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Notes

This business plan can be used to discuss the problems and issues facing retail start-ups generally. Retail businesses come and go with changes in fashion and the retail sector has the highest mortality rate of any SME sector. In that context any small retail outlet would be viewed with caution by a banker. Location is all important – is the shop in the right place? Does it need a prime site with a high foot-fall outside the shop or (like Sport Retail) can it afford to be in a secondary site because it is a niche retailer and customers will go out of their way to find the shop? Prime sites are, of course, far more expensive than secondary sites.

Of equal importance are the terms of the lease for which they are paying £20 000. These need to be looked at very carefully because the annual rental is likely to be a major fixed cost that has to be paid whether or not the business is making a profit. Details are given in the plan but any financial backer would enquire about them and any entrepreneur would be well-advised to seek legal advice about them. The usual questions to ask here are:

· How long does the lease have to run?

· How frequently is the rent reviewed and when is the next review?

· Who pays for repairs?

· Can the lease be sold on and will it have a value?

· In the event of being unable to sell it on is the lessee still liable for the rent?

 Overall the plan seems very sensible. John has ‘experience’ in sport – but more important is the fact that he is a known local footballer and he intends to play on this. He also intends to build personal relationships with local sports clubs and schools, accepting that he cannot afford a prime site and therefore must attract customers to visit his shop by offering something special. He does not propose to sell on price – which is a good thing. He seems to have identified his competitors and their strengths and weaknesses and is convinced that he can offer something different. Unlike many entrepreneurs who turn a ‘hobby’ into a business he seems very market-aware and realistic.

His annual turnover target of £250 000 (circa £5000 per week) seems quite modest, if not understated. It represents 500 items @ £10 each, less than 100 per day. What is more, the margin of 40% is not as high as can be achieved on many branded products – particularly if linked to specific clubs or schools. His break-even point of £150 000 therefore seems easily attainable and the projected margin of safety of 66% is good. However, this break-even does not include his drawings of £25 000. Treating this as a fixed cost raises the break-even to £212 500. Drawings are, however, discretionary. If the business is not doing well, money does not have to be withdrawn. Also John and his wife are living above the shop, so their living costs are considerably reduced. In that context the £25 000 drawings seem quite attractive.

The funding requirement does not include stock. Stock holding is likely to be in excess of £10 000, so this needs to be investigated. The likely explanation is that stock is bought on credit (how long?) but sales are for cash.

The financing requirement from the bank is modest and the overdraft will be repaid within a few months of start-up. Indeed it is questionable whether the business really does need all this support. A banker would probably be willing to lend the amount, notwithstanding the business, relying on personal guarantees. However, retail businesses are often cash-rich with a high cash throughput. Bankers can monitor turnover in the bank account monthly and compare bankings to the turnover projections.

In summary, this is a plan that inspires confidence. Despite being in a sector with a high mortality rate, the downside risks seem acceptable. The financial targets appear achievable. The plan would probably be successful in securing financial support. 
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