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Foreword

Social enterprises are difficult. They challenge the accepted ways of doing things. It's not
that they set out to be awkward, but having discovered better, more sustainable ways to
tackle some of the most pressing social, economic and environmental issues facing us
today, it's hard to accept the status quo. As the chief executive of one of the UK's fastest
growing social enterprises said, ‘There is more to us than we know and once you have seen
it and experienced it you will never settle for anything less.'

However this characteristic makes social enterprises problematic for those agencies and
organisations that are expected to provide appropriate advice, support and finance to help
them succeed in meeting their objectives. Conventional business — those trading to make
money for their owners and investors — broadly get what they need, but social enterprises
— those in the business of regenerating a community blighted by poverty, or providing
employment for those who would normally be considered unable to work, or delivering a
local public service — don't.

This situation needs to change.

The Royal Bank of Scotland and NatWest have been working pragmatically with policy-
makers and the sector to encourage a more favourable environment for social enterprises
to 'do business'. We have also been working in a number of practical ways to ensure social
enterprises have the appropriate tools to develop, grow and improve their performance.
This collaboration with Forth Sector is one such initiative.

This planning guide is very much about helping the sector to help itself. But it is also a
tool the bank will be able to use to learn more about the sector. It should also go some
way to fostering improved communications between the bank and the sector, which will
inevitably lead to a better, more attentive service.

Tracy Betts
Head of Social Economy Banking
The Royal Bank of Scotland & NatWest
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Introduction

This guide will help your organisation to develop a new social enterprise.
Although the guide is focused on helping voluntary organisations to develop new social enterprises it will also be useful for:
e \Voluntary organisations that want to transform into social businesses

e Geographic or thematic community groups that want to explore whether social enterprise is an appropriate way to regenerate or create
employment for their community

e Groups of people seeking to establish co-operative social enterprises
e Individual social entrepreneurs who are aiming to set up a business for a social purpose

The guide outlines a step-by-step approach to starting up your social enterprise and focuses on the key issues surrounding business
development. The guide assumes a fundamental knowledge of business planning. It recognises that there is a wealth of existing good material to
support business planning. It focuses on the specific issues around social enterprise development.

The guide may also be a good management tool for any community group, voluntary organisation or project based social entrepreneur in terms
of business planning where the aim is to generate significant income from trading or commercial activity.

Catalyst Social Entrepreneur/s

Although the guide focuses on how organisations should develop social enterprises we recognise that an individual (or occasionally a small group)
drives this development process. These social entrepreneurs are catalysts for change within organisations. They drive forward social enterprise
development.

The guide has been developed to support these catalyst social entrepreneurs. If you fall within this category you will find that some of the
information in the guide is directed at you as an individual, whereas other aspects outline areas that need to be considered by your whole
organisation.

We also recognise that we can offer no more than general information or guidance. In seeking to develop your social enterprise you will be
bringing to the equation a whole series of personal experiences, skills and attributes. The culture, aspiration, resources, size, capacity and previous
experience of your organisation will also influence how you develop your social enterprise.

A social enterprise is a business that trades for a social purpose. The social aims of the business are of equal importance to its commercial
activities and this combination is often referred to as the ‘double bottom line'. A social enterprise focuses on generating income through the
sale of goods and services to a market or through commercial contracts.

Social enterprise is a different way of doing business. It is at the heart of the social economy. The added value of social enterprises comes from
the way in which they use profit to maximise social, community or environmental benefits. The social enterprise sector is both vibrant and
developing.

If you are unfamiliar with social enterprise, the Resource section within the guide provides details on where to find out more information.

Developing a social enterprise, like starting any new business, is an exciting and active process. It involves a lot of hard work but equally it
should be a rewarding and enjoyable experience.

This guide is designed to help you move through the process of developing your social enterprise. It will help you create a business plan that
describes what you intend to do. Our aim for the guide is that it is a self-help tool for you and your organisation.

The guide is designed as a reference for you. It should be referred to as you are developing your social enterprise rather than being read
from cover to cover in one go. It may be that as you move through the process of developing your social enterprise you identify that you need
additional support or training. We have signposted (*) this in the Resource Section and Contacts List at the back of the guide.

Having a business plan is important if you are looking for either development/investment finance and/or support to start your social enterprise.
Having a business plan is also important to act as a route map and reference to ensure that your social enterprise is growing and developing, as
you want it to.



To help you develop a social enterprise the guide will:

Introduce the step-by-step approach to social enterprise development.

Urge you to think about issues as you are planning.

Provide you with prompts € for things you need to do.

Signpost you €3 to additional sources of help and advice in the Resource Section and Contacts Lists.

Provide you with some top tips where you see this sign (@

Summarise and identify the key questions@) you should ask yourself at the end of each chapter. You can use this as a checklist of
things you need to do before moving to the next step.

There is a model business planning template at the end of the step-by-step guide. This business planning template is one approach to
writing your business plan. As you use the step-by-step guide it might be useful to cross-reference with the template and complete the
relevant sections.

Both social enterprise and business planning come with their own jargon and terminology. Where practical we have attempted to explain the
jargon throughout the guide. Within the resource and contacts sections of the guide we also signpost (*) you to ‘jargon-busting’ information
offered on websites.

Forth Sector (Social Enterprise Development Initiative) and the Royal Bank of Scotland have developed and produced the guide. The guide
has also been part-funded through the ESF Objective 3 Programme.

Although the focus of the guide is to assist organisations in Scotland to develop social enterprises, it is our hope that the guide will be
utilised by social enterprises throughout the UK as a tool for business planning and development.

Introduction

Forth Sector and Social Firms Scotland started mapping whether there was a business development process for social enterprise in 2001. The
‘arrow diagram' below outlines a seven-step approach towards developing your social enterprise. This approach has been tested and refined
with over 200 organisations.

As part of the process, Forth Sector also reviewed the business planning guides that existed for mainstream business development. This led to
a partnership with the RBS/NatWest Group to develop a guide for social enterprise development based on one of their existing business
development templates.

The Social Enterprise Development Process

The decision to represent the business development process for social enterprise in an 'arrow diagram’ was influenced by the idea of
representing moving forward. Developing a social enterprise will require you to drive forward towards your destination.

The ‘arrow diagram’ on the next page outlines the seven steps that an organisation has to move through to develop a social enterprise. These
steps are:

1. motivation || 2. preparation || 3. idea evaluation | | 4. testing your idea
5. exploration | | 6. business planning | | 7. start-up
Each step has discrete elements but each step is inter-related. We have taken the key headings from the arrow diagram as the format for the

guide. Each of these steps will be explored in more detail in the following chapters. The information from one step should therefore influence
the questions you ask in another part of the process. All of these steps taken together should inform the decisions you eventually make.
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The 'arrow diagram’ may seem a bit daunting at
first. We hope that as you move through the step-
by-step guide it will become clearer. The following
ideas underpin the business development process
for social enterprise:




Dynamic process - Social enterprise development is an active process where you will be gathering/analysing information as you
move towards your goal of setting up your new social enterprise.

Market reality - You have to focus on the market. Although your drive might be to meet a social need, you have to find a market to
meet that need. You will be producing goods or providing services that someone will buy from you. Focus on who will buy from you
and why they will buy from you instead of your competitors.

Review process - As you move forward through the seven steps of business development you will come across barriers or problems.
This may mean that you will have to review what you have done and perhaps take a step back to re-assess how you should proceed.
This should not be seen as failure but as a necessary step in developing your social enterprise.

Business development support - You may need support to reach your goal. There is a wide range of support available. Where
possible try to use people that understand what it means to develop a social enterprise. Remember that, although consultants may be
able to help you, it is equally important to build up your own capacity to develop and run your social enterprise. Try to use consultants
for specialist activities not core requirements.

() The SENScot Exchange is a useful source of advice or organisations, agencies and consultants. You can find details in
the Contacts List.

Financial support - You may need development funding at different stages of the process. This will depend on a variety of factors
such as your resources, capacity, reserves, idea or experience. There is a range of development funding available from grant support
through to loan finance or patient capital.

o For more detailed information on investment or development finance for social enterprise refer to ‘Unlocking the
Potential - a guide to finance for social enterprises'. You can find the details in the Resource Section.

Energy - Developing a social enterprise is not easy. It takes energy, drive, passion, commitment and resourcefulness to bring about your
vision. Although the guide provides a step-by-step process and information to help you move in the right direction you will need the
drive and determination to get there.

® Remember you are not alone in this. Others have tried and succeeded. They have developed strong social enterprises
that provide valuable support to others, deliver public services, regenerate communities, improve health, tackle
disadvantage, provide employment, alleviate poverty or foster co-operative working. There is a wealth of experience,
support, advice and assistance to help you.






STEP 1
MOTIVATION

MOTIVATION

In the ‘arrow diagram' you will see that the first step in developing a social enterprise is terms ‘motivation’. This is because you need to be very
clear about why our organisation wants to develop a social enterprise. Ask yourself what is drivng you to do it before you set off down this route.

Within the ‘arrow diagram' there are two other areas that you need to consider alongside understanding your motivation. These areas are:
e |dea stimulation and how much this is driving your motivation
e Awareness or what you know about social enterprise

Both these areas influence your motivation.

WHAT IS YOUR MOTIVATION?

If you are clear about your motivation then this will act as an anchor or focal point for you and your organisation when/if you run into
difficulties at a later stage. You need to think about your motivation on two levels:

e What is motivating your organisation?

e \What motivates or drives you as an individual?

WHAT MOTIVATES YOUR ORGANISATION?

There could be a range of factors that have led your organisation to consider social enterprise. There is no right idea, no right motivation and no
right starting point for an organisation considering going down this route.

It may be that your organisation has a mission statement that includes the intention to ‘create employment for disadvantaged groups' or to
‘regenerate a community' and you see social enterprise as a way to achieve this. These can be good starting points. The example below
illustrates how one social enterprise approaches this area.

Forth Sector develops and runs social firms and transitional employment initiatives to provide supportive employment or training
opportunities for people with mental health problems. Their motivation for doing this is to provide meaning and purpose for people who
face employment exclusion and to improve mental health and well-being.

When they are examining the possibility of starting a new social firm they focus on the market for the business idea but the decisions
on proceeding are traced back to what they describe as their ‘anchor’ (or set of criteria):

1. Can we create flexible and supportive employment or training opportunities within this business? Then
2. Does the business offer a real working environment in which people with mental health problems want to work? Then

3. Will working in this business promote health and well-being, develop employability or reduce social exclusion?

This set of criteria helps Forth Sector to make decisions that they have to make later in the business development process.

e Think about whether there is a set of criteria you have in terms of your motivation for developing a social enterprise.




From this example you can see that organisations can often have more than one driving factor. Within the social economy this is normal as many
organisations aim to meet a variety of social needs. Not only does your organisation have to be clear about the factors that are driving it but as
we have outlined above if there is more than one driving factor then try to arrange them into a hierarchy of importance. This will be important
later in the process if you have to make difficult decisions or alter your plans.

e If your organisation has a 'mission statement' this can be a good starting point for identifying what is driving the development of social
enterprise. Whatever you are doing should be traced back to this mission statement.

e You should try to develop a ‘mission statement’ for your social enterprise. Remember that it will probably have to be reviewed as your
social enterprise develops.

Top Tip:

® If you have other people working on the social enterprise with you then it is useful to involve them in developing the
mission statement so that they have some ownership of the process.

For an organisation to develop into a social enterprise there will need to be a catalyst social entrepreneur. Successful social enterprises are started
by people with a passion for what they do. Is that you?

Although catalyst social entrepreneurs recognise that they cannot realise their dream single-handedly they must have the drive, vision, charisma,
determination, resourcefulness and motivation to inspire others to join them. Above all, they are in for the long haul, not a quick fix.

Before you go any further with your idea of starting a social enterprise, you need to be prepared for the impending roller coaster ride and be fully
committed to overcoming the inevitable obstacles and challenges that undoubtedly lie along the way. Below is a quick questionnaire to help you
think about your motivation, attributes and values.

Think about what motivates you. Below are a few questions to help you decide if you have the enterprising qualities required to run a
social enterprise.

Do | want to run a business?

Do | have specific aims?

Do | have the full support of my Board and colleagues?
Am | realistic about my capabilities?

Am | prepared for the long haul?

Do | fully understand the risks?

Can | motivate people and take the lead?

Have | got the drive and self-belief to take this forward?
Can | make decisions?

Am | flexible enough to learn from mistakes?

Do | listen to advice?

Am | determined and prepared to keep going when things get tough?

You should also think about your values. How do your values influence what you want out of developing and running a
social enterprise.

Do not be worried if you have not answered yes to every question. You will hopefully have identified some areas where you are strong and others
where you are weak. Part of your personal development process will be to work on the weaknesses and to build a team that has complementary
strengths to yours to help you develop the social enterprise.

© The Scottish Social Enterprise Academy run training courses to help you develop your enterprising qualities and business
development skills. Details of other organisations are included in the Resource Section of the guide.

© You can also find training and business skills development support through your local Chamber of Commerce

We will now look at other factors that can influence your organisation’s motivation.



You may already have a business idea or see a market opportunity. This could be what is driving your organisation to consider social enterprise.
Many social entrepreneurs start out with the business idea. Is that you? Or are you viewing social enterprise as a route to sustainability for your
organisation? Are you thinking about moving from grant funding to commercial contracts?

As above there is no right starting point for developing a business idea but be cautious at this point about getting fixed to the business idea. Do
not get carried away with the idea at this stage. Check if the potential idea fits with your motivation for setting up a social enterprise.

e s there a fit? If yes, good. You may be ready to start to move forward.

e |[f not, or if there is any conflict of interest between what you want to do and running a business, then revisit your motivation to check you
are clear about what you want to achieve.

® At this stage it is more important to be clear about your motivation than to have a good business idea.

A good business idea has to be rooted in market reality. There needs to be customers that will buy your goods or services. While you may be
motivated down the route of developing a social enterprise by your potential idea, remember that later in the process you may have to alter it or
abandon it completely if there is no market.

e Think about how altering or abandoning the business idea would impact on your motivation? We will return to look at the business idea
repeatedly as you move through the process.

Social enterprise is a distinct way of doing business. It blends business acumen with social impact and it is at the heart of the social economy.
Social enterprises provide an effective way of delivering public services, regenerating communities, creating employment or reinforcing co-operative
principles. Social enterprise is increasingly being recognised as a business model in its own right. The development of social enterprise through
commercial contracting in the public procurement market also offers many voluntary organisations a route towards sustainability. However, social
enterprise is not the right option for every organisation.

What has drawn your organisation to consider developing a social enterprise? Developing a social enterprise might mean a significant culture change
for your organisation. Is your organisation ready for this culture change? When you think about running a business - is your organisation ready for this?

Although social enterprise is a distinct business model it shares many of the characteristics of private sector business. Both approaches aim to earn
income from commercial activities. Some private businesses also have ethical or environmental policies but there are some important differences.
The following table outlines what is different about a social enterprise and a private business.

What is different?

Explicit Social Aims ° Social enterprises have twin aims, which are equally important. As well as trading, social enterprises
also have a social and/or environmental purpose.

Funding Composition ° The mix of business and social aims leads to a different funding mix. Social enterprises often have a
complex composition of sales income commercial contracts, service level agreements, and grant support.

° Social ownership may mean that social enterprises may have difficulty gaining access to traditional
forms of development finance such as patient capital, equity or loan finance.

Risk Aversion ° Organisations that are governed by a voluntary board of trustees may be more risk averse in terms of
business ventures.

Scale ° Most businesses start from small beginnings and are able to build scale as they develop. A social
enterprise usually has to operate on a scale that is large enough to sustain its social commitment
from the beginning, which can increase start up costs.

Social Entrepreneurship ° Individuals that develop social enterprises are often driven by the social potential of the venture.

Stakeholders ° There is usually a very broad range of stakeholders involved in social enterprise development, including
the public sector, which can lead to political and bureaucratic influence on the development process.

Sweat Equity ° In private businesses the owners often invest ‘'sweat equity' to grow and build the venture, hoping to
reap future rewards, particularly if the business is sold. This same endeavour is required to build a
social enterprise but the managers/staff seldom reap the same rewards because the business is
unlikely to be sold and the purpose is not financial gain but social impact.

The social enterprise sector is diverse. There are different models and approaches to developing social enterprise - co-operatives, development
trusts, employee-owned business, social business and social firms are just a few. As the sector grows and develops, hybrids of these models will
emerge.



If you are unclear about whether social enterprise is the right option for your organisation or if feel you do not know enough about what running
a social enterprise entails there is a range of information and support available. There is a growing specialist social enterprise intermediary sector
that can help you to raise your awareness. There are also conferences, networking events, training courses and publications to assist you.

o The Resource Section and Contacts List signposts you to the range of information and support available.

® A study visit to an existing social enterprise is possibly the best way to get an understanding of what running this type of
venture entails. Remember that you may have to pay to visit an existing social enterprise as they are a business and there
will be an opportunity cost for them hosting the visit for you, as the visit will involve some of their key staff members'
time. There is funding from public agencies such as Communities Scotland's Scottish Centre for Regeneration to support
study visits.

Once you have found out more about what social enterprise is, you will be in a good position to check whether developing a social enterprise fits
with your driving motivation. If it does, you are ready to move forward to the next stage. If not, you need to consider whether to revisit your
motivation or think through whether social enterprise is the right option for you.

As you gain more understanding about what social enterprise is and what your organisation will need to do to develop one, you will be in a better
position to assess how much the culture of your organisation will have to change. You should also begin to get an understanding of the gaps in
your skills, experience and capacity. Do not worry if there are gaps. These are some of the issues that you will be working on as you move through
the guide.

© Remember to document this information. It will help with your business plan at a later stage.

Summary

Thinking about your motivation should hopefully have given you some food for thought on your priorities in developing a social
enterprise. You may also have an idea of what you will have to do to start your social enterprise.

This is not a panacea and there may be other things that occur to you as you move through the process. This shows that you are really
thinking about what you want to do. Let us recap on what this step is all about:

@ What is your motivation? You need to be really clear about this because it is the key starting point for your whole venture

@ |f there is more than one starting point for your motivation, e.g., employment, regeneration, public service delivery, environmental,
etc, have you prioritised?

@ What does your organisation hope to achieve by starting a social enterprise?
@ Do you have the drive and determination to succeed?
@ s there a potential conflict of objectives between your present mission,/core purpose and developing a social enterprise?

@ Do you know enough about developing a social enterprise to know if this is the right option for you?

10



STEP 2
PREPARATION

PREPARATION STAGE

By this stage you should have identified your organisation's motivation for developing this social enterprise. You should have some understanding
of what social enterprise is and you may have a potential business idea that you want to explore.

A crucial principle in the business development process is to continually review what you have done or learned. If necessary, you may have to take
a step backwards to re-assess how to develop your social enterprise.

The ‘preparation’ stage has three inter-linked aspects. These are:
e Self Assessment or looking at your organisation in terms of skills, capacity and culture
e Stakeholder Analysis or looking at the influence and impact of the people or agencies most closely involved with your organisation
e Risk Assessment or looking at your attitude to risk, particularly in terms of financial readiness for investment and business development

Remember that these three areas interact with each other in terms of how prepared you are for developing a social enterprise.

SELF ASSESSMENT

Self-assessment involves looking at the current skills, capacity, experience and culture of your organisation. Below are some examples of the types
of questions you could start by asking. You will think of others:

What are the core values of our organisation?

What are our current activities and how successful are we at delivering on them?

Do we have a development strategy and how does developing a social enterprise fit in with this?

How do we evaluate existing activity and plan for new developments?

What policies, procedures and systems will we need to develop or modify to support the transition to becoming a social
enterprise?

Do not panic if you do not know all the answers at this stage. The important thing is to be aware that this is information you will need for your
business plan.

® It may be worth carrying out a SWOT (strengths, weaknesses, opportunities and threats) Analysis on your organisation to
help you get a broader understanding of the answers to these questions. Involve other staff in this process as it will help
you to get more information.

11



Developing a new venture will inevitably mean some changes to your current organisation. Are you in a position to manage change in a
positive and proactive way? It might be necessary to use external support or consultants to facilitate the change process. There is more
information on using consultants later in the guide.

'Stakeholder" is one of those jargon words. It simply means identifying all the people and organisations that have any connection with or
influence over your organisation. For instance:

e  Staff e Service users
e Community e Partners
e  Funders/finance providers e Suppliers

e Customers

A Stakeholder Analysis involves thinking about a series of questions such as:
e Who are our stakeholders?
e \What is their involvement in the organisation?
e What interest do they have in us developing a social enterprise?
e How will change affect them?
e What influence do they have on our plans?
e Who else should we engage with?

e How does this information affect any decisions we have made?

@ Compare your self-assessment and stakeholder analysis to identify the common elements and differences. This will
help you to see how the new venture will affect your stakeholders.

Choosing a business model and a structure will depend, to some extent, on your attitude to risk. There is more detailed help on the analysis of
risk for the business idea as you move through the guide. For now, the focus will be on your attitude to financial risk.

Developing a social enterprise will require investment finance. This could come in the form of grant aid, patient capital or loan finance. In
some cases it might also be possible to access equity finance. Do not worry if some of these terms are unfamiliar at present. The critical thing
is to look at your organisation’s attitude to financial risk and financial management.

At this stage it is useful to look at how your organisation is funded and financed at present.

Examples of the types of questions you might need to think about are:
e How are we currently funded?
e What are the strengths/weaknesses of our funding composition?
e What financial management and reporting systems do we have in place? How will they need to change to run a social enterprise?
e How have we developed and funded new projects in the past?
e What investment do we require to start up a new social enterprise? What sources can we identify?
e \What is our attitude towards loan finance? What is our experience of loan finance and repaying loans?
e Do we have the power to borrow?
e What do we currently do with surpluses?

e What policies do we have in terms of investing in business development?

e What type of relationship do we have with our bank?
e What are the cashflow implications of developing our business idea?
e How will we get access to any non-commercial income that we might require to run our enterprise?

12



® Do not worry if you do not know all the answers at this stage. You will be identifying information that you will need to
gather and you will also be assessing how your organisation is financed and your ‘readiness’ for a different approach to

finance.

(%) Social Investment Scotland has published a useful guide to loan finance - ‘Taking a Loan of Finance'. This will explain
some of the terminology around the issue and support you to think through the issues around investment finance. The
guide is referenced in the Resource Section.

o For additional information on investment or development finance for social enterprise refer to ‘Unlocking the
Potential - a guide to finance for social enterprises’. You can find the details in the Resource Section.

The diagram below indicates a range of organisations from the non-commercial public sector on the left to the wholly commercial private sector
on the right (some of which will also have social or ethical aspirations).

Some social enterprises (co-operatives, employee-owned business and social businesses) aim to generate 100% of their income from commercial
activity. Other types of social enterprises (social firms and development trusts) might only be aiming for 50-75% of their income from
commercial activity due to the social impact they are aiming for. This might require some non-commercial income. The types of organisations in
the middle can vary enormously in terms of levels of grant funding and sales income generation.

Non-commercial Income

Commercial Income

Social Aims

A

Voluntary Orgs.
May have some income
from trading, contracts or
service level agreements

Grant funded
Organisations

Social Enterprise.
Aiming for at least 50% of
income from trading activities or
commercial contracts but many
trading up to 100% of income
from commercial activity

Commercial Organisations

0% 50%
from from
sales sales

100%
from
sales

Private
Sector.

Commercial income.
Some will have social

aims but primarily profit
orientated

If you are developing a social enterprise this may mean you will have to alter your current funding composition. You should be aiming to
develop more commercial activity as you move towards the social enterprise becoming viable and sustainable. This may mean getting the
balance of commercial and non-commercial income clear. The table below illustrates the key differences between commercial and non-

commercial income.
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Non-commercial Income Commercial Income

Grant aid - grant funding from either public sector funders, Sales - selling goods or services to individual customers
charitable trusts or other funding bodies such as The Big Lottery

Service Level Agreements - outcome related grants where the Contracts - legally binding contractual arrangements to
public sector provides a ‘fee’ for a specified service supply goods and services to other organisations,
businesses or public agencies

Donations - charitable giving by individuals or businesses Sponsorship - paying the cost of something in return for
(can be cash or 'in-kind’) advertisement or publicity

The public sector procurement market will be discussed more fully later. If your organisation wants to transform its existing income from grants/
service level agreements to commercial contracts with the public sector there is information and support available. The Scottish Executive has
committed itself to levelling the playing field for the social economy to enter the public procurement market. It has published a step-by-step
guide to tendering to deliver public services.

() 'Tendering for Public Sector Contracts: A practical guide for social economy organisations in Scotland’
is available from www.socialeconomyscotland.info

There is no right funding composition for a social enterprise. This will depend on what market you are operating in, what stage of development
you are at and the social impact that you are aiming to achieve.

You may have identified that your organisation wants to make the transformation from grant funding towards sustainability through commercial
activity. The process below describes the typical steps in transition from grant funding to commercial income that many aspiring social
enterprises aim for.

e Stage 1 - You identify that your income may come primarily from grant aid or service level agreements. You decide to increase the
commercial activity of the organisation to help you generate a surplus and become more sustainable.

e Stage 2 - Your organisation begins working towards a position where at least 50% of your income is derived from your commercial
activities. For many organisations this may mean moving from a position where you receive grant support for your activities towards one
where you are selling your services to the public sector.

e Stage 3 - You are generating more than 50% of your income from commercial activity. Once you have reached this stage you should be
producing a profit. You can then use this profit for either new business development, accruing reserves, furthering your social aims or for
the repayment of loans. The balance of your commercial and non-commercial income will be influenced by the market you are in and the
social impact you are aiming for.

You are aiming to run a successful social enterprise. This guide has been designed to help you move through the steps towards doing that. But
you need to consider what will happen if your business venture fails.

For many voluntary organisations aspiring to develop social enterprises this is one of the largest barriers that exists in terms of development.
Your organisation might have a very low risk threshold and for you failure is not an option, hence, anything that might fail is not considered. If
your organisation has developed with an orientation towards grant funding then making the transition towards running a business venture will
come with a higher level of risk. There are many factors that can cause business failure and they are equally valid in the social enterprise sector.
Some of the major issues are listed below:

e  Poor cashflow leading to loss of suppliers or inability to pay bills

e Significant changes in the market leading to customers buying from someone else
e loss of crucial staff with no succession planning in place

e  Poor financial management

e Increased competition in your market

As you develop your social enterprise you will aim to reduce these risks but they cannot be avoided altogether. That is why constantly reviewing
'how the business is developing' is crucial. But you also need to be aware of your organisation's attitude towards risk.
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At this stage, now that you have gathered useful information, you need to think about your organisation’s attitude to financial risk:

Are we clear about the financial risk that running a business might entail and are we ready for that risk?

What is the view of our Board of Directors or Management Committee towards financial risk?

What is the view of our key stakeholders towards financial risk?

Are we clear about the mix of commercial and non-commercial income that we might need to develop the business? Is our
organisation comfortable with the level of risk?

Have we identified potential sources of investment funding such as loans? Have we assessed our attitude to loan finance?

Have we considered how we might need to change our financial reporting systems to run a social enterprise?

You might identify other questions that your organisation should consider. As stated earlier, do not worry if you do not have all the answers to
these questions. Advice and support is available through banks, community development finance initiatives (CDFIs), specialist social enterprise
support organisations and through mainstream business advice.

o

The Contacts List identifies a range of agencies that can provide advice and support. Also remember to use your networks
and ask around about good sources of advice and support.

The success of your social enterprise often depends upon accessing the most appropriate funding or finance package to
meet your strategic objectives.

It is useful to remember that you should not be aiming to put the entire surplus you generate straight into your social
aims without investing in business development or accruing reserves for troughs in commercial income. If you do this you
run the risk of making your social enterprise unsustainable

One of the secrets of success for financial readiness is to make sure that you have the appropriate financial management
systems and capability.

If you are moving towards a position where you are selling your goods or services to the public sector rather than receiving grant support,
this will change your relationship with them. You may need to revisit your stakeholder analysis to check the impact of this.

Also, if you have decided that your organisation is ready to take the risk involved in developing a social enterprise then it may mean that you
need to think through your management style or the experience of your trustees/directors. This could mean revisiting your self-assessment.

Once you have all the building blocks in place you are ready to move forward to the next stage where you will start to look at the external
environment.

Summary

Step 2 is designed to raise your awareness about your own organisation so that you can prepare to develop a social enterprise.

® o you know what are your organisation's strengths and weaknesses?

@ Do you know whether you will have the capacity to develop a social enterprise?

@ Do you know who all your stakeholders are or could be in the future?

@ What culture changes do you need to undergo and are you prepared for them?

@ What is your current attitude to finance/funding and what are your future needs?
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STEP 3
IDEA EVALUATION

IDEA EVALUATION

In the previous stage you looked at the internal capacity and culture of your organisation. This has helped you to prepare for social enterprise
development. You will now begin to look at the external environment within which your organisation operates. This step will help you to assess:

e Idea Generation or different approaches to developing a business
e Options Appraisal or which models of social enterprise might be the best for you

e PEST Analysis or which factors might influence the ‘market’ you are looking at

IDEA GENERATION
Where Do Ideas Come From?

It is @ common misconception that business ideas either come in a ‘eureka moment’ or are pondered over for years. Much more common, however,
is a business that adapts or develops an idea in a new or creative way. An example is extending the provision of a product or a service to a group
or market that is not well provided for - seeing a gap in the market.

You may already have a business idea and some plans about what you want to do. There are a number of ways of getting into business. We will
look at different approaches to idea generation to see which one might be best suited to your organisation or which one will fit best with your
idea.

= Starting from Scratch

The business that needs most careful thought is the one you start from scratch. No matter how thoroughly you research your market, you are
never going to be sure how good the idea is until you are actually up and running.

If you are offering a service or product with a difference you will probably grow slowly at first while your market learns about you. By studying the
market and knowing what is currently on offer you may find a niche that is not currently being exploited. An entirely new business may be the
best way for you to take advantage of a gap in the market.

The Edinburgh Bicycle Co-operative is one of the largest retailers of bicycles in the UK. Five graduates who saw a gap in the market for
a bicycle repair service set up the business in 1977. It now has 100 staff including 23 members with a turnover in excess of £4.5m and
has won the Scottish Marketing Award and the Chartered Institute of Marketing Award. However, bicycles only account for 40% of sales.

Clothing and accessories, which take up less space and offer higher profit margins, contribute 60% of turnover. The Edinburgh Bicycle Co-
operative now has shops in Edinburgh, Newcastle and Aberdeen as well as Internet sales and a mail order service.

17



Advantages of 'Starting from Scratch’

You have ownership of the idea and autonomy

You are passionate about what you want to do

You make the key decisions about future plans and growth
You have the flexibility to react to a changing market

A gap in the market can be exploited

You may be able to attract funding and finance through
the innovative nature of your venture

] Replication

Disadvantages of 'Starting from Scratch’

You will be unsure if it will work
Niche may be difficult to find
Higher risk of failure as problems may not be sorted out

Often higher start-up costs in terms of marketing a new
idea

Do not have the support of a network of others who have
done it

Difficult to identify critical success factors

You could study a social enterprise or business that is already running successfully somewhere else, build on its knowledge and success, and repeat

the idea.

Hotel Pana Cogito, Krakow, Poland was replicated from Six Mary's Place, in Edinburgh. The hotel is the first social firm in Poland. It is
run by a voluntary association which formally ran occupational training units. Like Six Mary's Place, it offers training and employment to
people recovering from mental health problems. Forth Sector, CEL, Edinburgh Chamber of Commerce and Edinburgh City Council Economic
Development Department brokered the replication project jointly and offered business coaching, training and staff shadowing in
Edinburgh. The hotel opened in May 2003 and is now planning to expand.

Advantages of a Replication

e Much of the market research has already been done
e Can see it works
e (an learn from others' experience and expertise
e Lower risk of failure as problems have already been
sorted out
] Public Sector Procurement

Disadvantages of Replication

May be in competition with an established business
in your area

The unique selling point of the business you are replicating
might not apply locally

Might have to pay for the expertise to replicate

Social enterprises are becoming increasingly involved in providing services to public sector agencies as more opportunities arise. This is a growing
market opportunity. If your organisation is interested in tendering for public sector procurement contracts you may have to consider how you would
manage a transition from being a grant-funded organisation to one that can operate on a commercial basis and win contracts in a competitive

market.

Alloa Community Enterprises Ltd (ACE) was set up in 1984 as a furniture project. ACE has grown since then to be one of the foremost
recycling organisations in Scotland employing 27 full time staff with a fleet of 12 vehicles. It provides a range of collection services
throughout central Scotland in partnership with public and private sector organisations such as Clackmannanshire Council and other
neighbouring councils. These include a multi-material kerbside collection, public glass, cans, paper and textiles banks, a furniture re-use
project, a repaint scheme, a commercial glass collection as well as commercial cardboard and office paper recycling services.

Advantages of procurement
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Public sector market offers substantial opportunities
for suppliers

Growing trend by the public sector to outsource from social
enterprises

Potential for expansion to other geographical areas, client
groups, or to increase the scale of your organisation

Reliable payment

Getting paid from selling a service rather than relying on
grant support

Disadvantages of procurement

Usually short term contracts which has implications for
recruiting/training staff and buying equipment to fulfil
contracts

Complicated, bureaucratic market to enter which needs
research and resources to find appropriate opportunities

No standardised approach to procurement across
public sector

Stiff competition for tendering
Penalty clauses and small print

Potential over-reliance on one customer. What happens
if you lose the contract?



® There is considerable scope for social enterprises to work together and inter-trade. This may give you valuable experience
in contracting and allow you to take advantage of the opportunities for outsourcing from the public sector

® See 'Tendering for Public Sector contracts: A practical guide for social economy organisations in Scotland' for
further details on public procurement. This publication is detailed in the Resource Section.

® 'Public Procurement: A toolkit for social enterprises’ has been produced by the Department of Trade and Industry
(DTI) to support social enterprises to enter the public procurement market. Details are available in the Resource Section.

Franchise

When you buy a franchise you are buying the right to use a specific trademark or business concept which has been tested in practice. Thus, you
are able to capitalise on the business format, trade name and support systems provided by the franchisor. Franchising can be a very good way of
entering into business development as you are able to take advantage of the experience of the franchisor.

The Shetland Soap Company was established in 2002. It manufactures handmade soaps, bath products and creams using high quality
ingredients and sells them in a High Street shop in Lerwick. In the first year its turnover rose to £100,000. The success of this model was
quickly built upon and the first " Soap Co" franchise was opened in Edinburgh in 2004, facilitated by Social Firms UK and run by Forth

Sector. There are now plans to open several other branches of the franchise in towns and cities around the UK employing people with a
range of disabilities.

Advantages of a Franchise

Franchises have a lower failure rate than other start-up
businesses, since most of the teething problems have
been solved

You get a complete package including trademarks, easy
access to an established product, proven marketing
method, equipment, stock, etc.

You have the buying power of the entire network that can
help you against larger competitors

Many franchisors provide financial and accounting systems,
ongoing training and support, research and development,
sales and marketing assistance, planning/forecasting and
stock management

Some franchisors help with site selection so your business
is located in an area where it can thrive

You benefit from national or regional advertising and
promotional campaigns by the franchisor

Disadvantage of a Franchise

The essence of a franchise - buying and operating a proven
concept - can make it seem like you are more of a manager
than a boss

It can be expensive to buy and operate a franchise. Upfront
costs can be significant and ongoing royalty fees may
impact on your cash flow

Just as a franchisor's reputation can benefit you, the
franchisor's problems are also your problems

Your franchise agreement is a binding contract and can be
quite restrictive. This can be problematic if the franchisor
does not understand the local market or the social needs
that you are aiming to meet

Purchasing a franchise usually requires legal advice that
can be costly

® Although you own the business, its operation is governed by the terms of the franchise agreement. Therefore, you should
have your solicitor and/or accountant check the franchise agreement before signing anything.

® Before you decide on a franchise talk to other franchisees. Ask about their experiences. Key questions are: ‘Would they do
it again?' and ‘What would they do differently?’ Listen carefully to their answers.

Buy an Existing Business

Buying an existing business is a sensible alternative to starting a business from scratch. It may seem like an easy option but buying an existing
business needs a methodical approach. The key issues you need to consider are:

Why are they selling the business?

How much investment does the business need to develop and grow?

Can you see both historical trading figures (preferably three years or more) and future projections and a business plan.

What is included in the purchase price?

Can you conduct a thorough risk assessment of the investment?

How long will it take to recover your investment?
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You should not jump into buying any business that is offered to you. This needs to be a strategic decision based on an analysis of the current
business operation and the market the business is operating in.

Rolls on Wheels, a lunch delivery and outside catering service operating in Edinburgh city, was purchased as a ‘going concern’ in 1990.
Having worked through a range of operational problems, the core business has remained the same, delivering sandwiches and snacks to
many businesses in the city with commercial contracts to supply the Lothian Primary Care Trust and several language schools. This

represents about 60% of a 7-fold increase in turnover between 1990 and 2003. Rolls on Wheels has developed its corporate buffet menu
and now caters for meetings, functions and events for a range of city organisations. The primary aims of Rolls on Wheels are to be
recognised as the most reliable delivery service that offers the best value for money as well as being committed to employing people with
mental health problems in a real work environment that boosts self-confidence and self-esteem.

Advantages of buying an existing business Disadvantages of buying an existing business
e Established track record e May need to establish new identity
e Good will of existing customers and suppliers e May not fit with your social aims/ethos
e Ready made income and customers e Why are they selling it?
e Take on existing staff, premises, stock and equipment e Employment rights of existing staff must be maintained

When buying an existing business it might be useful to carry out a SWOT Analysis of the business. Get feedback from clients, suppliers and
competitors. A sample SWOT analysis is produced below.

Financial data

Recent investments (or lack of)

Innovation (or lack of)

Hidden liabilities

Equipment
@® Only buy when you are sure that the business is right for you. Above all, make sure that you take legal advice before
signing to complete the purchase.
@® Buying the business is only the beginning! You still need to work through the rest of this guide to develop a business
plan for your 'new’ business while you run it on a day-to-day basis.
] Transforming your existing organisation

Many community or voluntary organisations are now considering transforming themselves into social enterprises. They see advantages in
becoming less reliant on grant aid and moving towards generating the majority of their income from sales of goods and services or commercial
contracting with the public, private or third sector. Some of the most well-known social enterprises in the UK, such as 'The ECT Group’ and ‘The
FRC Group’ have made this transformation. Housing Associations can also provide a good model of development in this area and have acted as
catalysts for social enterprise development.

One of the drivers of this process is the increasing expectation within the public sector of a ‘business-like' attitude from voluntary or community
organisations. Another driver of this process is the potential decline in traditional forms of funding support for the community and voluntary
sector. The gradual opening up of the public procurement market to the social economy is another significant factor. If your organisation is
interested in transforming itself into a social enterprise there are challenges that lie ahead but there is a wealth of support and expertise to
support you.
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The Kibble Centre in Paisley is one of Scotland's largest social enterprises, with a strong social mission and best business practice.
Kibble was founded in 1859 to work with young people with a range of behavioural problems by a charitable bequest and financed by
grants from central and/or local government. Changes in local government in 1996 provided the catalyst for the transformation to social
enterprise. Since 1996 Kibble has doubled the number of young people it works with, developed a robust infrastructure to support the
organisation, increased local employment opportunities and is now a national resource. Fee income in 2003 represented around 93% of
Kibble's £7m turnover. In February 2004 Kibble received the Upstarts Social Enterprise of the Year Award.

Advantages of transformation

You already have the core business in place and will be
focusing on how to move this from being based on grant
aid to commercial contracting

‘Development support' is available to help you make
this step

Other organisations have achieved this transformation - so
models of development and support are available to you

The public procurement market is opening up to the
social economy

Through selling goods/services you can start to generate
a profit and become more viable or sustainable

Disadvantages of transformation

e Transformation requires a culture change within an
organisation. This can be hard work within a well-
established organisation

e Key stakeholders might be resistant to the changes
required, particularly within your existing public sector
grant funders

e You need to be clear what your motivation is for changing.
Is it positive or negative forces that are driving you down
this route?

e You need to be clear that there is a 'market' for the
goods/services that you now want to sell rather than
be grant aided to provide

® ‘Tendering for Public Sector contracts: A practical guide for social economy organisations in Scotland’
provides useful information on assessing whether public sector business is for you as well as outlining the key issues you
may need to think through in terms of the culture change for your organisation.

o There is a range of specialist social enterprise development organisations that can support you through this transformation

process. Details are provided in the Contacts List

There are a wide range of approaches to social enterprise development. Co-operatives, development trusts, social firms or intermediate labour
market companies are just some of the models. An Options Appraisal will help you to choose the right approach to match your motivation.

An 'Options Appraisal' is another one of the jargon terms. The table below illustrates some of the choices you might have to make:

Motivation

Your social aims involve helping disabled people
to get into the open labour market

You want to run a café venture that involves the community
in regeneration

You want to run a venture that is not part of your core purpose

Business Structure Options

Could be a social firm or ILM (intermediate labour market)
company.

Could be a community business, ILM or part of a
development trust.

Could be a separate trading arm wholly owned
by the charity or a new social business.

An 'Options Appraisal' is not complicated. You may need to gather additional information from specialist social enterprise intermediaries to help
you make the choice.
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When carrying out an ‘Options Appraisal’ you need to think about:
e What is our motivation?
e What are our values?
e \What do we want to achieve by running this social enterprise?
e Do we know what legal structure our social enterprise will have?
e Do we know enough about the different approaches to social enterprise development?
e s there clearly an approach that fits our mission, vision and values?
e Are there any legal implications of proceeding with this potential approach?
e Does our attitude to risk or requirements for development finance affect our decision or the approach selected?

e You may identify other questions that you need to think about.

Carrying out an 'Options Appraisal' may raise legal issues that your organisation should consider. There is also a new company structure for social
enterprises being developed called ‘Community Interest Companies'.

® Before you decide what type of legal structure to adopt it would be advisable to take legal advice from a specialist in the
field of social enterprise. Ask around your networks for lawyers that are specialists in this area.

® Social Enterprise London (2003) Keeping It Legal: legal forms for social enterprises is a useful guide to the
various issues your organisation should consider in terms of legal structures.

There is a range of specialist social enterprise development organisations within Scotland operating locally or nationally. These organisations are
listed in the Contacts List. They can provide information for the ‘Options Appraisal’ and development support to help you make the right choices.

Using a Specialist Development Organisation

Social enterprise development organisations can provide advice and support to you across a range of issues such as: sources of funding
and finance, legal models, networking opportunities, training and skills development, business development advice, organisation
development support, etc. They specialise in sector specific advice.

The approach adopted by most social enterprise development organisations is to work alongside your organisation. They act more as
facilitators or coaches rather than as consultants.

It may be that there is a specialist social enterprise development organisation that provides services locally. Some local authority
economic development departments and Local Enterprise Companies fund specialist organisations to provide this service within a local
area. Usually, this is a free service. Alternatively you might need to use a national organisation that supports a specific sector (such as
'recycling’). Occasionally, the local and national organisations work together to provide the support.

There is a wide range of support out there and it can be confusing to identify the right option. It is useful to ask around different
networks. Also, it might be worthwhile identifying who is best placed to help you and then approaching them. Some specialist support
organisations charge for development support but it is worth considering that if they are the best placed to help you this could be a
good investment

You should now be in a position to begin to look at the various options in terms of business ideas and business models in relation to the
external market.

A PEST Analysis is a tool to help you undertake this exercise. This may sound complicated but it does not have to be. You simply need to assess
the trends that affect the market in which you will be operating and how, in turn, that might affect your own organisation. A PEST Analysis is a
good way of organising all the external factors into one exercise. The types of issues you need to identify are:

e  What particular external factors impact on your organisation/idea?
e How market trends are emerging that will affect your organisation/idea?
e  What level of risk does this represent for your organisation?

e  With these trends can you identify niche markets you might exploit?

The outline opposite might help you:

22



POLITICAL

These can be political factors
or policy decisions that affect
the operating environment

Examples:

o Tax

Employment

Environmental
regulations

Trade restrictions/tariffs

Political stability

e Europe

This type of exercise is best done with a group of people to get a broader perspective on the trends affecting your organisation. As above, there
will be areas that you may not know the answers to. There will be inconsistencies in the way trends are impacting on you. Do not worry about this.
The aim is to increase your understanding of the trends, not to sort out all the answers. You are looking for potential trends that will allow you to
identify a niche market for your business idea.

e  Once you have conducted your PEST Analysis then look at how the information affects your business idea and Options Appraisal. Is there
anything you need to do differently or revisit?

Summary

Congratulations if you have completed Step 3 of the process. Do not worry if you have not worked everything out yet. There are many
times when you may have to go back and re-think all or part of an idea.

Do not see this as failure. In the words of Thomas Edison, " | have not failed, | have merely found 10,000 ways in which it will not work".
So, what have you learned about your potential social enterprise from Step 3?
@ What is the best approach for us to develop our business idea?

@ Has the Options Appraisal helped us to identify the best business model and legal structure for our idea?

@ What have we learned from the PEST Analysis about the external factors that may impact on our social enterprise

23



24



STEP 4
TESTING YOUR IDEA

TESTING YOUR IDEA

You are at Step 4 of the business development process. This step is about ‘testing your idea’. If necessary, you should refer back to the arrow
diagram on page 3 as you read through the information in this chapter.

You will find that the activities that you are carrying out become more focused. You are now at the stage where the focus is on the market for your
business idea. The next few steps of the business development process are very similar to mainstream business development.

You may have already started this process with an existing business idea. Or you may be driven by seeing a social need that you hope developing a
social enterprise will help you achieve. Or you want to transform your existing organisation to become a social enterprise. As stated previously,
there is no right starting point for developing a social enterprise but now is the time to test whether there is a ‘market’ for your potential social
enterprise.

What this guide aims to help you do at this point is assess whether you should proceed with the idea that you have. As you move forward from this
stage you might need to invest significant resources in staff time or development funding to start your social enterprise. There is no point going
down that route if there is no market. We hope you will develop the skills to test the market and then move forward with confidence.

e A well thought out business idea must have considered the market for the product or service. It will also identify the critical sales level
and break-even point for the survival of the business.

e A well thought out social enterprise must match these crucial criteria as well as meeting the social purpose that it is striving to achieve.

In order to achieve this your organisation has to plan. There is a business-planning template at the end of the guide to assist you with this. At this
stage you should consider ‘testing your idea’. You may have heard of this process referred to as ‘back of envelope calculations'. It does not need to

be an elaborate process. Often a ‘quick and dirty' piece of scoping the potential market will help you decide whether to move forward and invest
time, energy and resources into this idea.
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You will have to think about:

The Market — Once you have decided on your business idea look at the potential customers for your goods or services. How will you
reach them? How much are they willing to pay for your goods or services? How much will it cost to market to them?

e You will need to prove that a potential market exists for your business idea. Start with an estimate of the likely demand for your product
or service. Do some quick, practical market research by looking around the area to see what other types of businesses there are. Observe
current buying patterns for the product or service.

Sales / Turnover — Some initial calculations at this point will give you an idea of the sales turnover you will need to achieve to break
even. List the projected income and then all the potential overheads. This is only a quick snapshot of the idea, so you can work on
estimates at this stage before moving on to do some more in-depth market research. You will soon see if the figures add up or if there are
glaring problems.

Business Idea — Talk to people about your business idea. Listen to what they say. A ‘devil's advocate' might not tell you what you want
to hear but they will make you confront the more uncomfortable questions that you may have been sweeping under the carpet.

Competitors — Who is the competition? Competition is a double-edged sword. It means that there is already a demand for your product
or service but it also means you have to try harder and be better.

e  Direct competitors are those who sell the same product or service as you.
e Indirect competition comes from all the other ways in which customers might choose to spend their money.
e  Where you advertise and sell will depend upon the price of your product and your market position.

Operations — What resources do you require to run the business? You need to consider areas such as staffing, skills, training the
workforce, marketing costs, equipment, etc.

Finance — How will you access development finance? How much do you need? How much will it cost to borrow? It might be useful to
talk to a bank at this stage to see if they will provide loan finance for your new venture.

Funding Composition — Do you require non-commercial income to make the social enterprise sustainable? If so, where will you get the
non-commercial funding?

By carrying out this type of exercise you should be able to see if the figures stack up and also get a better understanding of the gaps in your
knowledge of the market. Do not be discouraged if you do not know all the answers. At this point you are looking to see if there is a general
sense that the business will be profitable.

e [f the figures do not stack up, i.e. you cannot see how you will make the sales to cover the costs or you cannot identify how customers
will buy from you, then do not proceed. You may have to go backwards to re-assess how to move forward.

e If things look positive then you will hopefully have identified a series of questions that you will need to answer when carrying out a more

detailed Feasibility Study.

By carrying out the above exercise you might have identified that you need to carry out some basic market research to be able to think through
the issues more fully. Market research can be broadly split into two categories, either primary or secondary.

Your resources will probably be limited. This is the case with most small business start-ups. Therefore your initial research needs to be low cost
and quick. Go for depth rather than coverage but remember that this is only the start of the market research process. This will be ongoing even
after you have started the social enterprise.

Primary Research

e Asking competitors or small groups of potential customers

e Watching what the competition is doing or what potential customers do

e Testing the product. This probably leads to the best data

Secondary Research

e Information from trade journals

e Information from government reports

e Information from competitors' promotional literature and price lists

e Publications and other media aimed at your target market. The internet can be a useful source

e Information from ‘surveys' or questionnaires
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Listening to others can be useful. It is very common for people developing businesses to get caught up in the idea. A ‘devil's advocate’ can raise
awkward questions but this can be useful in highlighting potential problems with your idea.

Another possibility at this stage would be to consider a study visit to an existing social enterprise.

Study Visits

It can be very useful to visit a similar business or social enterprise. The advantage of a study visit is that you can see how the social
enterprise works and hopefully learn from someone else's experience. When arranging study visits remember to prepare in advance.
Some of the information may be commercially confidential and there may be a fee.

(%) Ask around your networks for good examples of organisations to visit.

You are probably finding that as you move through the process more questions are emerging. This is exactly what should be happening. It means
you know what further information is needed before proceeding, rather than remaining in blissful ignorance or, side stepping the awkward
questions and ploughing on regardless.

® Good market research at this stage will save your organisation a lot of time and money in the long run.

® You may now see how elements covered in each step of the planning process fit together.

Summary
Step 4 is a step closer to starting your social enterprise.

Hopefully testing your idea has meant that you have gained a lot of practical knowledge and you may be able to see your enterprise
taking shape and emerging from an idea to reality. By this stage you should have:

@ Identified your potential market

@ Recognised who your customers will be

@ Got a good idea what turnover your social enterprise needs to break even
@ Carried out some practical market research

Remember to listen to ‘devil's advocates'. They may say things that you do not want to hear but they can be useful in identifying
potential problems and stopping you getting caught up in the idea.

Also you should consider a study visit to a social enterprise. This can be very useful in getting a clear idea of running a business.
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STEP 5
EXPLORATION

EXPLORATION

You are at Step 5 of the business development process. This step is about ‘exploration’. If necessary you should refer back to the arrow diagram on
page 3 as you read through the information in this chapter.

You will find that the pace of the activities you are carrying out increases and that you are getting closer to setting up your social enterprise. But
just because the activity is more focused, do not speed through it. It is crucial that you complete the next steps of ‘Feasibility Study' and ‘Business
Planning' as fully as possible. This will save you time and money in the long run.

Conducting a Feasibility Study means carrying out further market research to build a more comprehensive picture of the viability of your business
idea. You are also trying to assess whether you can run this business, in this market, to meet your social purposes.

FEASIBILITY STUDY

At this stage you are mainly carrying out further market research to build a more comprehensive picture of your business idea. Remember to focus
on the market for the business idea and not the social need.

IN-DEPTH MARKET RESEARCH

You should be aiming to find out as much information as you can about the goods or services that you want to sell. You will need to focus on
finding out why and how your potential customers will buy from you.

Do not rely on 'secondary research’ such as surveys or desk-based research into reports. These can provide background information but you will
have to get out and about in your potential market place. You might need to be creative about the approach you should take, depending on what
your business is. The important thing is to talk or interact with customers and look at their behaviour. Focus on why people buy products or
services. Examples of the types of questions to ask are:

e What will we have to do to sell to these customers?

e Why will customers buy from us?

e How many potential customers are there for our goods or services? How will we reach them?
e At what price should we sell the goods or services for?

You will be trying to identify the critical success factors in running this business, and then trying to see if you have them.
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COMPETITORS

When you set up your business you need to look at who your competitors are. If there is no competition then this is not necessarily a good thing. You
may feel you have an original business concept. However, a lack of competitors often indicates the absence of a market rather than an untapped one.

You may need to test the market. When testing the market potential then endeavour to do so in a way that is low cost but has efficient resources
to stand a chance of success. Also, ensure that you charge realistically to get evidence of what the market will pay.

You need to consider questions such as:
e Why are people buying goods and services from our potential competitors?
e What are our competitors' strengths and weaknesses?

Compare the products/services you intend to offer with those of your competitors to see what the similarities and differences are. This will show
you where you might fit into the market:

e  Who might buy our products/services? e How are they different from us?

e What is our market potential? e Where in the market are the competitors and where do we fit in?

e Are there any restrictions to us distributing to our customers? e How have competitors overcome these restrictions?

THE ‘SO-WHAT?' QUESTION

So what is different about your business that would make customers buy from you and not your competitor? The ‘so what?' question refers to the
Unique Selling Point (USP) of a product or service which makes it different from the competition. Identifying your USP will encourage people to
buy from you. Identifying the USP of your competitors will help you to get a greater understanding of the market.

Do not confuse your unique selling point (USP) with your social aims. It may or may not be appropriate to use your social aims as part of your
marketing strategy. First and foremost your customers will be buying your product or service, not your social aims. Some successful social
enterprise businesses do not mention their social aims at the point of sale at all.

® If your unique selling point confines your business to a small ‘niche’ market, you need to make sure that you have enough
sales to survive in that market. There is a danger of specialising too much.

THE 'WHY NOT?' QUESTION

You need to be realistic about potential barriers to the success of your business idea. If you have any niggling doubts at the back of your mind,
now is the time to address them.

What are the barriers? Do they seem insurmountable? If they are, you need to decide whether or not to proceed. If not, you will still need to
decide how to proceed. If necessary, go back a couple of steps and think again.

LOCATION, LOCATION, LOCATION

For many businesses location is a crucial factor of business success. Think about your business idea and the location that you will need. You may
need to weigh up the pros and cons of the location and premises you intend to use for your business. Below is an example of some of the
advantages and disadvantages of certain locations:

Town Centre Office e Visible to customers e Higher business rates, rent and overheads
e More professional image e Commuting
e Better facilities for staff e Parking
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PRICING THE PRODUCT OR SERVICE

As part of the Feasibility Study you will need to work out the price that you can charge for the goods or services that you are selling. This
information will help you to work out the break-even point for the business.

Use your market research and competitors' prices as a guide to indicate the price/s you could charge for your goods or services. Your pricing policy
will depend largely on your market and costs. Once you know what all your costs are you will be able to work out how many 'units' you need to
sell to break even. You will then need to assess whether it is likely you can achieve this level of unit sales.

Often you will be left with the key question - '"How Much Can We Charge?' Below is a simplified example of how to work out a break-even price.
This example is based on a sandwich shop, so the ‘unit' is a sandwich.

Firstly you will need to calculate all your ‘fixed costs'. These are things you have to pay whether you sell anything or not.

Rent and rates 7,500

Salaries and wages 66,000

Stationery 600

Other expenses such as legal and accounting fees 1,000

In this example the fixed costs are £82,200 per year.

Market research has indicated that potential customers will pay £1.50 for a sandwich.

The next stage of the process is to deduct the unit 'cost of sales’ (in this case, the food for the sandwiches) from the unit price. This gives a unit
‘gross profit' figure. You then need to know how many sandwiches you need to sell to cover the ‘fixed costs' and break even. To do this you have
to divide the total overheads figure by the unit gross profit figure. Once you have this figure you can factor in things like how many days a year
you operate so that you can calculate how many units you have to sell per day to break even.

Unit sale price is £1.50 minus Cost of sales per unit of 50p = Unit gross profit of £1.00

Unit sales of 82,000 divided by Sales days per year of 250 = Unit sales per day to break even is 329

This means that the break-even point of the business is 82,200 sales. To reach this break even point the shop needs to be selling 329 sandwiches
per day.

From here you can start to work out if you can realistically sell that many sandwiches in a day. Perhaps you think you can but what if you have
identified that the main market is lunchtime. Can you realistically reach that many customers in a lunchtime period? Once you start to analyse the
information in depth you will be identifying whether the business idea is feasible.

MAKING SENSE OF THE MARKET

You will also have to try to understand who your customers are. The jargon around ‘making sense of the market' can sound quite alarming. The
main areas you need to consider are:

e Demographics - This is information about your potential customers and includes areas such as age, gender, location, profession, income
bracket, etc

e Psychographics - This is information about attitudes and lifestyles

() Business advisers from specialist social enterprise support organisations or the Business Gateway will be able to help you
to find sources of information on market information. These organisations are signposted in the Contacts List of the guide.
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PROMOTING YOUR PRODUCT OR SERVICE

After identifying the potential customers for your goods or services you will need to think about how you are going to ‘market’ them.
Your customers will need to know:

e Who you are

e What you are selling

e Where you are

e Why they should buy from you rather than anyone else

The type of advertising and promotion you employ will depend upon the kind of business you are running. Think about how much the marketing
will cost and who will do it. Marketing takes time and resources. Marketing needs to be an ongoing effort. Do you have the expertise within your
organisation? If not you will have to build it into your costs. Does this alter the break-even point of your business?

As you gather information you will be building up a picture of how feasible the business idea is. You may need to revisit some of the areas above.

SOCIAL AIMS

Once you have focused on the market and identified that the business may be feasible you will need to think about whether this meets your social
aims. Think back to your motivation. Can you still achieve what you wanted to do through the business idea and the market that you have
identified? You may need to think about the social impact that you want to have. Does the social enterprise allow you to achieve that impact?

® Linking all of these areas together can seem complicated but it is crucial that you engage in this exercise. Skipping over it
may mean that you end up starting a business that is unviable.

(%) The Social Enterprise Partnership has developed a range of tools to support organisations to assess the quality and impact
of their venture. Details are provided in the Contacts List at the end of the guide.

We have touched on the key issues for a Feasibility Study but there are many more that have to be considered. The diagram below may
help you to identify a range of issues you may need to think about. This may look daunting but try to think about how each area will be
affected by the market you are in. Carry out a simple SWOT analysis. Assess your strengths, weaknesses, opportunities and threats in each
of the subject areas below. Each business idea is different but there is a wide range of issues to consider.

@® Remember to use your current staff as they may have expertise to help you with this process.

@® If possible, test the market before committing yourself further. Set up a pilot scheme if possible. You will gain valuable
feedback from talking to the type of customers you attract and some crucial hard evidence for your feasibility study.
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Consultants are not mind readers. Unless they know exactly what it is you want them to do they may well spend an inordinate amount of time
working on something that is a) brilliant, but absolutely no use to you whatsoever, b) nothing like the work you thought they were going to do, or
c) not worth the paper it is written on. This is not because consultants are useless. It is because they lacked clarity about what was expected. If you
are going to use a consultant to complete a piece of work for you, you need to give them a ‘brief' that precisely describes the work you want them
to do and what you intend to use the resulting report for. Here are some tips to help you focus:

e Do you understand what it is you are asking the consultant to do, or are you employing a consultant because you do not understand what
it is you need to do?

e Are you employing a consultant because you do not have time to do the work yourself? If you do not have the time or resources to do this
work, how are you going to run a new social enterprise?

e Ask around and use a consultant that has a proven track record and specific expertise in their field such as a specialist social enterprise
consultant rather than a general business advisor.

e A good consultant will take time to get to know your organisation and will be objective and honest with you. They may not tell you what
you want to hear.

e If you put work out to tender, focus on the experience the consultant has in this area not on how they will approach the work. It is
unlikely that you would ask a mechanic how they were going to fix your car. You would go to someone who you knew had experience of
fixing cars. Hiring consultants is no different.

e You should be clear about what you are asking them to do (and not do). Whether it is a specific piece of research or some specialist
advice, be clear at the outset what you want them to do.

e Write down your brief so that both parties are clear what the work entails. You can also get a more accurate estimate of costs if you have
included everything in the brief.

® Only use consultants to do specialist things with a strict brief. That way you will retain ownership of your idea.

® Focus on building up your own capacity to run the business. Using consultants may help you to move through this stage
quickly but in the long run is that the best option?

® If you are using consultants get them to work with you or your staff so that you can build your understanding of how they
approach social enterprise development. This will help to build the capacity of your organisation for the next time.

You need to draw all this information together.

By now you will have done most of the hard work and built up a considerable amount of information. The feasibility study should cover every
aspect of the development work you have done so far. Once complete it will give a good insight into the internal readiness of your organisation
and the external factors that will impact upon your social enterprise. This is the last step before moving on to your business plan.

If the feasibility study shows that there are still gaps or barriers to proceeding with your idea, you will still have an opportunity to go back and
cover the outstanding issues. You may have to draft up the ‘feasibility study’ for an agency that has provided development funding. Below is a list
of the key areas that should be reviewed.

e This list is a guide to ensure that you have covered all the relevant issues so far. There may be other areas you need to cover that are
particular to your own business.

The Market The organisation and the idea

What is our business idea? What is our social purpose?

What market research have we done? What is our motivation to start a social enterprise?

Who will our customers be? What do we want to achieve?

Who do they buy from now and why? How will we measure the social impact we want to achieve?

Why should they swap their custom to us? Do we have the drive and determination?

What is our route to market? (retail, etc) Does it suit the skills, experience or ambitions of the organisation?

What is our Marketing Strategy? Are any other social enterprises doing this? If so what do they get out
of it?

Are the key stakeholders (staff/board/beneficiaries) on board?

Do we have the capacity to deliver?

33



Costs

Have we considered and added up all the costs?
Have we got accurate cost information?

Do we know the 'cost of sales'?

Profit

When will the venture make a profit?
When will it break even?

Does it have targets?

What will the margins be?

Will that be enough to make a profit?
What will we do with the profit?

Is there a margin for contingency in the plan?

Capital and cash
How much investment finance is needed?

Have we considered the cashflow implications?

Has enough background research been done to access

funding/finance?

Premises and equipment

Do we need premises to get started?

Is the location right?

What equipment or tools (including transport) will we need?

Staff

Will we have to recruit staff?
Can we find people with the right skills?
What further training requirements are there?

Do we have a health and safety policy?

Banking needs

What financial support do we need? How much?
Where will we get it?

Have we explored all funding possibilities?

Will the bank approve of the plans?

Summary

Legislation

Has a legal structure been formed for the social enterprise?
Have we taken all necessary legal advice?

Do we need to register for VAT?

Do we need planning permission?

Has the Inland Revenue been informed about the business?
Have we made arrangements to pay National Insurance?

Are the right insurances in place? Do we have employers' liability
insurance?

Have we notified the Information Commissioner under the Data
Protection Act 19987

Critical Success Factors

What are our critical success factors?

Do we have alternative plans if we miss our targets?

Suppliers

Who are our main suppliers?

Are there other suppliers we could use?
Have we set up accounts with our suppliers?

Are we getting the best terms?

Business Systems

Do we have a bookkeeping system in place?

Are all security precautions in place and are they enough?
Have we opened a business bank account?

Is cash control tight enough?

Do we have a system for credit control?

How will we monitor business performance?

Another Top Tip:

® Although you may think this is a long,
complicated process that you could get a

consultant to do, it will be time well spent by

you and your colleagues.

Step 5 is a step closer to starting your social enterprise. You will have gathered a vast amount of information by this point.
You should be excited as the business idea is beginning to take shape. But you may also be apprehensive, as you will be working out how

much you have to do to make this work. Do not worry, this is normal.

By this stage you should have:

© Carried out comprehensive market research. You should have an understanding of your market, the customers, your competitors and
your marketing strategy. How are you going to sell your goods or services to the customers?

© Understood a whole lot more about your own organisation, its people, skills, external impact, financial readiness,
facility for change and its capacity to deliver. How prepared are you?

@ Developed an important piece of evidence - your Feasibility Study — to support your Business Planning.

You should be ready to write your business plan now.
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STEP 6
BUSINESS PLANNING
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You are at Step 6 of the business development process. This step is about ‘business planning’. As you have worked through various stages of the
‘arow diagram' below you will have gathered information to complete your business plan.

IDEA TESTING BUSINESS
MOTIVATION  PREPARATION  EVALUATION YOURIDEA  EXPLORATION PLANNING START-UP

OPTIONS
APPRAISAL

IDEA IDEA FEASIBILITY BUSINESS

GENERATION FORMATION STUDY PLAN

IBLE UNFEASIV

EXTERNAL
ANALYSIS

STAKEHOLDER
ANALYSIS

IDEA
STIMULATION

You should consider a few areas before you start to draft up the business plan:

e Who are you writing the businerss plan for?

The guide includes a business-planning template but this should be tailored
to suit the auidence that will be reading the plan.

Also, you should bear the following question in mind as you write the plan:

o  Would you fund or support your social enterprise based on
the information you have provided?
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You need to have a plan. Trying to run your social enterprise without planning is a recipe for disaster. Outlined below are some of the key factors
to review as you are writing up the business plan.

By now you will have considerable insight into the market, your own organisation and its capacity, and the external factors affecting the proposed
social enterprise. What are the critical success factors for the venture?

For example one of the critical success factors for the guesthouse market in Edinburgh is ‘location’. Six Mary's Place Guesthouse, which is
a social firm, is in the Stockbridge area of Edinburgh, close to the city centre. This allows it to meet one of the critical success factors for
the market.

Can you think of three or four critical success factors for your market? Does your business idea have them?

Marketing is everything a business has to do to find, to win and to keep customers satisfied.....profitably. There are a number of areas to consider:
e Price - Should reflect the value placed on the product or service by the customer.

e Product - Can mean a service as well as a physical product. It encompasses tangible and intangible characteristics. It also includes people
and the values associated with the brand.

e Place - The product or service, where the customer wants it, when they want it.

e Promotion - The 'mix’ can include advertising, direct mail, PR, cold calling, trade fairs, networking events, 'word of mouth’, etc.

e People - Do you have particular skills or experience to offer?

e Process - Do you have quality standards to promote, such as Investors in People, Equal Opportunities or Environmental Standards?

e Purpose - Does your social purpose provide you with a unique place in the market? If you want to market your social enterprise on its

‘social purpose' can you prove the impact that you make?

o There are a series of quality and impact tools developed for the social enterprise sector. Details on the range of tools can
be found on the website www.sepgb.co.uk.

Your marketing strategy will involve thinking about how you will promote and advertise:

e The most appropriate promotional 'mix’ will be dictated by the nature of the business and the target market(s). For example, if you are
operating a retail business you may have to budget for regular advertising to attract prospective customers

e 'Above the line’ advertising (where you pay for space in printed or broadcast media) can be expensive so it is important to be as realistic
as possible regarding the projected costs of promotion and the resources required.

e Take note of how other businesses promote themselves and consider the most cost effective means of reaching your target market(s).

e If you are developing a website be clear about what you want your website to do for you. Do you want people to buy direct from the
website or is it an opportunity for people to find out about you and develop a trading relationship from there?

Above all, human resources are the key issue. You will need someone in your team with a marketing background who will be dedicated to full time
marketing support. Marketing does not just take place when the business is launched. It must be proactive and at the heart of a successful
business.

o Social enterprise support organisations and the Business Gateway can help you with information on developing a
marketing strategy for your social enterprise. Details are contained within the Contacts List.

® Word of mouth is the best form of advertising. Money cannot buy you good word of mouth, good service does. Remember
that research shows that on average a satisfied customer tells 3 people - a dissatisfied customer tells 11 people!

® Build up a profile of the type of customer who might buy your products and services. Focus on their existing buying
habits, not what they say they will do.

® Make adjustments to your idea based on what you have learned from experience.
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Financial Planning is a crucial part of the process. The more you know about the rest of your venture the more accurate you can be in your
financial forecasting. It will show you whether you need more finance. If you do it will be easier for your bank or funding body to help you if you
produce a Business Plan that shows that you have done your homework and covers all the relevant information in a logical way.

It may well be helpful to have a second opinion on your financial predictions from a bank or business adviser. A ‘devil's advocate' may challenge
your assumptions but this will help you to think through different scenarios before you make approaches for investment finance.

The most successful businesses are usually those who have planned ahead. They have enough cash at the time they need it because they budget
wisely.

This is one of the most important areas of the business planning process. If you do not understand how to develop operating budgets or cashflow
forecasts you may need some training in this area. Your local chamber of commerce might be a useful source of training support in this area.

® Poor cash flow management is one of the most common reasons for business failure. Efficient cash flow management will
enable you to plan for times when you may need extra cash available for increased or unexpected expenses. It will also
help you to plan purchases of capital items and make the best use of your resources and reduce costs.

® All forecasts are estimates. You should try to be as realistic as possible and build in some contingencies for unforeseen
costs or emergencies. Show this either as a separate item or build it into the overall figures, but above all, show that you
have thought about the ‘worst case scenario”.

@® Budgeting is a planning tool that will help you to compare actual performance with the expectations you laid out in your
cash flow forecast.

We have mentioned 'scenario planning' at several points. Anyone that you approach for investment finance will want to see that you have
considered the risks of setting up the business. They will also want to see that you have considered different scenarios that might arise in terms of
the business sales and operations.

At this point, think about scenario planning. What if your business really takes off and you do not have enough resources, staff, etc., to
cope with demand? Equally, what if it does not take off immediately and you have to support all your costs while the business takes time
to build? What is your “plan B" to cover such eventualities?

Detail the potential scenarios in your business plan.

® A key element of ‘scenario planning' is succession planning. Have you considered what will happen if key staff leave their
posts? How will the business cope?

To start-up your business you will usually need investment finance. As you have worked through the business development process you should
have looked at your attitude to risk. This was to prepare you for some of the decisions that you will have to make concerning investment finance
for business development.

There are a wide variety of factors that impact on the type of investment finance that you might need, such as: market, social aims, experience of
running social enterprise, reserves, internal resources, capacity, business idea, etc.

There is a complex array of investment finance available from grant support to patient capital through to loan finance. Accessing the right type of
investment finance for your social enterprise might be difficult.

(] For more detailed information on investment for social enterprise refer to ‘Unlocking the Potential - a guide to finance
for social enterprises’. You can find the details in the Resource Section.

(] Social Investment Scotland, Banks, Community Development Finance Initiatives (CDFIs) or specialist social enterprise
development organisations will be able to point you to sources of investment finance. These organisations will also be
able to help you with the development of business plans to secure appropriate investment finance. Details of these
organisations are in the Contacts List.
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As you are developing the business plan you may identify areas where you have a lack of information. There is plenty of advice and support out
there to help with business planning. Depending upon the size of your organisation, you may have internal resources that can be called upon to
help with issues such as legal and financial matters. But, assuming you do not, the following table will give you an idea of where to look for
appropriate help. The Contacts List provides names and addresses of specific organisations.

Key Area

Issues Involved

Assistance

Start-up finance

Business development costs
Financial planning

Specialist social enterprise
development agencies

Budgeting and financial planning

This will help you to keep control
of your costs and plan ahead

Business adviser at your bank

Local Chamber of Commerce
Small Business Adviser

VAT Registration

Whether you are VAT registered or not
will have an impact on your budgeting

Customs and Excise

Company/ Charity law

What is the best legal structure for
your social enterprise idea

Lawer — seek legal advice before you adopt
a legal structure

General legal matters such as property/
equipment purchase or lease

Do you understand the lease
arrangement?

Lawyer — consult before signing leases
or contracts

Insurance

Health and safety
Public liability
Property

A good insurance broker will tell you what
type and level of cover you will need

PAYE, National Insurance

Legal responsibilities of employing staff

Inland Revenue

Pensions

Providing a pension for employees

Registered Independent Financial Adviser (IFA)

0 Organisation

There are numerous formats and models available to show you how b

to write a business plan but there are some key features that you

must include so here is a list, just to jog your memory.

H Executive Summary

e This is your best opportunity to make a good first

impression. But keep it brief

e A snapshot of what the social enterprise does

e A snapshot of what the organisation does, if appropriate 0

o Where you are now. Where you want to go. How you

will get there.

] The Business

e Basic details, name, address, etc

e Business idea
e Social purpose
e legal status

e Structure

Background of the organisation
The mission statement/aims of the organisation
The legal structure

Management structure

e Basic details as above
Key Staff
e A brief summary of the skills, experience and knowledge

of all the people involved in the organisation
Roles and responsibilities

Training requirements

UJ External Relations

Relationships with professional and legal representatives,
funding organisations

Relationships with monitoring organisations, trade
associations, networks, etc

] Product or Service

Description of products, services or activities
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The Market
e Who will buy your goods/services?
e Why will customers buy from you? What is your USP?

e Market research including trends such as change in age
group, people moving in, features such as the seasonal
effects of tourism

e Competition
e Market testing

e Similar social enterprises

Social Purpose

e Who will benefit?

e Why is there a need for a social enterprise?

e How will running a social enterprise meet the need?
e What type of social enterprise is it? (e.g., social firm)

e What are your external stakeholders' views?

Social Impact
e How will you measure your social impact?
e What tools can support you to do this?

e What evidence of impact do funders and financiers
require?

e How much will impact measurement cost?

e What support is there to help you to measure your social
impact?

Business Environment

e Key issues in the external business environment that may
affect your business

Industry Analysis

e Key issues affecting the industry in which you intend to
operate

Critical Success Factors

e The main critical success factors for your business

Business Development

e Your strategy to ensure you meet your critical success
factors

Turnover and Sustainability

e Expected turnover

e Expected non-commercial income

e Expected profit

e How long it will take to achieve sustainability

e How will you achieve your expected turnover, non-
commercial income and sustainability?

e Scenario planning

Marketing and Sales

e What is your marketing strategy?

e What is your pricing strategy?

e What is your promotional mix?

e What is your customer care policy?

e How do you get customer feedback?

e Who will be involved in marketing?

e What is your marketing budget?

e What is your distribution strategy/ process?

e What is your e-commerce strategy?

Premises
e location and property details
e Cost and proposed method of financing (buy/rent/lease)

e Planning, health and safety issues, building, renovation or
adaptation costs

e Insurance

Suppliers

e Who are your main suppliers?
e Who is in the supply chain?
e Are there any alternatives?

e The advantages of using these suppliers

Production and/ or Operation
e (Quality standards
e Production methods and supervision

e Health and safety

Equipment

e Description and proposed costs of equipment/vehicles to
be purchased

e Finance arrangements

e Depreciation policy



CVs of all those involved
Professional advisers' reports if used
Quotations for equipment

Details of premises

References/ letters of support (details of trade association,
network memberships)

Any other supporting material (including details of bank,
lawyer, accountant, monitoring agencies)

Copies of previous years' accounts if you have them

Action Plan Appendices
e Key milestones/timelines and associated activities )
e Costs and personnel requirements °
[ ]
Finance °
e Budget assumptions (projected income and expenditure) °
e Realistic cash flow forecast
e Balance sheet/profit and loss ¢
e Finance required and methods of raising finance R
e Funding secured, previous funding or large scale funding
e Assets you have as security
e Alternative methods of finance
e Financial management systems and resources
e Previous experience of loan finance
® Check that you have written your business plan with your target audience in mind.
® Cover all the options to minimise risk and have alternative plans in a worse case scenario.
® Remember that your business will change and your business plan should adapt to accommodate those changes over time.
® The template within the guide helps you to collate all the information for your business plan into a coherent plan.

Summary

So there you have it - your step-by-step guide to starting a social enterprise. You should be able to complete your business plan now.

There will undoubtedly be other things that you think of along the way that are not included in this guide but it has hopefully been the
starting point for your social enterprise.

A quick check before you go down this route:

Is all the necessary information in place?

Do the numbers add up and are they realistic?
What are the critical success factors?

Do you have a Plan B?

Are there any barriers to proceeding?
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STEP 7
START-UP

START-UP

It is impossible to be prescriptive about everything that you will have to do to run your social enterprise successfully. Here are a few top tips from
those that have worked at the front line:

TOP TIPS FOR SUCCESSFUL START-UP

1. Make sure you have the right person at the helm with enough commercial experience and business skills combined with the right
attitude and values for the social purpose you want to achieve.

2.  Build the right team. No single person can be expected to possess all of the skills needed so make sure you have a strong team who
can focus on their own area of expertise. Build a team with marketing, business development, financial management, product
development, operational and human resources experience. Build a team with shared vision and values.

3. You will probably be running a business with limited resources so you need to be resourceful in your attitude to problem solving.

4. Things change so you need to have regular reviews. Be prepared to think on your feet and alter plans accordingly. This will sometimes
mean responding very quickly to situations that you could not have envisaged.

5. Bureaucracy needs to be kept to the minimum and good team communication is essential. Start with good practice and this will pay
dividends as the organisation grows.

6.  Build trust with all members of staff not just management. Be prepared to trust your staff and delegate responsibility for day-to-day
tasks.

7. Do not take your eye off the ball as far as the market is concerned. You need to focus on sales and your customers will soon let you
know if you are not giving them what they want.

8.  Marketing never stops. Do not think that just because you have put all this effort and resources into marketing at the beginning you
can sit back, relax and wait for the money to roll in.

9.  Patience. It usually takes three to four years for a new business to move towards viability.

10. Do not forget the passion! When you are having a bad day, remember why you wanted to start a social enterprise and the difference
you are making in your field.

Summary

This is the end of the guide but only the beginning of your adventure. There are lots of enthusiastic people out there developing or
supporting social enterprises who are keen to help you.

You do not have to struggle along on your own. Remember if you have hit a snag, someone else is bound to have already found a way
round it.

You are about to embark upon possibly the most rewarding experience of your career so far. So enjoy it.
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BUSINESS PLAN TEMPLATE

APPENDIX 111

48




Name

Address

Key Contact Name
Telephone
Email

Legal Status

What does or will your business do?

Date business was/ will be set up

Social Aims (include mission statement):

Background Information:

Name

Address

(if different from above)

Key Contact

(if different from above)

Name

Telephone

Email

Chief Executive or Manager

(if different from above)

Legal Status
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Management structure/
relationship between
organisation and venture

Directors Attach CVs or brief details as appendix

Social purpose
(include mission statement
if different from above)

Background Information This should be a short summary of the organisation. This should focus on range of
activities and current funding and finance. Attach relevant information such as audited
accounts, M&As, structure, etc., as an appendix.

Name, age and qualifications  Job Title Date Joined

Please also attach CV details of Key Staff as an appendix - this should include past experience and current job responsibilities.

Number of employees (in new business):
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Details of staffing of business (include details of succession planning)

Details of any Key Staff to be recruited:

(Attach job descriptions of new key posts as an appendix)

Training requirements of staff:
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Attach as appendix details of following (if applicable)

* Bank
* Lawyer
* Accountants

* Monitoring Officers (LA departments, etc)

Provide details of trade associations or networks that you are members of:

(Detail the organisation/association and what involvement you have)

Your products or services, including prices (if available):

Customers - who will buy your goods/ services?

Why will customers buy from you?
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Market Research - detail the market research carried out, what trends were identified etc?

Competitors - detail major competitors, their strengths/ weaknesses and pricing strategies:

Market Testing (if applicable) - detail any results from this:

Similar Examples (if applicable) - details of similar types of social enterprises and what can be learned from them

Give brief details of the social purpose you will meet through running your social enterprise.

Who will benefit?
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Why is there a need for this social enterprise?

How will running the social enterprise meet the need?

How will you measure the social impact that you are aiming for?

What is the type of social enterprise that will be run? (if applicable - for example social firm, development trust, etc.)

Briefly detail key external stakeholders views on the social enterprise.

EXTERNAL ENVIRONMENT - Briefly detail key issues in external environment for your business (include information
from any PEST Analysis):
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Briefly detail key issues for your industry (include information from any SWOT analysis):

Briefly detail the main critical success factors for your industry:

Briefly detail your strategy to meet the critical success factors?

Year 1 Year 2 Year 3
What sales turnover is expected? £ £ £
What non-commercial income do you have? £ £ £
What profit do you expect to achieve? £ £ £

How long will it take you to achieve sustainability?

Give reasons why you will achieve your expected turnover?

Give reasons why you will obtain non-commercial income?

Give reasons why you will achieve sustainability?

Scenario Planning (best/ worst case scenarios and what you will do to achieve sustainability)
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What is your marketing strategy? (include any e-commerce strategy)

What is your pricing strategy?

What is your promotion and advertising strategy? (Please attach any relevant material)

What is your customer care and customer feedback strategy/ policy?

Details of the people involved in marketing:

What is your budget for marketing?
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Insurance - please give details:

Location:
Buy 0 Rent Lease [
Buy Rent/ Lease
Owner of property: Rent/ Lease (per year):

Valuation of property:

Rent/ Lease agreement:

Mortgage details (if applicable):

* Amount of mortgage:

How often do you pay?

* Offer/ conditions:

Rent/ Lease term:

* Equity:

Will you be able to renew the rent agreement/ lease?

Yes ] No ]

Length of mortgage (if applicable):

Additional information:

* Other loans/ borrowings secured against property:

* Other occupants renting etc:

When is the next rent/lease review?

How often are reviews?

Who is responsible for repairs?
- inside the building:
- outside the building:

Rates per year: £

Dates Rates paid per year:

Premises Issues - are there any planning, health and safety, renovation or adaptation costs?
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Who are your major suppliers?

Are there alternatives?

What are the advantages of buying from the suppliers shown above?

Include relevant details on production/ operation including business review, quality standards, supervision, production
methods etc:
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Equipment/ Vehicles - current:

Description Age Condition Spare capacity Value/ Cost £

Equipment/ Vehicles - required:

Description Date Condition Spare capacity Value/ Cost £
of purchase (new/ used)

Please detail finance arrangements of any equipment/ vehicles required.

Depreciation policy - please give details:
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Please give brief details of key milestones and activity required to set up social enterprise including information on
who will carry out activities and associated costs.

Profit & Loss: Please provide projected profit and loss figures for first three years as an appendix

Brief details of budget assumptions:

Realistic cashflow forecast Please provide realistic cashflow forecast for first three years as an appendix.

Brief details of cashflow forecast:

Balance sheet If required please provide as an appendix.
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Amount of development finance required - what you need it for and for how long (give details of each item if
necessary):

Please provide details of any security provided:

Please provide any details of finance of funding secured - what you have it for and for how long:

Details of any previous borrowing (if applicable):

Details of any large scale funding (that may affect this social enterprise):

Scenario planning if funding/finance not secured from preferred suppliers:
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Forth Sector would like to acknowledge and thank the following people who have contributed to the development of this
guide. Social Firms Scotland were involved in the initial development work with Forth Sector on the first attempts at
mapping the business development process for social firms. This work proved invaluable in terms of further development of
the process.

Sheena Orr carried out the initial piece of research into the business development process for social firms and worked with
Forth Sector to map this process, presented and shared the results with Forth Sector and Social Firms Scotland staff and
facilitated discussions about the potential development of the process.

The Royal Bank of Scotland and NatWest are thanked for allowing Forth Sector to adapt their business planning template.
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James Belton contributed or worked on the development of the guide. Other staff worked to proof read and layout the
document. We would also like to thank the many organisations that have received business development support from Forth
Sector and have provided feedback to us on the usefulness of aspects of the guide.

The guide has been developed as part of the Social Enterprise Development Initiative. This is a development partnership
involving the City of Edinburgh Council (Economic Development), Communities Scotland, the Capital City Partnership, Forth
Sector, the Edinburgh Chamber of Commerce, Scottish Enterprise Edinburgh and Lothians and the Edinburgh Voluntary
Organisations Council. The development partnership exists to support the development of the social economy within the city
of Edinburgh. Partners in the project have contributed to the development of the guide.

Also we would acknowledge and thank a range of people working for the Royal Bank of Scotland, the Scottish Social
Enterprise Coalition, the Community Recycling Network (Scotland), FEAT Enterprises, SENScot and Social Investment Scotland
who provided feedback on drafts of the guide. Your input, criticism, advice and feedback improved the quality of the guide.
We would also like to thank the many social enterprises that gave us permission to case study their work within the guide.
Hopefully they will be an inspiration to others following in their path. We also recognise that this guide does not represent a
final statement on business development within the social enterprise sector. As new social enterprises are started and as
knowledge grows then the model may be developed, adapted or even abandoned because of improved understanding. We
welcome this as others strive to develop new social enterprises and social enterprise solutions to problems within society.

The guide has been part-funded by the European Union (ESF Objective 3 Programme) and part-funded by the Royal Bank of
Scotland. Neither the European Union, the Royal Bank of Scotland/NatWest nor Forth Sector are liable for any use that may
be made of the information herein. The guide has been developed on an ‘open source' basis. The authors and funders are
happy that the information contained within the guide is freely used and developed as long as authorship and funding
support is acknowledged.

The information within the guide is for general guidance only. Measures have been taken to ensure that the information is
accurate and up-to-date at the time of publication but we cannot be held responsible for any errors resulting from use of this
information.
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