 COMPANY STRUCTURE, OWNERSHIP, MANAGEMENT AND 
OPERATIONS

The Makro Trans Terminal group has one limited and several independent working divisions 
and or companies under this group. At the top of Makro is the owner and president Mr. 
Rovshan Housseinov.

The different divisions with, at the top of every division, an own manager are:

TIR Park 
terminal
construction and minor maintenance for vehicles 
forwarding/transport/trade 
hotel, cafe and restaurants 
container activities

The president, along with the managing directors of the different companies together form the 
management team

The president of the firm is a graduate engineer of the Automobile Transport University of 
Moscow and is nearly 30 years old. He has expansive knowledge in the field of transport, 
forwarding, trading and customs activities.;

Li
The operations of Makro Trans Group are mostly located in the so-called "Black City" of Baku. 
The parking capacity of the terminal is around 40 for the typical Turkish standard vehicles and 
for the other vehicles, from e.g. Iran, 150 places.

i

The new terminal will be about the same size, but will have a warehouse for commercial 
activities and customer stock of about 1000 m2.

The transport ,as part of the forwarding activities, has two heavy cargo vehicles. The 
forwarding firm is located at the present terminal and has few employees. The trade activity is 
carried out by the president himself.

The terminal activities are operated by 20 people. Customs clearance is located at the same 
terminal. 27 customs employees work here. Further, 5 people of the customs section also carry 
out declaration activities.Г■

Construction and minor maintenance for vehicles is operated by a number of employees. The 
lorries which require large repairs are sent to Sovtransavto Baku. This activity will be sufficient 
to make a small profit in the future.

The hotel capacity is currently 57 beds on the third floor. The second floor is under construction 
and will contain 12 rooms with two beds and an own bathroom and toilet. A restaurant will be 
built on the second floor. A special room for table tennis and video will be built on the third 
floor. Just outside the hotel there is a fully equipped restaurant and cafe next to the present 
terminal.

П

cJ
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4 MAKRO’S MARKET

IL
The market for the core business is still growing. Many drivers, companies and the police 
authority on the road permit drivers to go to Makro Terminal by specific identification card. The 
minimum amount of lorries parked on the terminal is around 25, even in the worst political 
situation. The normal average daily capacity is 100 lorries. The market is growing every month.

U

:

The new activity as a concentrator and integrator of fewer container loads for the directions to 
and from Dubai will be started before the end of this year. During the first half year this activity 
will concern one container every two weeks. The second half year 4 full loaded containers with 
a variety of goods will arrive every month. In the second year the activity will grow to 10 
containers a month. Other directions will be in progress simultaneously.

The market for rather cheap hotel accommodation is perfect in Baku. Currently the 57 beds on 
the third floor of Makro’s Hotel are utilised the whole year. Customers are eagerly awaiting the 
new accommodation on the second floor. The market for the restaurant, cafe and bar are 
sufficient to break even. This restaurant is more an extra service to drivers and hotel guests.

!

The market for transport is growing extremely for this firm. It is not particularly an activity for 
the own trucks, but more as an attraction point for clients who want to make use of the 
terminals. Moreover, this is a profitable as well as prospective sign for the near future. Most of 
the transports of food in and round Baku are handled by the forwarding firm. To create fast cash 
flow the president deals with the profitable trade activities himself.

i

The customs clearance activity is always under pressure from ambitious and political ideas of the 
government. Presently the government wants to withdraw this activity to the own customs 
clearance house. With pressure from the president and the managers of customs itself this idea 
was cancelled.

■
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5 SWOT ANALYSIS

5.1 Introduction

The SWOT analysis is a tool used to investigate a company and/or the different divisions in a 
short period. SWOT means:

S (Strengths)
W (Weaknesses)
О (Opportunities) and 
T (Threats).

J

The first two elements concern the internal aspects of the firm, the last two refer to the 
environment of a firm.

In the Makro case all the activities are linked to each others and you can't approach one 
particular point whilst avoiding the influence of the other. The firm exists only a few years and 
all the activities are building up from one main activity. At a later stage the management team 
will be ready to prepare their own SWOT analyses for the strategy of their own divisions. All 
these separate plans can be combined to a annually prepared SWOT analyses for the whole 
Makro group. On the basis of these analyses financial budgets could be approved and 
acknowledged.

Ü

5.2 Strengths

1

location in the centre of Baku and in future in the places in the suburbs of Baku 
integrated and concentrated logistics approach to the policy of Makro Trans 
Group
young and ambitious president and cohesive corporate structure 
financial independence
create the cash flow first before starting any activity
private company with a president/owner, who is in the position to make risky
decisions immediately
well educated and developed personnel
good connections with the police, customs and government authorities 
experts in customs clearance activities
good contacts in the entire transport, forwarding and trading branch 
in principle no tip policy for authorities
satisfied customers, who are willing to give this firm their own network 
high competence of the firm
well disciplined personnel, which guarantees the safety of transport and the
storage of the goods
just in time is really just in time
the turn around time for a lorry can be 12 hours including customs clearance 
trade and forwarding activities can be based on the knowledge of the price 
setting of the transport firms, which have parked their vehicles on the terminal 
a price is stable during the contract period; no short term changes 
drivers wait for return loads, the prices for return loads are normally to 
everyone’s satisfaction

О

U
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customers and drivers trust this company, it usually pays 50% of the transport 
fees in advance
fast cash payment system by the customers; especially for the activities in the 
hotel, restaurant etc., forwarding, parking and container terminal activities 
no problem in the price-setting of the different activities 
nowadays and in the near future this firm will have a lot of connections with 
international freight and transport companies
significant capital investment earned by own cash flow; profit and cash flow in 
one division will be used for the development of other divisions 
independent construction ability
good knowledge of the movement of goods in and out of Azerbaijan on short 
and long term basis
management wants to give employees a chance to develop themselves
construction of new warehouses in the short term
sufficient space at the present premises
perfect knowledge of the documents used in transport
possibility to obtain TIR Carnet from the company’s network

П

5.3 Weaknesses

location near the centre of Baku with can be influences by the municipal 
authorities of Baku City
lack of experience and practical knowledge due to the short period of the 
company’s existence
cash flow is sometimes insufficient to build up new activities in a short time 
the staff is not very experienced in the field of modem marketing and 
management ideas
lack of knowledge of the Western European languages
the president is the only decision-maker, because he is the entrepreneur
knowledge of data of goods flows practically belongs only to the president
middle management needs a lot of training
poor policy on networking and advertising approach
lack of good communication
lack of good management from central office
lack of modem information system
lack of a good cost price and budget system
lack of knowledge of taxation problems in Western Europe

1

Opportunities5.4

the market must know that the turn around time for vehicles is only 12 hours 
dispatching local activities might be created in the near future to complete all 
services in the field of LSL basis 
many new markets for forwarding activities
growth of the economy of Azerbaijan will be to the benefit of transport and 
forwarding firm
new possibilities to develop hotel and restaurant activities
new possibilities for the trade company, especially to Central Asia
new foreign freight and transport firms are willing to co-operate
if borders are opened to Russia and Crimus transport will be improved
the monopolistic possibilities of some activities gives new opportunities for the

t !
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development of Makro
possible co-operation with an insurance company
good communication system in Azerbaijan gives new possibilities for the
development of business activities
good standard information and a good statistical system kept up to date by the 
government will be for the benefit of Makro, also, well-developed western 
standard system for EDI (electronic data interchange) can be implemented in the 
future. This will be an excellent selling point 
subsidy from the EU can help to develop JV possibilities for Makro.

Threats5.5

the lack of a good banking system, especially in the area of bank transactions 
and getting loans on reasonable terms and conditions
governmental policy in terms of taxation, possibilities of private companies, the 
"protection" system for the employees of the state authorities and state owned 
firms and companies
a lot of changes have taken place in a short term in management of police and 
customs authorities
confidence of foreign partners for investment and co-operation in Azerbaijan is 
still low
poor insurance system
the collapse of the previous Soviet economic structure is still a problem 
no local dispatching activities can be carried out at the present time, because it 
will cost the people who are monitoring the public sector extra money 
environmental problems will occur in this country 
no long term possibilities for the government to use the present TIR park 
competitors will enter the different markets of Makro.

!
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6 FINANCIAL STATEMENTS, PROFIT AND LOSS

6.1 Introduction

During the period of investigation Makro Trans Terminal Group could only produce some data 
about the financial figures of different activities in this short period of time.

For example the knowledge of the new activity in LCL transport could be given immediately. 
Figures about the restaurant and cafe were only available as a rough approximation. The 
president mentioned that this activity only resulted in a small profit. It is more for acquisition 
and to promote the other activities. Forwarding gives a profit of about US$ 60,000. The 
terminal will support the firm with US$ 40,000. Hotel activity US$ 30,000. The container 
activity will be profitable next year. The construction activity is break-even. It is more for the 
benefit of the other activities. Trading will be about US$ 50,000.

i

n

Hotel Activity6.2

The yearly turnover, based on the present 57 beds on the third floor, will be:t I

о 57 x 365 days (fully booked as mentioned) x US$ 4,50 = about US$ 90,000 
Worst case scenario US$ 70,000.

Now that the second floor is under construction, next year the turnover will increase (fully 
booked as mentioned).Г'

12 rooms x 2 beds x 365 days x US$ 10 = about US$ 909,000 
Worst case scenario = US$ 70,000

On the ground floor a restaurant and cafe will be built.

Costs for the rent of the building from the government for the next year are US$ 6000 for a 
longer period. Another US$ 20.000 for electricity and gas. The costs for personnel will be 
estimated on US$ 30.000 per year.

(_

LJ Summary in US$:
Turnover 
Rent
Electricity etc.
Personnel 
P.M.
Total cost 
Reserved for cash flow and taxes

140.000
6.000

20.000
30.000
14.000
70.000 
70.000

70.000 + 70.000 =
г

10
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Present situation

Turnover third floor 
Rent
Electricity
Personnel
P.M.
Total cost

70.000 
6.000

10.000
15.000 
9.000

40.000

L

Reserved for cash flow and taxes 30.000

6.3 The Terminal

The turnover of parking vehicles at the terminal is theoretically:

365 x 190 x 1.5. Vehicle on one parking place x (4.5 4- 2.3):2 = about US$ 350,000.
The short turn around time of the vehicles provides extra opportunities for turnover. Each 
parking space can contain 1.5 vehicles during 24 hours. The tariff for a fully loaded vehicle is 
US$ 4,50. The price for an empty vehicle is USS 2,30. The average is US$ 3,40.

Based on normal average capacity the turnover will be:I

365 x 110 vehicles a day x US$ 3,40 = 
Terminal costs 
Costs for personnel 
P.M.
Total cost
Profit for cash flow and taxes

125.000
35.000
30.000
20.000
85.000
40.000

The market in 1997 will grow to 150 containers a day. This means a turnover of about US$ 
190,000. The costs will increase with 15.000 to 100.000. The profit will be US$ 90,000.

6.4 Containers

This activity will be operational next year (1997). This will be a new service of Makro that will 
dispatch and do customs clearance for loads in containers coming from Dubai into Baku. The 
goods will be unloaded in Baku at this new terminal or the present terminal. The customs 
clearance will be performed by the existing customs employee. The customers must collect the 
items themselves. Reason is the extra costs for penalties etc. on the road. If there are no more 
penalties dispatching will be provided. For this activity Makro will receive US$ 0.25 per 
kilogram.

The first three months only one half loaded container with 10.000 kilos will arrive every month. 
During the second quarter two containers will arrive every month filled to 80% capacity. This is 
16 tonnes.
After the first half year a fully loaded container will arrive every week.

Turnover will be calculated in the summary for 1996 for comparison. The fully loaded situation 
is the forecast for 1997.

11
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1st quarter 3 containers x 10.000 kg x 0.25 
2nd quarter 6 containers x 16.000 kg x 0.25 
2nd half year 26 containers x 20.000 kg x 0.25 
Total Turnover

7.500
24.000

130.000
161.500

Costs first year for 35 containers.
Handling in Dubai 35 x 500 
Transport Dubai Baku 35 x 3.150 
Handling costs for Makro 35 x 200 
Total cost
Profit for cash flow, commission and taxes

17.500
110.250

7.000
134.750
26.750

In the following years the turnover will be 52 containers.

The costs for each container will be the same = 500 + 3.150 + 200 = US$ 3.850

Profit will be 52 x ( 5.000 -/- 3.850 ) = about US$ 60.000 a year.

Summary6.5

The total turnover for Makro Trans Terminal is for the activities mentioned in the previous 
paragraphs. Because the figures for turnover and costs for trade/transport activities are not 
known only profit figures will be given and will be the same (as mentioned by the president) for 
1996 and 1997:

Turnover in US$ Cost US$ Profit US$
1996 1997 1996 1997 1996 1997

Hotel 70.000 140.000 40.000 70.000 30.000 70.000
Terminal 125.000 190.000 85.000 100.000 40.000 90.000
Container 161.500 260.000 134.750 200.200 26.750 59.800
Total 356.500 590.000 259.750 370.200 96.750 219.800

60.000Forwarding 60.000
Trade/trans 50.000 50.000
port
Total profit 206.750 329.800

I
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INTRODUCTION1

The current market structure in the three Caucasian Republics is changing from a centrally 
planned economy to a private market based economy. Sometimes it is not a real private market 
based economy, but there are still traces of a central economy. Especially in those countries, 
where there are less private firms and many state-owned transport firms.

The former tariff systems in road haulage of the Caucasian countries was based on the former 
system of the Soviet Union. The price levels were relatively high, which allowed the 
entrepreneurs to make profit with low efficiency and low productivity. The high tariff systems, 
together with the social goal to keep people employed, has led to under-utilisation of equipment, 
personnel, ideas and operating planning systems.

П
I

i

Currently a lot of the cargo goes to small private firms. These firms are able to operate on a low 
cost budget. They have few employees on the salary list; they carry out repair and maintenance 
on their vehicles themselves; they have no overheads.

The state companies and/or the stock holding companies with the state as only stock holder keep 
their employees on the payroll and try to keep these superfluous personnel working in the 
transport companies. This can be a major threat to the transport companies in the medium to 
long term. The management will loose their skill to run the transport company - as said before - 
in an economically feasible way. It is heartening to learn that the present management of the 
road haulage companies try to make arrangements with their employees to rent out their own 
vehicles to them. Thus the road haulage firms obtain turnover by these activities and learn to 
operate their own activities with fewer trucks and personnel. Other possibilities are that the 
management of transport firms can try to carry out new activities like TIR Carnet parks; 
forwarding; warehousing; inspection of the vehicles to obtain their yearly licences etc. The 
problem the management of these diverse road haulage transport firms faces is the allocation of 
the overhead costs of these various company activities. The problem of the real privatised road 
haulage companies, especially if there has been a management buy-out of the old state owned 
company, is the pay back period of the loan they received from the state for obtaining the land 
and premises.

All these factors mentioned above will influence the price-setting of the transport activities.

The basis for a good transport price are pre-calculations. These calculations are necessary for 
the following reasons:
• Management can calculate a tariff for long and short term offers from a calculation;
• Based on calculations and estimates of the turnover of the different activities 

management can make their annual budget;
• The calculations can be a management tool for total control system of the road haulage 

transport firm;
• The calculations can be a tool for, e.g. efficiency control on a detailed level etc.

In this chapter the basic ideas will be given for the system of making cost price calculations for 
road haulage firms.

3Tacis Traceca Improvement of Road Transport Services
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2 COSTING

The transport firms in the three Caucasian Republics, in transition toward a free market 
economy, should be fully aware of the importance of proper cost estimates. In a market 
economy you have to know your position extremely well, especially in the field of pricing. 
Whether there are competitors with a good knowledge of their costs who are in the position to 
give better offers to present and future customers.

Therefore, as mentioned previously:
I

For a transport enterprise costs form the basis for determination of the tariff. By 
understanding which cost categories determine the cost of a movement of e.g. a truck- 
trailer combination, a transport firm is able to understand the consequences of a change 
in the price of fuel for the cost price of its service and the consequent need for tariff 
adjustment.

The knowledge of the cost components is an extra support for efficiency control and for 
the company policy. If there are changes in one or more cost component and the 
transport firm is not in the position to renew its tariffs, a profitable situation can be 
changed into a lost one.

Cost calculations must be based on correct and actual data. Moreover, the data must be 
complete as well.

Ultimately each decision made within a transport enterprise is taken on the basis of the 
costs and revenues. Especially if the margins in a transport firm are under pressure.

Cost calculations based on figures as mentioned before will enable the management to allocate 
the means of the production of the transport services, labour, capital and natural resources in an 
optimal way.

Although the still existing state owned transport enterprises also have social objectives, the need 
to provide a continuous, effective and efficient service is also present. This can only be achieved 
by careful attention to costs and turnover. Therefore, the remarks made are not only relevant to 
private transport companies but also to the management of the state owned enterprises.

In the old days the state owned transport firms in the Caucasian Republics worked with the 
standard tariff system of the central, regional and local government. Nowadays the state owned 
companies are in competition with the private road haulage sector. This means that cost price 
calculations are important for the entire cargo transport market.

4Tacis Traceca Improvement of Road Transport Services
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3 BASIC PRINCIPLES

3.1 General Description

In this paragraph the basic principles of cost calculation will be described. Because this Traceca 
project will supply ideas to the three Caucasian Republics with different currencies the US dollar 
will be the common currency for this chapter.

The basic formula for the calculations of transport costs per ton or m3 is:

.... US$ 

.... US$ 

.... us$

• number of km x variable costs in US$ per km
• number of hours x time costs in US$ per hour
• total costs per transport
• tons or m3 transported
• transport costs per ton or m3

./. tons
.... US$ ton

The tariffs in the Caucasian Republics are sometimes based on km unit costs; sometimes on hour 
unit costs and sometimes on hour/km unit costs. The rest of the tariff possibilities are 
combinations of these three unit costs.

Some examples:
1. A trip of 400 km there and 400 km back 800 km x 1 US$ 

costs
2. The duration of the trip is 10 hours.

One hour costs
3. The duration of a trip is 10 hours and the 

distance is 400 km 
One hour costs 
This trip costs

= 800 US$

i, 40 US$. 10 x 40 US$ = 400 US$

20 US$ and the price per km is 0.75 US$. 
10 x 20 US$ + 400 x 0.75 US$ = 500 US$

5Tacis Traceca Improvement of Road Transport Services
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3.2 Basic Elements

Apart from direct transport costs (if there are any, like ferry costs) the formula of the previous 
paragraph contains five basic elements:

D number of kilometres attributable to the transport 
number of hours attributable to the transport 
costs per km 
costs per hour 
overhead costs

2)
3)
4)
5)

3.2.1 Kilometres Attributable to a Transport

In order to carry out a transport, a vehicle not only has to travel the loaded distance from the 
loading place to the unloading place, but it must also travel a number of empty kilometres to 
reach the loading place and to get from the unloading place to the next destination.

In the case of a transport without a return load, the km attributable to a transport are:

empty km depot (home base of the vehicle ) to loading place 
loaded km from loading place to unloading place 
empty km from unloading place to depot.

As the distance increases, the costs of the empty km (and the time costs incurred by covering 
these empty km ) become a major element in the total transport costs. In order to cope with this 
problem transport firms immediately seek return loads. The urgency of finding a return load 
increases with the distance of the last unloading place to the depot. The major problem in 
transport is, however, the imbalance in transport flows. It is very difficult to find a return load at 
the place of unloading. It would be marvellous to do so. This major problem in transport flows 
results in empty kms, often with considerable driving time and km costs. If a transport firm can’t 
calculate these empty kms and hours on to its customers it is a real loss on such a trip.

If a return load is found or if the empty kms are paid by a customer, the costs of the entire round 
trip should be attributed to all transports in the round trip. The most common pattern in transport 
flows will be showed in figure 1.

Figure 1

300Loadingi Unloading
20

100
Depot

10

LoacSng330Unloading

What has to be attributed to each transport?

6Tacis Traceca Improvement of Road Transport Services
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Based on the data of figure 1 the total distance for the round trip is calculated as follows:

kilometres total km loadedempty
depot to loading place 1 20 20
loading place 1/unloading place 1 300 300
unloading place 1/loading place 2 160 160
loading place 2/unloading place 2 330 330
unloading place 2/depot 10 10

Total 190 630 820

This example shows the relationship between loaded kilometres and the total driven kilometres is
1.3.

Total km 820 km
= 1.3

630 kmloaded km

On the basis of equal costing for both transports, the total kms can be attributed as follows:

= 390 km 
= 430 km 
= 820 km

• transport 1 300x 1.3
• transport 2 330x 1.3
• total

In practice a transport firm accepting an order for a transport cannot exactly foresee the total 
round trip or, in many cases, whether a return load will come up. Moreover, each round trip 
has its specific route. The calculation of total kms is, therefore, based on “normal patterns" or a 
"normal likely situation".

Cost price calculations are based on averages of the normal patterns and not on incidental 
transport situations. A transport enterprise cannot charge 800 US$ today where it charged 600 
US$ yesterday, just because today it was unlucky in its search for a return load.

i__ ;
As the urgency of finding a return load increases over longer distances, the average relationship 
between loaded km and total km will as a rule improve as distances will grow.

In road transport of Western Europe , according to a survey, the total km travelled rose from 
about 100 km at 50 km loaded distance to about 500 km at a 400 km loaded distance. Loaded 
km as a percentage of total km (utilisation of distance) accordingly from 50% at 50 km to 80% 
at 400 km.

It should be borne in mind that this relation represents an overall average. Levels and curves 
differ according to the type of transport, geographical relationship etc., with consequences for 
the cost price in these different market segments.

Having once stated the relationship between total km and loaded km, the distance to be travelled 
can be derived directly from the loaded distances.

7Tacis Traceca Improvement of Road Transport Services
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The optimal utilisation of vehicle travel in the Caucasian Republics is still in progress. Most of 
the companies that were visited were consciously working on this by looking for a return load 
for every loaded trip. The search could be facilitated through co-operation with similar 
companies in the other Caucasian Republics. Some firms are building such a network. Other 
firms are creating own firms in all the three Caucasian Republics. Through improving on the 
utilisation of the distance a real contribution can be made to the increase of efficiency in the 
transport sector. This is a real need because the vehicles are usually not in a very good 
condition. So transporting as many loaded km with as few vehicles as possible will help to 
continue the transport industry in the Caucasian Republics with the present vehicle park.

1

_)

3.2.2 Hours Attributable to the Transport

There are large discrepancies in the driving speed in the various regions and areas in the 
Caucasian Republics. Road conditions and weather conditions sometimes make it difficult to 
achieve high speeds. Moreover, monitoring by the different police forces is very strict. There 
are no toll roads where one can drive at high speed. The conditions of the vehicles are not 
100%, most of the vehicles are 10 years old or more. So careful driving is an obligation in the 
three countries.

The average speed of a loaded vehicle varies between 25 km and 40 km per hour. For empty 
vehicles it varies between 35 km and 50 km an hour. These figures are not high and an 
improvement of the infrastructure could lead to major improvement in the efficiency of road 
haulage. Loading and unloading times are 2 to 3 hours. There are rather long waiting times at 
borders. In the harbours the waiting times are even longer. Sometimes it takes days to load a 
container. The efficiency of customs clearance is not as good as in Western European countries. 
This sometimes causes long waiting times for lorry and driver.

Costs per Kilometre3.2.3

The cost pr km can be categorised as:

• depreciation costs
• fuel costs
• tyre costs
• repair and maintenance costs.

Costs per Hour (time costs) can be Categorised as:3.2.4

• interest
• depreciation (same as kilometre costs)
• insurance of the vehicle
• vehicle or road tax
• labour costs

Costs for overhead3.2.5

These costs depend of the size of the transport firm and the staff they need for their operations. 
These costs are the costs for management, administration, acquisition and planning. Normally it 
is a percentage above the costs per kilometre and/or hour.

8Tacis Traceca Improvement of Road Transport Services
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In the following paragraphs some of the key factors for cost calculation will be given

3.3 Depreciation

Depreciation can be calculated as part of the costs per hour or per kilometre. If a vehicle drives 
less kilometres, the best way to calculate depreciation is by doing it on the basis of the hours. If 
a vehicle drives many kilometres, the technical lifetime will be short, depreciation can be 
calculated on km basis. If there many hours and not so many kilometres the calculation can be 
carried out for 50% on the basis of km and 50% on the basis of hours.
The basis for estimating depreciation should be the factor that terminates the vehicle's life first:, 
whether that is time and/or distance.

Assuming the maximum technical lifetime in years for example is 10 years and in this 10 years 
500.000 km will be driven it makes no differences whether depreciation is based on kilometres 
or on years if the vehicle travels 50.000 km per year.
If a vehicle drives e.g. 80.000 km per year the calculation will be based on kilometres. If the 
vehicle travels 40.000 km each year depreciation based on years is the best solution. If a vehicle 
drives only 25.000 km per year, for example, but that 25.000 km takes many hours (difficult 
dispatching activity) the solution can be 50% based on year and 50% based on kilometres. Every 
transport firm, depending to the own situation, can choose its own system

L;

t >

In calculating depreciation the amount to be written off over the total lifetime is calculated as:

new value -/- value tyres -/- residual value.

The new value has to be taken because, if a second-hand vehicle is damaged and new vehicle 
has to be bought, a transport firm can’t go to the client with the remark "You have to pay more, 
because I have now a new vehicle".

The value of the tyres has to be deducted from the new value price of the vehicle because tyres 
have a much shorter lifetime than the vehicle and have to be calculated separately.

At the end of vehicle's life with the company there is often a residual value for which the vehicle 
can be sold. This should be deducted from the new value of the vehicle.

The formula for calculating depreciation per km can be stated as:

new value -/- tyres -/- residual value
a)

duration of life in km

The formula for calculating depreciation per year can be stated as:

new value -/- tyres-/-residual value
b)

duration of life in years

The average life span in years of the vehicles in the Caucasian Republics is more than ten years. 
The average kilometres, especially after the collapse of the Soviet Union, dropped from 60.000

9Tacis Traceca Improvement of Road Transport Services
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km to 30.000 km per year. For this reason a combination of years and kilometres would, at the 
present time, be a reasonable solution to calculate the depreciation costs in these countries.

The formula for calculating depreciation will then be:

a x 0.5 + b x 0.5

Because of the long lifetime of the vehicles in the Caucasian Republics the residual value can be 
calculated at zero. Every value a firm can get back at the end of the lifetime of the vehicle will 
be profit.

3.4 Fuel Costs

Fuel consumption per km can be calculated on the basis of past experience. Fuel prices have 
made it necessary to economise on fuel, so it is necessary to conduct a thorough analysis of fuel 
costs in order to determine fuel consumption per litre. Once the fuel consumption per km is 
known, fuel costs can be calculated by multiplying consumption per km by the current price per 
litre.

The prices for diesel in the Caucasian Republics are not as high as in Western Europe. The 
current consumption/km in the Caucasian Republics is much higher than in Western Europe. 
This high consumption is caused, amongst others, by the following factors:

Poor infrastructure, a good infrastructure makes it possible to drive in the most fuel 
efficient manner.
Tailbacks can influence the consumption of fuel
Parts of the Caucasian Republics have a lot of hills and/or mountains. Consumption of 
fuel will be higher
The engines used in vehicles are technically not so modem, which leads to a higher fuel 
consumption
Sometimes truck/trailer combinations are underpowered
The average period of utilisation of the vehicles is high, increasing fuel consumption 
The weather in parts of the Caucasian Republics is very bad especially in winter time. 
This leads to higher fuel consumption.

In the few companies that have some vehicles of Western European brands the fuel consumption 
was approx. 20 to 25% lower than the Russian vehicles under the same transport conditions. 
The average fuel consumption for heavy combinations varies from 50 to 80 litre per 100 km. In 
Western Europe transport firms calculate with 30 to 40 litre per 100 km.
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3.5 Tyre Costs

The tyre costs are calculated as:

number of tyres on the vehicle x price per tyre
life in km per tyre

The number of tyres can be restricted to the tyres actually rolling. Sometimes calculations will 
be made including the spare tyres. If done in this manner, the lifetime in km of the tyres 
estimated will be longer.

Often tyres are re-treaded. In that case the costs of remoulding are added to the tyre costs. 
Consequently the extra lifetime achieved through retreading is added to the life in km.

In general, no use is made of retreads/remoulded tyres. The explanation for this is that the 
price/performance relationship of a new tyre is better than that of a retread. The average 
utilisation is low because the type of tyres used in the Caucasian Republics are of the Russian 
type. These are not of as high a quality as the Western European type of tyres. Moreover, the 
road conditions, especially in industrial areas are so bad that it will cause extra damage to the 
tyres of a lorry. Besides this, the climate with extreme difference in temperatures also plays a 
role in parts of the Caucasian Republics. The utilisation of tyres can be calculated between 
50.000 to 75.000 km a year.

Repair and Maintenance Costs3.6

Even if the vehicle is not used, some maintenance is necessary, the vast majority of maintenance 
costs can be assumed to depend on km travelled; thus the costs of repair and maintenance are 
calculated as an amount per km. In the chapter on maintenance some suggestions will be given 
about the manner in which West European engineers are operating with this important factor of 
running a lorry properly.

Repair and maintenance costs are composed of

a) costs of labour hours by mechanics
b) costs of spare parts and material (lubricants among others)

Costs of repair and maintenance per km are not constant over the vehicle’s life, but tend to rise 
with age. In principle the costs of repair and maintenance, when depicted in relation to life, 
display an "S"-shaped curve (Figure 2, next page)
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figure 2

Cost of repair and 
Maintenance per
Km

Lifetime in Kms

The level and the age where these costs become strongly progressive depend on the operational 
conditions, quality of technical service and treatment of the vehicle by the driver.

As these costs per km are not constant, but increase during the lifetime of a vehicle, they have to 
be calculated as an average cost over the total life of the vehicle.

The progressive increase in costs of repair and maintenance indicates that beyond a certain 
lifetime it is no longer economic to keep the vehicle in operation. In order to determine the 
optimal lifetime of a vehicle - as doing in many West European transport firms - one should not 
only look into these costs but also at the complementary costs, such as fuel consumption and the 
fewer effective operating days of the vehicle. The more time a lorry is in the workshop, the less 
days it has to operate.

o

The increase of costs of repair and maintenance and in complementary costs are partly 
compensated by a decrease in the cost of depreciation with prolonged operational lifetime. The 
sum of both elements gives the average total costs to be considered in determining the optimal 
lifetime. The combination of all these different figures is shown in figure 3

i___)

Figure 3

Average total 
CostsAverage costs

per km of:
depreciation
repair &
Maintenance
Complementary
Costs

Repair & Maintenance 
& compl. costs

Repair and Maintenance

Depreciation & 
Casco Insurance

Lifetime in Kms
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This graph only shows the elements determining life span: the actual curves differ per company 
and per type of vehicle. Good preventive maintenance; good training of the drivers; using fuel 
of a high quality; driving carefully on bad roads etc. can prolong the life of the vehicle 
considerably. This will be for the profit of the firm especially in the factor repair and 
maintenance costs. As said before "the better maintenance, the less breakdowns and the more 
operational days".

Costs per hour, Cost Categories in Time Costs3.7

Fixed vehicle costs

The fixed vehicle costs excluding overheads are costs that a transport firm has to make whether 
or not they have activities, generally comprise:

1. interest
2. depreciation
3. vehicle insurance
4. vehicle tax and/or road tax
5. costs of the driver
6. overhead costs

3.7.1 Interest

Interest is calculated on the average amount invested in the vehicle during its lifetime within the 
company at the prevailing interest rate. Sometimes it is reasonable to calculate the interest on a 
basis as a "commercial bank situation in terrific times". The minimum that transport firms need 
is the commercial interest on a rather long term base excluding the risk of being an 
entrepreneur. This percentage differs in every country of the Caucasian Republics. Back to the 
interest, the assumption is made that depreciation is equally distributed throughout the life span 
of the vehicle. The average amount invested can be calculated as:

new value + residual valueaverage amount invested
2

The procedure differs from that for depreciation including or excluding tyres. In this case the 
total investment of the vehicle (including tyres) is important. Thus the money invested is 
important.

Therefore, the costs of interest are: average amount invested x interest rate.
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In the Caucasian Republics the interest rate can be based on different types of loans. The least 
expensive interest is 15%. The highest interest paid is the interest paid to people who only want 
to make money from other people (loan sharks). This can be - with the current hidden inflation - 
up to 40 to 50%.

3.7.2 Depreciation

The costs of depreciation have been discussed in the previous paragraph.

3.7.3 Vehicle Insurance

Vehicle insurance comprises the insurance of the vehicle itself (against loss or damage) as well 
as third party liability. In the Caucasian Republics hardly anybody has an insurance for a car or 
a vehicle. Only firms that drive to Western European countries with their vehicles have an 
insurance for third party liability.

If there is an element of uncovered risk with respect to loss or damage, this risk has to be 
translated into costs arising from the amount to be paid if this risk was insured. The road 
haulage firms in the Caucasian Republics take all the risks for their own responsibility.
However the danger of this philosophy is the "big" non insured accidents.

For cost price calculations 10% of the new value of a truck trailer combination is a good 
average.

3.7.4 Vehicle Tax

The tax systems in the Caucasian Republics is different for each country. There are countries in 
which firms pay an annual amount for a vehicles. In other countries firms pay a certain 
percentage of the profit as road tax. For the calculation of road tax in the cost price a good 
average could be 0.5 to 1 % of the value of the lorry/trailer combination.

Costs of the Driver3.7.5

In most of the road haulage firms drivers are on the list of personnel. They were only paid if 
they were really active as a driver.

The costs for wages and expenses of the drivers is different in every country of the Caucasian 
Republic. There are different possibilities to pay drivers in these countries:

monthly fee and travel expenses 
percentage of the turnover of a certain trip
high percentage of a certain trip, but driver has to maintain and repair the vehicle and 
sometimes has to buy the tyres himself
drivers are on the personnel list of a transport firm but are only paid if they are driving 
drivers can rent the vehicles from firms and can carry out their own transport activities 
drivers are paid for an up load; he has to search for a back load himself. The turnover 
of the back load belongs to him but he has to pay all the expenses during the trip 
(maintenance, fuel etc.).
drivers earn a monthly fee (regardless of whether or not they are working).
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The productivity of the drivers is not very high. The reason for this is that the loads to be 
transported are few and far between. The driver has time enough to do the job. If the economy 
improves, the transport firms will have drivers who haven’t learned to work efficiently.

In the cost price calculation each firm has to calculate the costs for the drivers itself. For 
example in the Netherlands the employers’ and employees’ associations make agreements for 
wages of drivers periodical, travel expenses and labour conditions. This agreement is an 
obligation for all the firms and employees in the road haulage industry in the Netherlands.

The Overhead Costs3.7.6

The costs for overhead ( management, administration, rents for building, acquisition etc.) are 
those costs which cannot be directly connected with vehicle kms, hours, vehicle years or drivers 
or attributed to specific transport services on other grounds. These costs can be called indirect 
costs. These costs are necessary to run the company and relate to availability rather than to 
performance.

Indirect costs can, therefore mainly be expressed as an amount per vehicle hour and/or as a 
percentage of the direct costs.

The large variety of company activities in the Caucasian Republics, such as transport, 
forwarding, technical inspections, TIR park, hotels etc. makes it very important to appoint the 
indirect costs to the various company activities in a responsible manner. Good investigation is 
necessary for that reason. For example forwarding activities take up more of the administration 
staffs time than transport activities. For this reason the forwarding activities have more indirect 
costs than transport.

In the current situation of the transport firms in the Caucasian Republics this hardly occurs at all. 
In future there will be a need for it.

3.8 Conclusion

The current market in the transport industry of the Caucasian Republics can be greatly improved 
on in the areas of efficiency and productivity and use of the vehicles through good cost 
management. The basis for this manner of management is a good cost price for all the various 
activities of a transport firm. Back to the beginning. The cost price will form the basis for:

tariffs
control of efficiency, productivity etc. 
budget.
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What is Tacis ?
U

1
1 The Tacis Programme is a European Union initiative for the New Independent States and 

Mongolia which fosters the development of harmonious and prosperous economic and 
political links between the European Union and these partner countries. Its aim is to sup
port the partner countries' initiatives to develop societies based on political freedoms and 
economic prosperity.

Tacis does this by providing grant finance for know-how to support the process of trans
formation to market economies and democratic societies.

In its first four years of operation, 1991 -1994, Tacis has committed ECU 1,757 million to 
launch more than 2,000 projects.

Tacis works closely with the partner countries to determine how funds should be spent. 
This ensures that Tacis funding is relevant to each country’s own reform policies and pri
orities. A part of broader international effort, Tacis also works closely with other donors 
and international organisations.

Tacis provides know-how from a wide range of public and private organisations which 
allows experience of market economies and democracies to be combined with local 
knowledge and skills. This know-how is delivered by providing policy advice, consultancy 
teams, studies and training, by developing and reforming legal and regulatory frame
works, institutions and organisations, and by setting up partnerships, networks, twin- 
nings and pilot projects. Tacis is also a catalyst, unlocking funds from major lenders by 
providing pre-investment and feasibility studies.

Tacis promotes understanding and appreciation of democracy and a market-oriented 
social and economic system by cultivating links and lasting relationships between organ
isations in the partner countries and their counterparts in the European Union.

The main priorities for Tacis funding are public administration reform, restructuring of 
state enterprises and private sector development, transport and telecommunications 
infrastructures, energy, nuclear safety and environment, building an effective food pro
duction, processing and distribution systems, developing social services and education. 
Each country then chooses the priority sectors depending on its needs.
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Tacis works with 13 partner countries (12 IMIS and Mongolia):

Georgia 
Kazakhstan 
Kyrgyztan

f
Armenia
Azerbaijan
Belarus

Moldova
Mongolia
Russian Federation

Tajikistan
Turkmenistan
Ukraine
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Foreword

Since 1991, useful work, in a variety of different forms, has been done to assist partner 
countries through the Tacis programme. In particular, practical field work, with more visi
ble benefits, has been conducted on a more systematic basis since 1993.

A number of projects were successful in developing and testing possible solutions to 
help partner countries adjust to a market economy. The impact of these projects is not 
limited to the narrow geographical area in which they were implemented. Results will also 
benefit organisations and individuals in other regions.

The above is the main aim of the Tacis technical dissemination project (TDP). TDP 
selects projects with result which are worth disseminating, and develops material to facil
itate the replication of those useful results. The content of this document is one such 
action.

TDP produces and disseminates various types of material
• documentation on comprehensive actions successful in facilitating adjustment to a 

market economy
• tools to help individuals or organisations understand how they perform, and therefore 

better enable them to adjust
• training materials to facilitate quicker adjustment as part of the process of change.

Documents edited by TDP are not coloured by a particular ideology or political doctrine, 
and they do not intend to prescribe any one solution to a problem. What is reflected are 
merely the results achieved in a given situation, and the details of tools used to good 
effect by local people in adjusting to their changing environment.

Replication of these results is possible, provided readers make an effort to adapt the 
contents to their local environment. Situations can be similar, but are seldom identical.

This brochure was developed on the basis of the experience and results achieved by the 
project described hereafter.
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Some information on the project
Title

Results

ч>
Establishment of an agricultural credit bank 
in the St Petersburg region.
Restructuring of the PetroAgroprombank.
Establishment of a Project Finance Department.
Feasability study of a Guarantee Fund.
1993-1995
Petro Agroprom Bank
Credit Agricole Consultants (France)
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Date
Recipient
Contractor
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Some information on this brochure
To assist applicants in establishing their request 
for credit on a sound basis, with an adequate 
assessment of their own projected investment.
Managers of small and medium size enterprises - 
Financial departments of large companies - 
Promotors of new venture. Credit Department of banks - 
Investment Funds.

Use■5

Targets

Tacis would be happy to receive suggestions and comments on this document. Please complete the question
naire at the end of the document and return it to a TDP distributor (see addresses on page 32).
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Introduction

A business plan is a comprehensive description of a business, the environment in which 
it operates, and how it needs to be managed in order to meet its objectives.

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

Although a business plan is generally considered as a tool for credit application, it serves 
other objectives:
• establishment of the business objectives
• provision of guidance for the business's strategy and the operating tactics for meeting 

its objectives
• establishment of a basis for measurement of the business results
• provision of a key tool to the management of a business
• provision of a means to evaluate strengths and weaknesses of the business, as well as
• to identify viable alternative strategies.

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

The major sections of a business plan are the following:
1. Executive summary
2. The business and its strategy
3. The market and the marketing strategy
4. Production and operations
5. Management
6. Finance
7. Risk factors
8. Appendices

Do not hesitate to tailor 
the format to convey or 
to emphasise any unique 
aspects of your business.
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Note to the reader: some words appear in blue colour in the body text.
This means that is briefly explained in a glossary at the end of the document (Annexe 2).
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An Excel program has been developped: it allows the entrepreneur to draw up 
automatically the balance sheet and make some financial simulations.

To receive this program and its operating manual, 
please contact the distributor who sent you this brochure.
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Executive summary

This part is unfortunately often overlooked. It is one of the most important parts of the 
plan as it will raise (or not) the interest of the reader (who might be your banker or a 
potential investor).

The executive summary must be concise but informative. It should not exceed three 
pages.

I

V *
► Check-list for: Executive Summary

О
Business

t> short history of the business describing when formed and its growth
> brief description of the present stage of the business and its environment
[> brief description of the shares, liability, etc. and the involvement of the management 

in strategic decisions
t> brief description of the objectives of the business (e.g. indications on value added 

to production by processing and marketing)
\> description of how it has been decided on the proposed business plan and to 

where it will lead the business

i j

Product(s)

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

pMarket
L,t> current volume, recent growth 

t> domestic and/or international
> distribution channels
> projected growth
!> estimated market share (justify!)

-s-j

П
Management & Staff

> how complete is the labour force?
> what is the education level of the labour force? 
D> what is the level of unemployment in the area?
> brief past experience (highlight the strengths!)

4’

<

u
Finance

specifications of the precise purposes of the requested financing 
forecasts of revenue and net income after tax for the three coming years 
projections of when profits will begin

О
>
D>
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The business and its overall strategy

U

This section provides a thorough description of the company. It should not exceed 
5 pages.

Check list for: The business and its overall strategy

a description of the business organisation, the partnership involvement, the Board 
of Directors, the management and highly qualified staff 
a description of the objectives of the business
♦ what economic advantages are envisaged?
+ will value added to production, products or services be a feature in processing 

and marketing?
a description of the business's strategy
♦ what is the present stage of the business?
♦ what growth stages are foreseen for the next 3-5 years?
a description of the major features of the business's products and services related

►

>
i ;■

>
i

f

>

I

>
to
♦ price and quality
♦ value as compared to the competition
♦ any negative features and how they are going to be corrected or eliminated
♦ rules and regulations and how these are being observed
a description of the management and marketing strategy to be followed, e.g. to 
achieve lower costs, higher value added, specialisation, quality leadership 
a general description of the market
♦ what markets are being pursued?
♦ is the business creating demand or is it responding to existing demand?
♦ what is the potential growth?
♦ what will the products do for the buyers?
♦ who are the buyers (generally, i.e. wholesale dealers, exporters,..)?
♦ who are the competitors and what is their size, market share, competitive 

strengths and weaknesses?

I

и >

>

'
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Market analysis and marketing strategy

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

Market analysis

The business should show that it has a good understanding of the market and the mar
keting requirements for its products. This section will justify the projected income of your
business.

This section should comprise the following components:

the sector/industry analysis
• the structure of the sector has a large impact on the success of the business

the customer needs assessment
• your business has to fulfil the expectations of your customers (middle-men such as 

retailers or wholesalers, and/or end-users such as your own shop or processors of 
your production)

the competitor analysis
• market economy is all about competition. To survive and be successful, you need to 

know who are your competitors and how they perform, particularly as far as the key 
success factors are concerned

the SWOT analysis
• from all aspects described earlier a SWOT analysis can be developed. This analysis is 

based on the Strengths and Weaknesses of the business and the Opportunities and 
Threats for the business in the actual and potential markets. This analysis should be 
the mean to identify what are your comparative advantages.

j

О

j

► Check list for: The market analysis I

Sector/Industry analysis

> what are the total sales of the sector?
> what are the total sales of the products referred to in the business plan?
> which part is meant to be sold on the regional, national and international market?
> what are the trends (forecasts of sales) for this products on the domestic and inter

national markets?
t> what are the typical gross margins?
t> what are the market segments (geographic, industries, wholesalers, etc.) in the 

sector the business is operating?
t> describe all relevant market segments and give the trends of growth of these seg

ments
> what is the average profitability of the relevant products?
> what are the restrictions for the sales of the business's products and how does the 

business intend to overcome these?
> describe the size, number and location of similar businesses in the area the enter

prise is operating in.

u

о

Customer needs assessment

The "middle men":

D> What kind of packaging do they need? 
t> What shelf-life of the products?
> How often deliveries can be made?
D> What are the payment terms (credits)? 
t> What are the requested guarantees?

j

List the observed levels 
of prices -both wholesale 
and retail- for the 
different products in the 
different locations over 
the last three months. 
Indicate trends. u
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U The "end user":

> What or who are the end users?
> Where are they located?
> How often do they usually buy?
> How do they respond to the price of products? 
t> How quality conscious are they?
> What special features do they want?
> How much are they willing to pay for the service?
> How satisfied are they with the current products?

and in particular for the consumers:

> what type of persons buy the products?
> on what factors are the buying decisions made? 
t> what income level or group?
t> what shops do they visit to buy the product?
> do they do much comparison shopping?
О what type of promotion will encourage them to buy?

П

w

О
I

w_/

Competitor analysis

> what is the quality of their products and services?
> what is their reputation?
> are their customers loyal to them?
О how big are they? (quantify!)
> what types of guarantee do they offer?
> how do they distribute their products?
> how efficient are they?
> do they have strong financial resources?
> are they well managed?

n

I

nV-J

) SWOT analysisV-

It is not possible to draw a check list for the SWOT analysis as its content is really specif
ic (generalities would not lead anywhere). To make it easier, we just provide an descrip
tion of the philosophy of the SWOT analysis and some examples:(J

Criteria Opportunities Threats
Will this strength 

enable the business to benefit 
from this opportunity?

Will this weakness 
prevent the business from 

using this opportunity?

Will this strength enable 
the business to avoid 

this threat?

Will this weakness 
prevent the business from 

avoiding this threat?

Strengths

i

Weaknesses
n

Strengths (examples) Weaknesses
Distribution system (trade)
Own company products 

Own company technology 
Own company finance 

Own company organisation 
Own company image 

Own company institutional relations

)J

i .

I—t
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12 Market analysis and marketing strategy

(examples) ThreatsOpportunities
Society

Internationalisation 
Market trends 
Competition 
Distribution 
Customers 
Technology 

Supply

Critical success factors

These factors will be your" motto " to keep in mind: there are the most important things 
which must or must not happen if the company is to survive and prosper. You should 
name 3 to 5 key success factors.

Strategic priorities

You should always have more ideas, products and segments than the company can 
handle: develop new products, market and segments while those existing ones that do 
not fit the present strategy or are redundant should be removed.

At the start of every year the priorities for the coming year should be determined; an easy 
way is to split price into three groups for segments, or products to assist in determination 
of the optimal effect. Use the table below.

Г)
.

segment/product segment/product segment/product
Expansion L
Maintenance
Phasing out

Resources

Resources and strategy should be examined together with the ultimate objective to 
select the target resources to give maximum return. This should also be done on an 
annual basis.

-Л~,

İ

Obtainable(examples) Available
Financial fT
Technological
Supply (raw materials)
Production capacity
Staff

Marketing capacity
Selling capacity
Distribution capacity

U-
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••к Marketing strategyHow do you plan 
to get your products 
to the potential buyers?

While the previous section describes the market, the marketing strategy outlines the spe
cific marketing actions that the business is planning to take to achieve its objectives.

The marketing strategy consists of four strategic elements:f]

u the product-mix

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

n
ч.-

the place/distribution mix

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

the promotion mix

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

the price mix

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

► Check list for: The market strategy

и Product-mix

t> what are the special features or the factors for uniqueness of the products? 
t> what is the quality required per market-segment the business is aiming at?
D> what are the required quantities per market-segment?
> what is the range of products?
I> are they branded products or not? why?
> what kinds of services are being offered with the products?
> what kinds of packaging? why?
> what should be the shelf life of the product?
\> what guarantees related with quality and/or shelf-life are being offered?

H

.

О

r~>

Place and Distribution Mix

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

> what are the means of transportation?
> are own means of transportation being used or others? 
t> how frequently are the goods to be transported?
> which storage facilities are being used?
t> which systems are being used to manage the stocks and/or to keep them in good 

condition?
> how is information on products being distributed?
> how are services related to the choice of the distribution channels?
D> are any forms of co-operation for distribution of the products being pursued (e.g.

franchising)?

;

j'

H



14 Market analysis and marketing strategy

Promotion Mix 

Personal sales

> how many salesmen are they in the sales force?
> geographical or product specialised sales?
> do they work on commission basis?
> frequency of visits to customers?
D> how frequent are sales reports being made?
\> how frequent are sales results being analysed? 
t> how often are sales meeting being held?
> how is the sales staff selected and recruited?
[> is the staff trained in negotiation techniques? 
t> is hard selling being used or contemplated?
> give sales statistics if available.

Advertisements

О what kind of advertisement is being used/forecast? 
t> how is the budget for advertisement established?
D> choice of media (newspaper, radio -local, national, federal-, television, etc.)? 
t> message and lay-out / format of advertisement?
I> time planning of advertisement campaign?
> how are the effects of advertisement measured?
> how is the advertising agent selected?

Promotions

> purchases of gifts for business relations?
D> special price actions? for how long valid? 
t> any promotional quiz, contest or games? 
t> how are the middlemen fitted in these?
t> are there any legal requirements for these? Are they respected?

Public relations

D> how are contacts with the press being maintained (press release, conferences)?
> are there any type of information meetings, open days for visitors, excursions, etc.?
> are the members of the Board involved in public relations activities?
t> are there any contacts with local authorities or other governmental organisations?
D> publication of annual financial results?
t> any public celebration or anniversaries of the business?

Price Mix

1

'i

i

what are the price levels?
how are the price related to the marketing actions mentioned before?
how are these levels compared to competitors?
are there any levels of intervention?
are there any special price actions?
any special price for "middle men" (margins or fixed)?
any system of rebates? (e.g. based on quantities or seasonalities)
is there a bonus granted to clients for achieving a certain level of turnover per year?
any policy for price differentiation?
any special payment terms?
competition amongst middlemen?

>
l>
>
>
>
>
t>
>
>
>
t>

M
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Production and operations

Г*|

I l At this stage, it is assumed that the creation, expansion or restructuring of the business 
has been approved in principle, and that an approximate time horizon for carrying out the 
plan has been established.

It is now time to give some details on the production process and work organisation, 
paying attention to contemplate all the aspects that will influence the cost (the time plan 
is one of these aspects because of the costs to be born before income is actually gener
ated).

Г~'\

C
U
n

Design and development plans

A business plan will normally include a strategy for investment in buildings and/or pro
duction lines, and probably also a plan for divesture of buildings and machinery that will 
not be required after implementation. The business plan should therefore also include 
any statements regarding revenue generated from the sales or leasing of physical assets 
which are not required in the future.

A tentative time-schedule has to be established as the timing of the disbursements will 
have financial effects.

An example of time schedule is given in Figure 1.

U

I

П

J

Figure 1: Example of time schedule

Task v Week > 1 2 3 4 5 6 7 8 9 1011 12 13141516171819 20 21 22 23 24
n Situation analysis

Project evaluation
Selling assets
Call for tenders (building)
Contracting builders
Building
Call for tenders (equipment) 
Purchasing equipment 
Installing equipment 
Initial promotion 
Hiring staff 
Training staff 
Phase 1 production (30%) 
Phase 2 production (70%) 
Full capacity ______

t

' .. ■

I

Purchase of production plant and equipment
t

The following issues have to be considered:

local infrastructure requirements
• there are some basic infra-structural requirements that have to be satisfactorily met

purchase (restructuring) of the production plant
• all realistic options should be investigated in details (using existing buildings or con

structing new ones) before making recommendations in the business plan

n
'

r~>
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j

purchase of machinery
• all costs must be accounted for and not only the ex-factory costs. Many other costs 

may intervene between the machinery delivered at the factory gate and the machinery 
actually set up for operation. Pay attention to all these details when you launch the
call for tenders.

V.'

I

Production plan and output calculations

This aspect is important as it will give an indication on the degree of realism of the busi
ness plan. For most plans, the output only will gradually reach the ultimate objective (this 
is also called the " learning curve "). A business plan in which the output reaches the 
objective on day 1 will be questioned by most readers.

Production factors

They are the basis for the financial calculations.

It is essential to list all the inputs that will enter the production process as well as the by
products generated by the manufacturing of the main product, as some of them might 
have some commercial value.

You must also clearly distinguish those factors which quantity used will be proportional to 
the volume of production, and those which quantity will not vary (or marginally) with the 
volume of production.

Some hints:
• to get simple, you can regroup some raw materials that are not that important into a 

group "additives" or "other". This will ease the financial calculation
• in some cases, it will be difficult to make the distinction between proportional factors 

and non-proportional factors: energy and transport can be both. If both parts (propor
tional and non proportional) are significant, do not hesitate to make the distinction 
between the two parts

• spare parts wearing out is often related to production. For the calculations, you can 
use a constant factor related to the volume of production

• vehicles can be used for production and for general purpose.

Caution!
Never underestimate 
non-proportional factors.

i

Manufacturing and operations plan

This will have a direct influence on the project's cash flow. As such it must be based on 
the realities of the environment in which the envisaged project must operate.

Explain the fluctuations of supply and demand.

'

1
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п ► Check-list for: Production and operations

Local infrastructure requirements

О location in relation to main road and rail-services 
i> water supply for present and future (quantity and quality)
О electric power (transformer capacity, distance to main grid) 
t> telecommunications (availability, application process time) 
D> environmental restrictions (exhaust gas, noise, traffic, etc.) 
I> sewage (public treatment plant, sufficient capacity)
> manpower (availability, qualifications)
> support service availability (electricians, plumbers, etc.)
[> political situation (local public interest in the project)
> taxation aspects

Purchase (restructuring) of the production plant

The following has to be taken into consideration when the use of existing buildings is 
contemplated:

[> general condition of the building site 
t> general state of repairs
t> layout (removal of existing walls, construction of new ones)
> demolition requirements and removal of debris 
D> availability of required storage and service areas
> conditions of electric installation
D> condition of sewage system
t> modifications to meet hygiene requirements 
t> office and/or lab space availability or condition
> staff facilities (canteen, locker rooms, etc.)
t> parking space
> access roads

<

Гi -
I

О

Physical capital investment

t> preliminary technical study if any
!> cost of production lines
> cost of auxiliary equipment (transformer, fuel tanks ,etc.)
> delivery costs (packing, crating, customs, freight, insurance of shipment, etc.)
D> on-site assembly and erection
t> start-up of plant and commissioning
> specific training for operators
[> follow-up services: debugging and fine-tuning
D> spare-parts stock and special tools for maintenance
> interest on financing arranged by suppliers
t> interest on advance payment to suppliers
> foreign currency charges

!—>
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I !
Production plan and output calculations

> limited output during the start-up period
t> possibility of raw material waste during the start-up period (to be included in the 

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

nificant)
> gradual increase of capacity up to full capacity
> average capacity utilisation during routine operation

'

U
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V. ......

J

1

> standard working hours
> percentage of capacity utilisation during operating hours 
О schedule time for repairs and maintenance 1

Production factors

proportional input factors
♦ basic raw materials
♦ production related additives
♦ energy (coal, gas, oil, electricity)
♦ wear and tear parts
♦ packing material 
by-products generation
♦ commercial by-products (saleable)
♦ other commercial waste (saleable)
♦ non-commercial waste (disposal) 
non-proportional (fixed) production factors
♦ salaries for permanent staff
♦ insurance
+ service and maintenance costs at scheduled intervals
♦ plant cleaning
♦ mobile equipment (as they are usually used for a wide variety of jobs, they can 

be considered as fixed production factors)

>Proportional input 
factors: for each of 
the mentioned inputs 
and by-products, 
the input/output ratio 
is normally a constant 
factor. > I

>

Manufacturing and operation plan

О raw material supply fluctuations around the year (particularly for materials from agri
cultural origin)

> final product demand over the year
> storage conditions for finished products (long storage periods increase the 

demand on financial resources)
> periods with expected adverse weather conditions
> production plant limitations and capacity margins (allowance should be made for 

unexpected delays for repairs or reduced capacity under certain operating condi
tions)

I

Quality control system

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

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

’
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Management and decision-making process

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

• Skills of the management team must cover the areas of marketing, finance and pro
duction. Do not hesitate to relate the past experience of the management, in which a 
blend of technical and managerial skills are shown. This should also include the indi
vidual members of the board of directors of the business since they form part of the 
decision-making power.

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

Remember: a mediocre 
product with a great 
management is always 
preferred to the opposite.

u
Check list for: Management and decision-making process

give an outline of the organisational structure of the business. Provide a diagram, 
include the resume for each of the major posts related to the project. Do the same 
for the members of the Board of Directors
focus on the major accomplishments and experiences of those responsible and 
avoid excessive details
what outside consultants will be used and what are their references?
when important functional areas are not filled, what steps are taken to fill these
areas?
include (if necessary) a training plan and be sure that the members of the Board of 
Directors are also included in the training 
include a copy of the statutes of the business
highlight the responsibilities of the different bodies of the organisation (board of 
directors, management, shareholders)
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Finance

The financial business section of a business plan needs to demonstrate two points:
• profitability: the venture is sufficiently attractive for the participants to consider start

ing given the risks involved
• cash flow: the investment is safe and payments due to participants will be honoured 

as scheduled.

It is crucial to understand that there is no automatic relation between the profitability of a 
business and its capacity to generate cash. As a matter of fact, some businesses can be 
highly profitable but go bankrupt due to cash shortage. Other might show accounting 
losses but generate cash at the expense of the long term future of the business. There 
are several reasons for this. Two of these are given as examples:
• the gradual wearing out of equipment (depreciation) is a genuine cost of production, 

but does not require cash until a new piece of equipment is needed
• as a business expands, it needs more working capital, for increased stocks and cred

it to customers. This uses up cash which does not necessarily lead to an immediate 
increase in profitability.

INFLATION

AND INTEREST RATES 
They are two main ways 
of dealing with inflation 
in business proposals.
One is to project all figures 
as if inflation was zero, 
and to assume that 
inflation affects incomes 
and expenditures in 
a broadly similar way. 
Another method is to 
estimate a rate of inflation 
and present the future 
figures at their actual 
estimated values.
As an individual does not 
have all the information 
available to make forecasts 
on the future rate of 
inflation it is advisable to 
adopt government 
forecasts (or other 
forecasts acceptable to the 
bank). It is important that 
sensitivity analysis are 
earned out to understand 
the effect of the inflation 
rate behaving differently 
that has been forecast.

Preparatory issues
I

The financial section of a business plan is based on three major financial statements
• the balance sheet (a snapshot of the financial solvency of the business)
• the profit and loss account (which gives indication on the profitability)
• the cash flow statement (which gives indications on the capacity of the business to 

generate cash and to face its financial obligations)

The length of the plan

There is no standard planning period. As a matter of fact, different businesses require dif
ferent planning horizons. For example, a forestry proposal may take tens of years to 
repay its initial investment, whilst a loan for fertilisers for this year should be able to estab
lish its viability within one year.

A good rule of thumb is that the planning period should be long enough for the project to 
generate cash on. That means that in the cash flow forecast, cash receipts constantly 
exceed cash payments, without additional external sources of finance.

Frequency of the planning period

The overall length of the plan must be subdivided into smaller intervals to
• illustrate the development of the business
• highlight any critical period in which the business might require financial support.

In general, the balance sheet and the profit and loss accounts are prepared on annual 
basis, and the cash flow forecast is prepared on a monthly basis.

Some banks might 
require a quarterly or 
monthly profit and loss 
account. Check their 
requirement before 
designing the plan.

I

>

I

Single activity of whole business

In the case of existing business, business plans will often be prepared in order to justify 
the viability of a new activity within the existing operations.

In this case, two sets of financial statements will be required
• showing the viability of the new project
• and of the business as a whole.
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As a matter of fact, the second set is required to demonstrate that the returns on the 
project will not be utilised merely to subsidise the losses of other parts of the business.

Include all the taxes in your calculations: sales taxes, social taxes, profit taxes, 
etc.

Г'
1I

The elements needed before establishing the statementst_J

Before establishing the financial statements, it is necessary to make some assumptions. 
Assuming is not guessing. The more you know the environment (see earlier sections of 
the business plan) and the more you know about the production system you want to 
implement, the more reliable your assumptions will be. Assumptions will bear on the
• costing of a sample product or service
• sales assumptions
• overhead assumptions
• cashflow assumptions
• proposed methods for financing the plan.

Allow for a learning 
curve: if the product 
is new, it will take some 
time to reach full capacity 
and top productivity. 
Never be over-optimistic!

t-J
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Costing of a sample product or service

It consists merely in setting the selling price of the product/service and the variable costs 
(mainly materials used in the production process) of the product/service.

Selling price must be in line with the conclusions of the Marketing section of the business 
plan, as the variable cost must be in line with the Production and operations section of 
the plan.П

LJ Sales assumptions

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

!'

Overhead assumptions

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

(

Cashflow assumptions

The cashflow forecast uses the same information as the profit and loss account in terms 
of magnitude. But timing of the receipts and payments has to be taken into account. 
Cashflow results will be very different if terms of payment agreed with your suppliers 
vary by 60 days.

Pay particular attention to seasonality if your business works with agricultural products.

,

f~]

Proposed methods for financing the plan

You might have to include in your plan external sources of finance. There have to be 
thoroughly justified.

.

Safety margins
As explained above, do not be over-optimistic in the assumptions you make. Leave room for safety 

margins and explain them. It can consist in increasing by 10% the computed costing of a sample product 
for the first years, or catering for a 10% contingencies for overhead or equipment maintenance.
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The financial statements

IThe profit and loss account

The differences between the standard used in NIS countries and the one in the European 
Union are not great. Given the changes taking place in the NIS accounting systems, with 
a trend to adjust to Western standard, it was decide to use a European standard in this 
document.

A simple standard profit and loss account is given in Table 1.

Table 1: Standard profit and loss account

t

'

Sales A
Variable costs .

raw materials 
taxes on sales 

other variable costs 
change in inventory I

Total variable costs В
Gross profit C = A-B
Fixed costs
depreciation

staff
rent

insurance
advertising

utilities
other taxes (except profit tax) 

other

I

Total fixed costs D
Net profit before interests and tax E = C-D

Interests on loans F
Net profit before tax G = E-F

Profit tax H
Net profit after tax l = G-H

The balance sheet

The differences between the standard used in NIS countries and the one in the European 
Union are not great. Given the changes taking place in the NIS accounting systems, with 
a trend to adjust to Western standard, it was decide to use a European standard in this 
document.

A simple standard balance sheet is given in Table 2.

I
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I Table 2: Standard balance sheet

Assets 111 Liabilities <1>
Fixed assets Long-term liabilities

long-term loans 
equity

retained earnings

land & building 
machinery & equipment 

means of transport 
others

I
I

Total long-term liabilitiesTotal fixed assets
Current assets Current liabilities

raw materials 
production in process 

finished goods 
receivable 

prepayments 
bank account balance 

cash

short-term loans 
payable 

accrued taxes

L

n

Total current assets Total current liabilities
П

Total assets Total liabilities
L I

(1): in some cases a third category of assets and liabilities is mentioned: the intermediate assets and liabilities

The cashflow forecast

The cashflow forecast is quite straightforward. It consists in listing all the cash outflows 
(payments) and all the cash inflows, month per month and to compute the balance. A 
negative balance means a shortage of working capital and financing has to be 
arranged.

J1
The feasibility of the project

Once all the statements have been issued, they need to be commented. You cannot just 
provide raw results for the scrutiny of potential investors or by the bank(s) from which you 
require a loan.

Comments can be done with the help of further calculations. There are broadly two kinds 
of calculations:
• specific calculations using some figures from the statements
• the calculation of the overall profitability of the project.

П

Specific comments

They consist of computing ratios. The most common ratios give indications on the finan
cial structure of the business and on its profitability. Some of them are detailed in Annexe 1.

n
Overall profitability

This part is used
• to show the overall profitability of the project
• and to compare the profitability of this project to other investments alternatives.

n
L J
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(.JThey are mainly three methods used to assess the overall profitability of a project:
• the internal rate of return
• the net present value
• the payback period: it determines the number of years of operation needed to recoup 

the investment made (although still widely used, this method has some limitations; for 
example it cannot be used to objectively compare two investment alternatives).

All are based on the cashflow forecast. A computer is recommended for the first two 
methods as the calculations can be lengthy and complex. The calculations are not 
explained here as there are beyond the scope of this document. All recent worksheet 
softwares provide automatic calculations of internal rate of return and net present value. .

I
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Risk factors

Risk management starts with an objective identification of the major risks facing the busi
ness. There are two major types of risks:
• the technical risks
• the financial risks.u

Technical risks

It is not possible to list all the technical risks in this document as they are often product- 
specific. The following list is given as an example:
• delay of site preparation and construction schedule?
• delay in delivery of equipment and plant erection?
• late production start for seasonal raw material availability or unexpected stoppages?
• unexpected stoppage during start up and commissioning?
• unavailability of raw materials?
• inferior product quality?
• failure to meet government regulations?
• product life: how quickly will it be outdated? What about alternative products that are 

entering the market ? How do they affect your product?
• new environmental concerns related to production methods?

1
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LI Financial risks: break even + sensitivity analysis

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

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

Therefore, to perform the analysis, gross margins are to be multiplied by the number of 
products sold: the break-even point is reached when the total gross margin equals the 
fixed costs. Figure 2 gives a graphical representation of the break-even point.
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Figure 2: Break-even point
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The sensitivity analysis consists of determining the value of key parameters which may 
compromise the success of the business.

It is very important to find which variation of these parameters would take off the expect
ed profitability; for instance, an increase of 25% of the price of raw materials, or of the 
consumption of electricity, or a decrease of 20% of the selling price or of the volume of 
output. If a business is too sensitive to some elements, the management will have to 
control regularly these parameters.

i

I



27

Annexe 1: Examples of ratios

i The most common ratios are the following:

1. Liquidity Ratios

Current Ratio =

Quick Ratio =

Current assets/Current liabilities

Cash + Short-term marketable securities + 
Accounts receivable/Current liabilities

2. Leverage/Capital Structure Ratios

Long-Term Debt to Equity Ratio = Long-Term debt/Shareholders' equity

Current liabilities + Long-term 
debt/Shareholders' equity

Operating income/Annual interest payments

I

Total Debt to Equity Ratio =

Times Interest Earned Ratio =

3. Profitability Ratios

Return on Total Assets = Net income after tax + Interest expense - 
Tax benefit of interest expenseЯotal assets

Net income available to common 
shareholders/Common shareholders' equity

Expenses (before tax)/Revenues

r ■
Return on Equity =

Expenses to Revenue =

4. Turnover Ratios

Total Asset Turnover = Sales/Average total assets 

Sales/Average (net) accounts receivable 

Sales/Average inventory

Accounts Receivable Turnover =

Inventory Turnover =

i 5. Shareholders Ratios

Common Stock Security Ratios = Net income available for common 
shareholders/Number of shares outstanding

Shareholders' equity/
Number of shares outstanding

Dividends paid on common shareholders/ 
Number of shares outstanding

Book value per share =

Dividends per share =

I

П

Many other ratios are used.
Ask your bank to know which ratios they want you to compute.
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Annexe 2: Glossary

By-product

A secondary product obtained from the same raw materials during the manufacture of a 
main product or produced from residual materials.

Some may be of low value but they should be considered and quantified. The market 
study must include the review of their potential buyers.

Call for tenders

Every time products or sen/ices are to be purchased by the business competitive bidding 
among different suppliers should be organised, provided the business is able to set up 
precise and accurate procedures for bidding. The tender should be carefully defined, 
with terms of reference, description of the goods to be offered, delivery and payment 
terms requests, assistance and training. A list of criteria should be established to guide 
the final choice and a committee set up to evaluate the offers.

The time and cost involved in organising a tender are easily recovered since the success
ful bidder will insure an economic price; moreover, delivery dates are practically guaran
teed (there is a penalty for delay).

I

Commission selling

A sale made by a person acting in his own name but on account of another person.

Different types of commission selling may be selected including exclusive licensing. The 
relationship between the business and its representatives has to be managed carefully to 
insure a smooth distribution of the product, (also used: consignment selling)

i

Comparative advantage

Key characteristics of your business and/or product (manufacturing technology, distribu
tion network, image of your business, etc.) that the competitors cannot propose within a 
short period of time.

Critical success factors

These are the elements on which the business success rely.

It is the most important and difficult task of the top management to identify those ele
ments which will ruin all efforts if they are missing: it might be found on the supply side 
(availability for example), on the marketing, pricing, packaging, distribution aspects, or in 
the manufacturing process (quality of the output, aspect) as well as in the overall organi
sation, the labour force or the financial side.

Each element of a business is critical but only some of them may compromise the future 
of the whole enterprise: these are to be identified beforehand and permanently checked.

I

Distribution channels

The different ways of bringing the product to the customers.

Choosing the way of selling is a preliminary step in marketing a product. The business 
may own its delivery points to the end-users (retail shops are an example) or sell to 
wholesalers who will sell to retailers. The business may establish its own salestaff or ask 
commercial travellers to take orders from the middle men. According to this choice, the 
business will establish its prices ex-factory, and define its packaging and its advertising 
strategy.
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End-user

The actual consumer of the product.

L. Fixed costs

Costs that do not vary with output, i.e. expenses that must be paid whether or not any
thing is produced (also used, although it might have a slightly different meaning: indirect 
costs, overheads)

Franchising

The granting of the exclusive right by a producer (the franchisor) to another producer (the 
franchisee) by means of formal licence, to manufacture or sell the products of the fran
chisor in a certain area.

Gross margin

Difference between the price received from the first buyer and the variable costs, (also 
used: gross profit)

Hard selling

Mass low value distribution channel.

Born in the West through specialised shops in sales (reduced prices for lots of well 
known trade marks with a defect, or seized goods due to a bankruptcy, or old fashioned 
items). Hard selling is now used in factory shops or large warehouse selling points. 
Known also as “Hard discount”, it may present common goods at a very low commercial 
margin or “once off’ manufactured goods with low added value, to be sold in bulk with 
extremely low distribution cost (no packaging, no advertising, no regular availability) and 
without salesmen to give any information or advice (also used: discount sale)

1

n
Market share

The proportion of the total demand for a product that is supplied by a particular manu
facturer or brand.1

Middleman

The immediate customer of the business and at the same time a trader.

Middlemen represent the intermediary for a business which does not want to deal direct
ly with the public. Delivery, availability, packaging capacities, handling facilities, and terms 
of payment are all of the concern to these partners of the business. Selection of middle
men is very important as they will influence the image of the product.

Often criticised, middlemen play nevertheless an important role: they are the interface 
between the producer and the consumer. Small businesses that do not have the means 
to deal directly with the end-user need the middleman to sell their products.

i

П

r İ Operating strategy

Choices expressed through a range of decisions taken by the management to achieve 
the overall goals of the business.

The top management is expected to clearly state their decisions in order to indicate pre
cisely to each Department which operational objectives are to be reached, in quantified 
terms and with defined quality standards. Specifically, the plant manager should receive 
detailed instructions which allow him to organise the production and to meet the require
ments of the Sales department.
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Packaging

External presentation of a product including size and capacity.

The most important step in marketing is to choose the packaging because it is the first 
contact between the customer and the product: colours, size, type of wrapping, printing 
of technical and commercial information have to be elaborated and tested carefully with 
a panel of consumers.

Price differentiation

According to the marketing strategy, the product will bear different prices when sold 
through different distribution channels with different packaging.

For mass distribution, the ex-factory price will be established to cover the marginal cost 
in order to favour a large demand (for instance, basic food stuff) while for a “niche” strat
egy, the price will be established on the average cost so that small orders remain prof
itable.

Promotion

All means to let the market know about the products.

Aside advertising, the business should be present in the market through leaflets, gadgets 
and other communication means in the retail points.

L

(
Public relation

The component of a strategic approach of the market.

The marketing of any product will be much easier if the company is already known to the 
consumer. Wise businessmen try to keep an adequate image of their enterprise, their 
brand names and use adapted means to get this notoriety. A corporate image is built 
along the time through various means, quite different from advertising: press, scientific 
contacts, etc.

Rebates

Incentives to buy.

They have to be carefully worked out because they represent an additional cost and may 
not bring as much new sales as expected. Their time schedule should be short and ded
icated to a period of the year in which the usual level of sales is particularly low. They may 
be used to motivate the distribution channels or the final customer; in that case, they 
should present an opportunity to discover a new product or a related item.

Segment

A category of potential customers characterised by a specific pattern.

The marketing of any product will be much easier if the company has defined which seg
ments are already interested by the type of product. Each segment might deserve a spe
cific distribution network, an adapted pricing and packaging. Segmentation is generally 
based on the level of income, age, type of activity, location and frequency of purchase.

Shelf life
The time a product can stay in good condition at the retail outlet.

The process and packaging should consider the needs of the distribution channel when 
establishing the time the product can be kept before consumption by the end-users. 
Being particularly important for food stuff, this consideration is to be examined whatever

{

Г
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n
' the output; even for long life items, the aspect and attractiveness might be altered if not 

designed for a long shelf life.
П

Storage

How to keep materials and products safe and sound.

A major consideration for any plant manager is to determine how to store the different 
elements in the process: raw materials, semi-finished goods, final outputs. The volume 
and conditions of storage will define the profitability of the process: availability of the 
inputs, temporary storage for intermediary products, capacity to store the final outputs 
when demand is low in good conditions for freshness and immediate supply when 
demand recovers.

u

\_/

Sub-standard product

A product which does not meet the required levels in terms of quality, appearance or 
useful life. A good marketing approach will identify the distribution channels for this type 
of product. Good profits can be derived from low quality production when the appropri
ate buyers have been found.

i

Terms of payment

These are the conditions negotiated with a company’s suppliers and buyers, which con
sider the time between placing orders (or delivery) and making payments, the means of 
payment and the eventual discounts. Terms of payment are of tremendous importance 
as they will affect the size of the working capital required.

Uniqueness \ product differentiation

Differentiating your product from those of your competitors.

No competitive advantage can be attained if the business is not in a position to create a 
difference between its products and those of its competitors. It might be a technical 
innovation, particular packaging or attractive guarantee conditions it proposes to the 
customer that differentiate it from the competitors.

Value added

A critical element of any process which contributes to the profitability of the business. 
Amount added to the value of a product or service, being the difference between its cost 
and the amount received when it is sold.

Variable costs

Costs which vary in proportion to the output or volume of goods produced by a busi
ness, such as material (also used, although it might have a slightly different meaning: 
direct costs).

Working capital

The stock of money needed by a business in order to keep operating, to keep trading or 
to carry on production. It consists of stocks and liquid assets.

If the business gives credit to its clients, or the production cycle is very long tying up 
money and resources, it will be necessary to finance the company’s running costs from 
either the company’s own cash reserves or through borrowing rather than through rev
enue from sales. When an important increase in production is forecast, attention should 
be paid to the necessary additional working capital required.
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List of NIS addresses
for enquiries concerning TDP publications

i

Armenia Tacis Coordinating Unit 
Government House 
1 Respubliki Square 
375010 Yerevan

Tacis Coordinating Unit 
Government House 
Room 851 
370016 Baku

Tacis Coordinating Unit 
Government House 
Room 114 
220010 Minsk

Delegation of the European Commission Tel. 99 96 02 
5 Lagidze Street 
380008 Tbilisi

Delegation of the European Commission Tel. 63 99 39 
20a Kazybek Bi 
480100 Almaty

Tacis Coordinating Unit 
205 Abdymomunova Street 
720000 Bishkek

Tacis Coordinating Unit 
Government House 
1 Piata Marii Adunarii Nationale 
277033 Chisinau

Tacis Coordinating Unit 
Negdsen Understnii Street 
Room 408 
46 Ulanbaatar

Delegation of the European Commission Tel. 956 36 00 
2/10 Pevchesky Street 
109208 Moscow

Tacis Coordinating Unit 
44 Rudaki Avenue 
734023 Dushanbe

Tel. 52 88 03

Azerbaijan Tel. 93 60 18

Belarus Tel. 27 32 39

Georgia

i

iKazakhstan

Kyrgystan Tel. 22 57 89

I
Moldova Tel. 23 30 37

Mongolia Tel. 31 10 13 i

I

Russian Federation

Tajikistan Tel. 23 24 72

Turkemenistan Tacis Coordinating Unit 
92 Kemine Street 
744005 Ashgabat

Delegation of the European Commission Tel. 291 89 63 
10 Kruglouniversitska Street 
252000 Kiev

Tacis Coordinating Unit 
4 Tarasa Chevchenko Street 
700029 Tashkent

Tel. 51 21 17

Ukraine

Uzbekistan Tel. 39 40 18
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Questionnaire

For each of the sections below,
rate the amount of the information given in the document

too much enough too little

□ □ □Market analysis

□ □ □Production and operations

I □ □ □Finance

□ □ □Risk factors

□ □ □Glossary

For each of the sections below,
rate the presentation of the information given in the document

acceptable difficult to 
understand

easy to 
understand

□ □ □Market analysis

□ □ □Production and operations

□ □ □Finance

□ □ □Risk factors

□ □ □Glossary

For each of the sections below, rate the benefit you could 
draw from the information given in the documentI

useful not particularly useful useless

□ □ □Market analysis

□ □ □Production and operations

□ □ □Finance
I

□ □ □Risk factors

□ □ □GlossaryI
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For the whole document, rate the relevance of the information, 
given the specific environment you work in

□ not relevant at all□ relevant

□ not particularly relevant

Overall, would you say that this brochure is...

□ acceptable

□ poor

□ very good

□ good

i' ~'l
Where do you work?

□ in a bank

□ in a training institute

□ in a SME

□ in a large company

□ other

How did you get this brochure?

Q I received it by mail

□ from a TDP distributor

□ from the Tacis representation

□ in a kiosk

□ other

i'

Thank you for 
answering the 
questionnaire. In what country do you live?

Please send it 
to a Tacis
representation office. In what region?

See list of addresses 
on page 32.

Other comments:

The Tacis technical 
dissemination project
How to draw up 
a business plan.
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Notes
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