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Preface 

The material contained by the university textbooks called „Business planning‟ (theory and 

practice)   comprises an important part in the MSc training programme for Agribusiness 

engineers. The purpose of this subject is to let and make students understand and acquire the 

knowledge that is connected to the business planning activities of enterprises in market 

economies and the theoretical knowledge these activities are based on; the main points and 

necessity of business planning, its information requirements, its role in how enterprises work 

and the details of the planning itself, on which we wished to put special emphasis.   

 The material creates a synthesis of a lot of the material covered by other subjects, which 

means the students are supposed to have become familiar with; the material of all those 

economic subjects that have been covered by BSc studies and the curriculum during the first 

three terms:  micro- and macro-economics, finances, enterprise finance, marketing enterprise 

management, accountancy, management and economic analysis.  

 While compiling the material, we kept making efforts to be professionally demanding and -  

at the same time -  to present the material in a „digestible‟ manner ensuring that the students 

less familiar with economic correlations should be able to get to know and to understand the 

basic notions of business planning and the students, having acquired the foundations, should 

be able to communicate with those working in the financial sector including financial 

investors.   

 The ability to put the material covered into practice – that is acquisition of the right skills and 

competences - constitutes an indispensable part of the requirements which all the graduate 

students are demanded to be able to face up to. We think it is important to stress that the 

acquisition of the right competences demand an active attitude and contribution both from the 

teachers and the students. This is why when the material is being acquired, the independent 

student contribution to working on a team gets a special emphasis.  Armed with the material 

covered, the students will be able to carry out planning, development, and research 

assignments in agricultural production and commerce.  

 It is not easy to „digest‟ the information covered; however, we do not consider it impossible 

to acquire it on the required level. The implementation of the targets requires active attitudes 

and co-operation from all parties concerned. We wish them stamina and we are looking 

forward to receiving their positive or negative remarks.   

 Debrecen, 2012 

 The Authors 
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1. Basic glossary of terms used in business planning 
 

 By planning we mean the followings: outlining of a desirable future situation, and defining 

the pathway(s) and the conditions (tools) that make it possible to reach the target... Planning 

can be best characterised by: (1) awareness, and a scientific approach, (2) future orientation, 

(3)definition of targets (4) definition of the pathway leading to that very target and (5) 

definition of the conditions.  Thus, there are several different ways of reaching that desirable 

future situation, which may have different perspectives. While still on the way, we must 

choose the alternatives that are most likely to bring about the desired situation. In an 

economic sense, choosing the right way (opportunity) means making a decision or rather a 

series of decisions.  Thus, we may interpret planning and the planning process as a series of 

decisions. As our plans refer to a future the elements of which are not fully known, we must 

reckon with the possibility that the „predicted images‟ of our  actions will not be fully brought 

about or will only be brought about only in a „certain‟ probability, to a certain extent. This 

condition must make us consider carefully the expectations towards our decisions and the 

methods to be used (must be or can be used) when making the plans. As our targets, which   

are set in a relatively steady present, may have to be realised in an unsteady, unpredictable 

future, our planning can never mean fixing an unchangeable, definitive, final programme, it 

can only mean a plan that can be modified, updated as the environments in which they are 

carried out require. This updating means the adjustment of the enterprise to its environs, 

which ability is the pre-condition of its long-term survival. (Galó, 2008). 

 All enterprises work in dynamically changing social and economic surroundings, which 

basically define its operation and future fate. In their surroundings, there are unexpected 

events going on, and the oncoming changes do not always have easily recognisable warning 

signs. Thus, it is only possible to exist and be successful if the entrepreneur or the 

management can outwit the difficulties caused by the surroundings.  In order that the 

enterprise or the organisation may acquire its proper position, it must ensure its long-term 

survival, that is, it must plan its future. To sum it up: planning is the process that is aimed at 

influencing the future by defining concrete targets, working out and modelling action plans to 

reach the targets that have been set.  

 The  planning process carried out by an  enterprise makes its experts and specialists adopt a 

systematic way of thinking, which models and puts the whole operation of the enterprise into 

a frame thus helps them to define the targets best fitting its  environments and its market 

surroundings. One of the basic principles of economic planning is to attach the planning 

process to the different functions of leadership, strictly defining the leadership tasks in the 

process of planning.  The functional fields and experts of the enterprise may participate in the 

preparation work of defining the enterprise‟s plan targets; however, it is the task of the 

management to actually define the targets, and to ensure the resource allocations.  The 

planning process is also a process to form the future, as, when the plan targets are defined, the 

operational range   is also defined along which the enterprise will make its development and 

to be able to do so that  it will be able to utilise   its material and human resources.  

 The general target of planning is the preparation of  creating an enterprise, or in  the case of 

existing enterprises it is to look for and create the harmony between the targets of the 

organism and its actual possibilities as well as to show the methods of how it is carried out 

and to point out the intrinsic correlations. The plan enables us to make realistic decision not 
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only about the plausibility of the ideas, their value in reality, profitability, and the risks taken, 

but also  if the enterprise turns out to be unable to function.  

However, at the same time, planning is also a method based on scientific, technical and 

economic principles. On the one hand, it defines  the targets, the most important tasks and the 

operation as well as the network of contacts of an enterprise so that  it can  efficiently adjust 

to the tendencies  working in its environment utilising its inner resources and taking the   

ever-changing market conditions into consideration.   

On the  other hand, we may decide the notion of planning as a form of creating and modifying 

the future, that is the targets, the measures taken, the tools and both the definition and the 

systematic consideration of all the  pathways leading to the targets as well.  The notion  of  

planning means that all the predicted future actions are tracked down in advance, all the 

different alternatives are considered and weighed and the best of them is chosen.  Planning is 

indispensable for the creation and the survival of an enterprise, it enables us to create a 

defence against the insecurities of the future and it significantly helps the coordination of 

economic processes, which will in turn create an adaptability of the enterprise, which again 

will help the enterprise to adjust to the social and the economic changes.   

A good plan is capable of modelling the operation of an enterprise in an ever-changing 

environment and this is how it provides essential guidelines of how the enterprise should be 

managed. The speed at which events in economy take place keeps changing all the time 

(mostly it  tends to grow) so it requires planning for different time stretches. Events that are 

likely to occur rapidly are to be dealt with in short term plans, while those taking place less 

fast are to be dealt with in mid-term plans while long-term plans are to be made for the more 

complex events that are likely to take place in a longer stretch of time.   In old usage, long-

term plans, midterm plans and short-term plans were those made for 5 years and longer, for 3-

5 years and 1-3 years respectively.  This classification is acceptable on the level of national 

economic, supra-national (e.g. EU) planning, however, on the level of enterprises or smaller 

organisational units, it has been modified, that is the time stretches have become shorter. 

Nowadays short-term plans, midterm plans and long-term plans are those made for one year 

or less, 1-3 years and 3+ years, respectively.  It must be mentioned that  the longer time 

stretch a plan has, the less detailed it tends to be, while the shorter the term, the more  detailed 

and elaborated the plan will be.  In general, strategic plans, tactical plans and operative plans 

belong to long-term plans, mid-term plans and short-term plans, respectively. We must not  

ignore, however that strategic plans are not called strategic because of their long time stretch 

but because of the factors that influence them.  In this classification (strategic, tactical and 

operative), primarily it is the changes planned in the life of the organisations that have a 

defining role. It follows then that carrying out strategic plans will induce basic changes in the 

structure of the organisation, while an operative plan will rather model or influence how the 

organisation will operate in a year‟s time stretch. 

 

The three basic levels of plans constitute a kind of hierarchy (strategic/tactical/operative), in 

the sense that each higher level gives a frame for making the plan below it. The hierarchy is 

topped by the strategic level followed by the others respectively. 

  

On the strategic level, the basic features of the enterprise‟s development are planned for a 

longer period; the changes that usually affect the organisation as a whole system.  The main 

task of strategic planning is to recognise in time the opportunities opening up for the 
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enterprise, as well as to react to them and to create an outline of a strategic action plan along 

with the analysis of the risks involved.  

  

The plans that are made on the tactical level that is the tactical plans)  are to concretise the 

objectives/targets  stated  in the strategic period, and the action strategies  that enable us to 

reach these objectives  and they are supposed to be carried out in a project system.  This is 

when the specific targets of the whole organism and its subsystems get elaborated, the 

resources needed and the measures to be taken are pointed out.  Planning the necessary 

investments - which is usually a project type of task - is a typical task of planning.  

 

On operational level only the short term planning of performances is made, in the framework 

of which we are to start from the capacities given and offers available. On this level, the 

optimum level of resource utilisation has to be planned.  Designing the production and service 

processes is a typical task of operational planning.  

  

Planning economic events of the future is only possible if we have the necessary information. 

The information available at the time plans are being made will define the framework of the 

plan, its extensions and also the time stretch of its implementation.  In order to be able to 

make plans we need information documented about the enterprise, as well as prognosticated 

information in connection with the economic and social environment.  The documented 

information may come from the recordings of the recent events in the life of the 

enterprise, while the prognosis information contains statements referring to the quantitative 

development in the future. As the prognosticated information, just as the name suggests, is 

only based on estimation,   the plan based on this information is also burdened by uncertainty 

so it is necessary to make comprehensive evaluation, that is, a risk analysis of the plans.  

 

Planning may be defined as part of the leadership activities.  In the case of larger 

organisational structures - here there is a part in the original text that does not make sense - 

tactical plans are made and coordinated by the top management, while short term planning is 

typically the task of lower level management. If the enterprise has an efficient controlling 

system, the coordination of the whole planning process is the task of the controllers or the 

head controller. 

 

 It is a highly important task of the planning process to connect the hierarchy levels of the 

organisation. Here we usually meet three different formations: top- down process means that 

planning is from top downwards, that is, the top management defines the priorities, which 

create a framework, which is then in turn broken down by the lower levels to be concretised 

step by step. However, when planning starts from downwards, on the lower levels of the 

organisation, it is called 'bottom-up' planning.  

 

 We talk about counter-current planning when the top management sets the targets, and then 

the subordinated levels render them as partial targets and partial plans  - considering all the 

implementation possibilities -  and it is only then that bottom-up planning starts, in which step 

by step all the plans  of the lower levels are summarised and coordinated . In this case, the 

process is closed by the top management's final approval of the plan. Theoretically, initiatives 

may come from lower levels, but it rarely happens in practice. 

 

Top-down planning is always highly centralised, while bottom- up planning has the dangers 

that not all the practical objectives and plans gravitate towards one main target.  Counter-



 

 

7 

 

current planning being the combination of the two, having the advantages of both of them is 

most often used in complex planning. 

  

Framework planning is one of the most often used methods inside the planning processes. It 

means that all activities are adjusted to the organisational targets expressed in values.  

Result-based planning is only efficient if every single organisational unit is given directions as 

to what extent they are to contribute to the results of the organisation.  Framework planning is 

the element of planning that contains formalised targets expressed in financial values.  

In contrast, action planning focuses on business objectives. In practice, action  planning and 

framework planning go on in parallel, because, the proper planning of targets defined in 

values  can only be made at the same time with planning the measures that need to be taken 

for their implementation. 

 

The more complex an organisation  grows,  the more formalised the planning system tends to 

be, however,  formalisation must not lead to either using  too much time and labour or to 

the loss of flexibility.  The final result of the planning process is the complete plan. A well-

made plan must contain the followings: 

 

1. A situational analysis, which points out the problems, that is, shows what is to be done 

and why.  

2. The measurable targets, that is, an answer to where we want to get. 

3. The expected results,  that is the tangible output of our activities (product or services), 

that is an answer to  what we will reach. 

4. The measures taken,  that is the necessary activities  -  what is to be done and how. 

5. The resources (material and immaterial) that is the in-puts needed -  an answer to what 

help we will need and what we will have to use to be able to carry out the activities.  

6. The deadlines, that is the starting and finishing times – it is to be  recorded what is to 

be done by what date. 

7. The persons responsible for the implementation of the plans.  

8. The necessary inner and outer conditions, as well as the risk factors of the 

implementation. 

 

1.1. What is a business plan and what are its characteristics? 

 

The main target of the business plan is to check the opportunities in order that a company can 

function properly, and, before a business decision is made, to make lists of all the measures to 

be taken, the resources, the time stretches, and the expectable results that are necessary to 

reach the proper target. 

The business plan is closely connected to the enterprise‟s targets and has a lot in common 

with strategic planning as well.  

  

The long-term target of companies of course is long-term survival, which is only possible if 

the company can earn an income. To reach its targets, time after time   the company will have 

to make newer and newer plans. In the business plans, the firm takes an inventory of all its 

mobilizable resources, the possibilities of the market position of the firm itself and its 

products, the expenses of implementation and also the expectable incomes.  So, in business 

planning we take account of the followings: (1) the targets; (2) the possibilities; (3) the tasks; 

(4) the time stretches; (5) the resources; (6) the expenses; (7) the risks; (8) the expectable 

incomes. 
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To sum it up: the business plan is a document in which we describe our existing or future 

enterprise, its  future targets and also how our plans are to be implemented; who we wish to 

sell  our products/services to; also what tools, advertising and how much money we will need 

to reach these targets.  

With all this taken into consideration, we may conclude that the business plan is the 

elaboration of an enterprise's concrete business ideas for a certain time stretch,  supported and 

justified with  numeric information,  broken down in different ways, completed with different 

focuses to fit the different purposes respectively.  

 

The detailed targets of the business plan may be different, depending on the targets to achieve, 

the most common ones being: 

- nurturing  budding ideas which are still immature, modelling  how the start-up companies 

imagine their possible development and analysing their plausibility; 

- recurring assessment of the enterprise's performance  ( an inner 'must'); 

- convincing the partners of the necessity of expansion or changes; 

- attracting new potential partners in order to get access to outer sources or other advantages; 

- getting access to outer resources: the  EU and national sources, financial institutions and 

 other creditors  -  without letting anyone's outside the company get proprietorship; 

- plans specially made for business partners of outstanding importance with marketing plan as 

  the most emphasised  part. 

 

The business plan is one of the possible planning methods. It gives a frame for the enterprise's 

strategy for short, medium, and long term.  The business plan may be the base for different 

implementation purposes.  If, for instance, the economic decision aimed at (that is under 

preparation) is a loan application, then the target is to get that loan, of course. We then may 

conclude that the business plan may have different implementation targets.  

 

  

The advantage of making a business plan is that it allows the maker to get significant 

economic and management advantages and to avoid later losses and risks. It also allows us to 

enhance the plausibility, and we provide others with acceptable bases to get support. It has yet 

another important role in the control and the analysis carried out during operation and 

implementation that is:  the comparison and the analysis of the differences between the plan 

and the factual data provide an opportunity to make amendments and supplementary plans. To 

sum it up: the business plan is the programme for development and operation and the 

document of control. 

  

Business plans may be made when the enterprises are started, and also during their 

development and operation. After the business plan is made,  the next step  - the main target –  

is to make an economic decision, which is partly an „inner‟ decision that is the enterprise itself 

makes a decision to implement the plan and partly an „outer‟ one that is the organisations 

providing the outer resources may decide  whether they will supply the required resources or 

not. All in all, every enterprise needs a business plan, no matter whether it is a starting or a 

working one.  In the case of a starting enterprise, the business plan serves as a kind of model. 

Once it has been completed, it is to be seen, whether the enterprise or idea  we have 

envisioned  is plausible, whether  it is possible to implement them with either the resources 

we have or the ones we wish to attract; whether they are fit to survive and whether they are 

likely  to bring profit at all. In the case of a starting enterprise, the business plan helps us to 

keep track of the implementation of the targets laid down in it. Later on, it can serve as a 

guideline so that we may know how efficiently our enterprise is working compared to what 
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we earlier defined as our target. In the case of starting enterprises, it is often necessary to take 

out a loan or use other outer resources so those who risk their money investing into the 

enterprise may get convinced that their money will be invested in the right way. The business 

plan also serves to inform the investor or the creditor. In the case of an existing enterprise, the  

business plan is necessary to enable us to check how many  of the targets set previously  the 

enterprise has completed. In the present economic environments, it is especially important to 

know where the company actually stands compared to what has been laid down in the 

financial part of business plan in terms of incomes and expenditures, that is, to see how 

reasonable and economical the enterprise‟s operation is. If a working enterprise wants to take 

out a credit or attract further capital, it is also necessary to have an updated business plan. If 

an existing enterprise is looking for a new, significant customer, a business plan may come in 

handy, which will let the would-be customer get to know the results of the firm achieved so 

far and also its ideas for the future. (I4). 

  

In general, the business plan serves three main purposes: First of all, it is a kind of plan, which 

lets us elaborate and model the ideas in connection with how the enterprise is to be managed. 

It allows us to refine our strategy before we actually step onto the stage of reality, and „to 

make the mistakes on paper‟ by evaluating all the possibilities affecting the enterprise and to 

make our decision with all these considered. Secondly, it is also a means of looking back into 

the past, that is, the enterprise can keep evaluating its performance. The business plan has to 

be revised and updated so that we can find out if our enterprise has deviated from the plans;  if 

it has: how much and what results these discrepancies have had  and whether they were 

necessary (or could have been avoided) Thirdly, the business plan has a pivotal aim, that is to 

attract outer resources, to put it simply: „resource-acquisition‟. Most investors are not willing 

to allocate financial resources for enterprises without demanding a business plan made and 

presented to them. Depending on the different targets, the details demanded from a business 

plan are of different depths and kinds (Table 1.1. ). 

 

 

Table 1.1. The target system of the business plan 

 

Targets More accentuated parts Recipient 

Defining the circles of activities, 

their modifications, new ideas, 

envisioned developments 

Marketing plan,  production 

and result plans; and 

profitability 

Present management and 

business partners 

More efficient operation Marketing,        operational 

and financial plans 

Present management and 

owners 

Attracting new resources without 

acquisition of proprietorship 

Full business plan, loan 

applications 

The organisations that issue 

and receive the invitations to 

tender and creditors 

Changes of activities  with raise of 

capital, new ideas envisioned 

developments 

marketing plan, result plan, 

financial plan, organisation 

structure plan 

New, potential business 

partners and investors 

Informing          customers and 

business  partners usually under  

„outer‟ pressure 

marketing plan, production 

plans 

Most important customers, 

suppliers 

Source: Own compilation based on unknown  authors 

 

The detailedness of the business plan 
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The detailedness and the depth of the business plan depend on the size and the character of 

activities of the enterprise. The contents may change also, depending on whether it is a 

manufacturer, a service supply agency or a trading enterprise. The size of the market, the 

competition conditions and the possible growth/development also influence the contents of 

the business plan. 

The process of making the business plan, its phases, and the methods of analysis and 

calculation to be used may be different depending on the target of the plan and the 

characteristic features of the company.  The structure of the  business plan   can be imagined 

in many different ways depending on the up- to-date situation of the enterprise.  The business 

plan does not have a defined, unified format, it is always created to fit the type and activity of 

the company, and the time stretch examined. It has several units and it takes into 

consideration what kind of partners it wishes to address. So it is impossible to give a template 

to fit all companies, market situations.  However, every  business plan  has to cover the 

following topics:  (1) introduction and description of the  enterprise; (2) description of the 

products and the production process and the operational plan; (3) market information ( 

situational analysis); (4) marketing plan; (5) and the financial plan. 

  

The target group of the business plan is closely connected to the implementation targets of the 

business plan as it depends on the individual targets, the business plan tries to convince 

different decision makers of the plausibility and the economicality of the plan, that is, its 

ability to produce profits.  

Thus, the business plan always has double contents, because on the one hand  we need to 

know  whatever is possible to know about or existing or planned  enterprise, on the other hand 

we wish to let others (our target group) know what we want them to know.  There are  two big 

categories of target groups, the inner enterprise  members and the outsiders. 

  

If the business plan is made for internal use, it is to serve as a basis for making our own 

decisions. It is characterised by a very realistic, exact and confidential description of our 

ideas. The future business partners being near the inside members of the company, may also 

need a business plan. If the business plan aims at attracting partners and clients, it is 

characterised by clear explanations, a clear description and the impartial presentation of 

advantages and disadvantages. It the business plan aims to acquire resources, the plan is 

meant to be convincing, and it is presented in form that may sell.   

(It does not mean that a good business plan should contain anything untrue, or that it should 

conceal the disadvantages.  On the contrary: it will focus on the significant advantages for the 

different target groups. Business plans of this kind are supposed to prove for the creditors that 

the enterprise is capable of efficient operation, and that the loan will return during its expected 

duration  and  it has to grant a safe repayment. (I5). 

  

The target of the business plan will determine who it will be read by: those inside or outside 

the enterprise or both. The future readers inside the enterprise belong to a close but well-

definable circle, usually the higher management and the proprietors. The outside readers will 

mainly be those who provide the financial background. There are two types: the creditors, the 

professional and the financial investors. Creditors will examine the enterprises whether what 

is laid down in the business plan gives a guarantee that the loans they have given and their 

interests will be paid back as defined in the contract by the end of the duration.  It is not the 

interest of the creditor to check the situation of the enterprise after the loans and their interests 

have been paid back. The investors, however, hope to get a higher return of the risked 

amounts in the long run.  
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Besides all these, the business plan is also a means of risk management. The business plan is 

also a prediction and an estimate of the future operation of the enterprise, based on past and 

up-to-date data. The main goal of the enterprise – with short and long-term financial operation 

– is to reach the highest possible income and reach a state of economic sustainability. To 

reach that goal, we need to take into account its situation, endowments, resources and make a 

kind of brainstorming to be able to make a step ahead. After we have evaluated the marketing 

possibilities of the chosen product,   considering  the assessment of the  resource demands of 

the implementation we can  decide whether the enterprise‟s own resources will be enough and 

whether or not it will need outer resources; if yes, how much and at what price.  

Based on the efficiency of the operation modelled by the business plan, it is possible to 

estimate whether the envisioned development is profitable and worthwhile. Thus, the business 

plan provides a basis for making the right economic decision; on the other hand, it will 

convince those who provide the outer resources that the money lent will be safely returned. 

Besides all these, the business plan makes it possible for us to make deeper analyses and to 

draw conclusions. Depending on whether the business plan is made for internal or external 

use, it has to answer the following questions (Figure 1.1.). 

  

 

1.  How does it fit into the enterprise 

strategy? 

2. What targets does it try to reach? 

3. What operational conditions are 

needed? 

4. What tools and what persons are 

available and what is missing? 

5. How is it possible to acquire the 

missing resources? 

6. What is the most advantageous way to 

acquire them?  

1. What are your ideas about the  future of 

your enterprise? 

2. How do you want to use the support or 

the loan? 

3. How much does it take to return: (DPP) 

? 

4. How much money is needed altogether  

to provide a reasonable return time? 

5. What values will NPV, IRR, PI have ? 

6. What are the market possibilities? 

7. How are you going to manage the 

disadvantageous effect of the economic 

/ and the social environment? 

Figure 1.1. The questions to be answered in a BP depending on who the recipient is 

Resource: own compilation based on Mr Pupos‟s reporting 

 

What is a good business plan like? It serves the purpose it was made for. It is important that 

those who it was made for should find the information they need easily and quickly. Different 

information will be needed by e.g. a future business partners or a bank which we would like to 

apply to for a loan, and which we would like to convince that their money will be in safe 

hands and the loan will be paid back in accordance with the terms and conditions that have 

been laid down in the contract. We must bear in mind that whoever we will give our business 

plan to, they will look at it as a kind of our firm‟s „autobiography‟. That is why it is important 

that it should create a good first impression. In order for the BP to be like that, it must meet 

some requirements:  

  

There are criteria for the format and the contents of the BP. First of all, it should be easy to 

see through so that whoever is reading it should find the information they are interested in as 

easily as possible. It should be in good taste, but not too ostentatious, because it might give 

the investor the impression that the gaudy looks are meant to conceal some deficiency. We 
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must not forget that the BP is not a flyer, no advertising spam, but it does have a main goal: it 

has to be informative and easy to see through.  However, the truth content and the reality of 

the BP are even more important. It must contain all the data and information that is necessary 

for a future business partner or an investor to get to know our enterprise and it should help 

them make a decision that is favourable for us. This is why it must not be crammed with too 

many unnecessary data. They should be presented in a most informative and in the easiest 

possible way.  If, however, it is essential to include a lot of  pictures, figures or tables, they 

should be added in an appendix.  

The other important thing to bear in my when writing a BP is that truth-value of the data 

contained.  This is why we must not make it look like a pipe dream, we must not let the reader 

envision an unreasonably positive picture of the future, because it might have the opposite 

effect and we even might lose the investor‟s confidence in our project. Finally, we must bear 

in mind that all those who work in the business life exactly know that there is no such thing as 

a dead-sure business decision without a risk.  Thus, they do not expect the BP to envision a 

kind of dreamland, they expect us to outline both the advantages and the disadvantages and all 

the risks we might have to face when implementing our BP.  As the most important task of the 

BP plan is to let us make well-founded decisions, which means considering all the existing 

risks and dangers.  (I4). 

  

As for the length of the BP, it is impossible to provide a hard and fast rule that could be 

applicable.  Its length is influenced by what the target of the BP is, the simpleness or the 

complexity of the enterprise‟ s operation, the novelty of the target and also the complexity of 

the possible means and solutions that will let us reach our aim. It is a general rule, however, 

that the topics that are judged most important should be presented with necessary focus on 

them to serve the way we want them to be understood.  We must find the golden mean, it is 

not the length of the BP that makes decision makers decide for or against it.    

 

1.2. The data and resource demand of the BP 

  

A good BP presents the enterprise and the business concept in an easy-to-see-through, 

logically structured, understandable way.  From time to time, the enterprises make long and 

short-term plans for the different functional aspects of their operation, e.g. result plans, 

marketing plans, staff demands. 

The BP contains and describes  the operational process in its entirety that - in a systematic, 

understandable way - is it makes recordings of all the things even those that are self-evident, 

that is, not normally recorded for the enterprise itself. From this approach, the BP is a decision 

preparation that stands on the grounds of reality and that contains valid information. It tries to 

minimise all insecurities that might occur in the enterprise‟s operation. 

  

The reader of a good BP will not feel it lacks anything (quantity, professionalism). If there is a 

question that cannot be answered while the BP is being made, it should be referred to.  

  

On the one hand, the BNP builds on the enterprise‟s interior (human, immaterial and tangible) 

assets and its strategic targets, on the other hand, the market concept defined will have to be 

materialised in an ever-changing economic and social environment. All these determine the 

data demand, that is, both external and internal data and information is necessary. Typical and 

often used internal data are: (1) the production and sales data of the previous period (in 

natural and financial sense), e.g. the level of expenditures, production input, the amount and 

income of the products, services sold; (2) the economic results of the previous period that is 

e.g. the relevant balance data, (3) the immaterial and the tangible resources available. Many 
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different kinds of external data and information also greatly depend on the operation circle of 

the enterprise. The most important data are (1) those of the macroeconomic environment  

influencing our  enterprise e.g. inflation, currency exchange rates; (2) the economic 

environment that exercises a kind of control and its changes; (3) the relevant information of 

the branch and  the product range e.g. the market situation, the directions of the technological  

the activities of the competitors. 

  

The experts who are the most familiar with the field should make the different chapters of the 

business plan.  Making the business plan has to be a team job, however under the supervision 

of a coordinator. Most of the information and the experience are available for the very 

organisation that the business plan is made for. Thus, the members of that organisation are the 

main contributors to the BP. It is possible to turn to independent experts and counsellors, as 

they look at the problems and challenges from a different point of view and they might point 

out fields that are important, however, managed to escape our attention. 

  

1.3. The process and methodology of business planning 

  

While the business plan is being made, the management has to carefully examine all the 

objectively measurable data  (e.g. the expectable expenditures, price income data,  cash flow, 

balance data) and all the subjectively determinable  ones  (e.g. the impression the enterprise 

creates,  the relative and absolute competitive advantage) of our existing or future  enterprise. 

During the process of planning, there are a lot of weak points and deficiencies that come to 

light, which might be overlooked in the every-day routine and might further worsen the 

enterprise‟s efficiency in almost every field.  

  

The preparation of the business plan and the planning itself has to be broken down into 

sections, which could be as follows: (1) survey and analysis of the situation; (2) brainstorming 

to create ideas and concepts; (3) the elaboration of the different chapters of the business plan; 

(4) the monitoring, control and evaluation of the business plan. 

  

The first phase of preparing a business plan is the survey and analysis of the enterprise‟s 

situation. In this phase it is necessary to collect all the data relevant to the starting situation, 

systematize and analyse them (analyses based on deduction and financial indicators, and 

subjective methods).  The analysis is also needed because it often happens that the managers 

feel that there is something wrong just they are not able to define it exactly what the root of 

the problem really is. 

  

1.3.1. Exploration of the situation 

  

Perhaps the most important field after the analysis is to take account of all the resources, the 

results of the previous period, and - with their help - to evaluate the economic activity, from 

the point of view of what kind of a basis it could provide for the implementation of our 

business concept. It is worth creating economic indicators, which can show how the results 

achieved and the expenditures compare. Calculating, comparing and contrasting the specific 

indicators and is pivotal in this field. One of the most often used methods to explore a 

situation is the so called SWOT analysis. 

  

In the second phase of system analysis, we have to explore the problem and analyse it. A 

wonderful tool is to create a problem tree, which may be prepared by the entrepreneurs on 

their own but it is more advantageous if it is the result of teamwork in which representatives 
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of the different fields cooperate and think over the relationship system of the different 

problems. 

The first step is to define the root causes, which is followed by a series of „why‟- questions,   

a kind of brainstorming to collect the partial problems. The next step is to find the cause and 

consequence relations, the relative weight of the different problems, and the circle of 

problems that fall outside the influence of the organisation. A problem tree based on all these 

factors is none other than a tool which helps us  to logically systematize the problems, the 

causes and consequences.  

  

After a positive reframing of the problem tree and the problems, we can get to the goal-setting 

tree, that is, the target itself.  However, between the different levels of goals there is a definite 

relationship, they are in a specific hierarchy.  The highest level comprises the most 

comprehensive goals, which are followed by more and more detailed goals, the solutions of 

which bring about a definable set of tasks.  It is important to notice that only those problems 

are worth turning into targets that have a solution which the organisation has a directly or 

indirectly traceable influence on or an opportunity for.    

  

1.3.2. Creating ideas and concepts 

 

The majority of the most successful firms were established by people who had an idea and a 

great dream. The „mother‟ of every enterprise is  the idea. Every phase from the birth of the 

idea to the product or service means costs, expenditures, so the start of an enterprise must be 

preceded by a careful selection of ideas and a development stage. The first step of the 

development stage is brainstorming to find out: 

• Our own needs -   what do we feel we would need but we are not able to acquire? 

• What the others need – similarly to how we survey our own needs, it is worth asking the 

family, friends, and acquaintances what problems they have that they cannot find a solution 

for;  

• What am I good at, what is my hobby? Our own expertise may serve a basis for our 

enterprise. It is not bad per se if we start an enterprise in a field we are familiar with but an 

interest may also give the necessary idea to start an enterprise. 

• Newspapers, the net – if you read them carefully, you might get information about services 

that are not available in our country or our town and we might read feedbacks from readers 

that express dissatisfaction with some product or services that are already present in the 

market. 

• Re-considering and copying ideas: As we saw it at the examination of a product‟s novelty 

value, we might get ideas from the examples of already working enterprises.  If we see, that 

the enterprises in the market are not able to meet the demands: e.g. more people would like to 

go to restaurants than the restaurants open on a Friday evening  can hold, it is worth 

considering opening a restaurant. (I5). 

  

An idea becomes a business idea only after it has gone through a well-built system of 

viewpoints, which means that we have examined, analysed and evaluated our idea from the 

following points of view. Our idea is good if:  

• It will work; that is it is functional, plausible and technically possible to carry out.  We have 

to examine whether under the circumstances given, the resources, technical conditions, and 

expertise are available to implement it.  

• Marketable:  the fact that we can make a product that works or a service that is plausible 

does not necessarily mean that that there will be people who will buy our product. It is 

important to examine whether the product or the service is likely to meet market demands. 
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• Competitive: if our idea   has gone through these too filters, we have a product that is likely 

to be implemented and we even have potential customers who are willing to sacrifice money 

to buy our product. Besides these, the following questions will be put when we examine the 

competitiveness: why will the consumers buy my product rather than those of my rivals ? 

How will I convince them to prefer me? 

• Profitable: it essential that this should be examined besides the other two filters. The 

question put here: will I be able to make a profit with my enterprise? The idea may work, 

there may be people who will be willing to give money for my product, however if in the 

sales the income does not cover my expenditures and I will not be able to make profit, then it 

is not worth starting the whole thing. 

 • Our commitment: with this last filter we have arrived at the last and perhaps the most 

important filter.  It is not enough to find a product or a service that can be created with  the 

present state of technology; it is not enough to have customers and to  carry out the activities 

of the enterprise profitably – it is all in vain if you are not committed to implementing your 

ideas, if you cannot say: I want to do it and I will. (I5). 

  

After the situation has been explored, the concept plan has to be made, in which we lay down 

and express in numbers all the targets based on the analyses defined previously The concept 

plan is built on the strategic plan of the enterprise – if it exists already – if there is no such 

thing, it is suggested that we should make a short strategic analysis and summary. 

  

All the operative part tasks have to be subordinated to the strategy and the way it is done and 

the methods and the basic principles have to be laid down in the concept plan so this is where 

the strategic plan are made operational.  

  

The strategy of the enterprise means the long-term targets, which induce deep changes in the 

life of the organisation and the definition of the tools and methods necessary to reach them. 

The enterprise can only become a success if it can ensure its long-term survival, which needs 

the enterprise to possess all the tools that enable it to flexibly adjust to its economic, 

technological, social and ecological environments in the long run. This tool is the strategy. 

When it is being made, the strategy looks for the answers to the following questions:   

• What is the mission of the enterprise? 

• What fields does it want to work in? 

• What kind of demands of what kind of consumers does it want to meet? 

• What essential abilities does it need to have or to acquire to be able to be at the vanguard 

compared to the rivals?  

• How can it reach consumer satisfaction? 

• What kind of  products, services and what circle of consumers does it want to reach and 

what tasks will come up for the different functions of  the enterprise, its activities and 

organisational units? 

  

As the point of having a strategy is the conscious preparation for the future changes in the 

present that is why the definition of the strategy is one of the most important tasks, functions 

of the enterprise. As the enterprises have to continuously adjust to the ever-changing 

environment, which can only be done if every member of the enterprise is sure of their tasks 

and they are able to react in time, quickly and in the right way. This is helped by the strategic 

management. The strategy is preceded by several strategic analyses even in the phase of the 

situational survey. The most important ones are (1) SWOT  analysis; (2) the problem tree and 

the  goal setting tree  as tools of the analyses of the problem and the target (3) PEST analyses; 
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(4) the  Porter competitiveness  index; (5) analyses of different portfolios e.g.  GE, BCG, the 

Ansoff and the Shell matrices; (6) life cycle analysis. 

  

In the first step of strategy-making we need to choose from the possibilities of how to get the 

competitive edge over the rivals: 

• The enterprise has to be different, that is the competitive edge is ensured by a product or a 

  service that is clearly different from all those of the competitors; 

• To get a cost advantage   (introduction of new technologies, increase of turnover, decrease 

  of expenditures etc.); 

• To get time advantage (quick adjustment to the ever changing environmental conditions, fast 

   introduction of novelties etc.); 

• The competitive edge may be achieved from the side of  the products, the services and the 

markets as well (segmentation). It has to be decided whether the main strategy is directed at 

the existing or the new markets,   and whether the enterprise should try to appear with its 

already  existing  products or new ones. 

  

It is advisable to make several varieties and discuss them with experts. The strategic 

variations may be formed from the different combinations of the possible circles of activities 

and the expectable long-term situational advantages. The strategic varieties are usually just 

outlines. The point is that each of them should point at a different direction and express a 

different image of the future. The criterion system applied to assess the strategic variations 

should answer the basic strategic questions and it should help to decide whether the main 

directions defined in the strategic version are right.. 

  

As life, the environment and the market situation are likely to change quickly, the strategy of 

the enterprise has to be entirely  revised continuously and periodically,  and it needs to be 

adjusted to the ever-changing economic and social environment. 

  

1.3.3. Elaboration of the chapters of the BP 

  

After the concept plan has been made, the chapters and the phases of the business plan have to 

be elaborated systematically. It has to be coordinated by one single person but the plan itself 

should be made by a team.  The different sections should be elaborated in detail by those who 

have the necessary expertise in the fields concerned, but they have to be discussed with the 

other people on the team as well. The colleagues should be asked at the very beginning to 

think in three versions or scenarios: there should be an optimistic, a pessimistic and a „most 

likely‟ that is a realistic programme. 

  

1.3.4. Monitoring, control, and assessment/evaluation of the business plan 

  

Monitoring, control, and assessment naturally examine different areas.  The definitions are as 

follows: 

• Monitoring is based on a continuous collection of data, which enables the management, the 

decision-makers to check the progress of the activities regarding the targets set. 

• Control means a permanent supervision of the processes, activities and its purpose is to 

prevent and filter frauds and mismanagement. 

• Assessment of a business plan means a complex examination of the effects of the BP after it 

has been implemented. It is carried out in view of the economic demands we wish to meet.  
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Monitoring is none other than keeping track of how the targets set are reached, how the target 

actions are implemented.  It is based on the numeric expression of the targets set previously. 

The point of monitoring is that the real values of the indicators defined earlier should be 

continually collected and analysed    by the BP executives, providing the management and the 

proprietors with unambiguous, clear-cut information about the implementation of the BP, and 

the up-to-date situation of its certain parts. Although monitoring is mainly characterised by 

constant data and information gathering, it has a wider interpretation as well. It includes the 

whole planning and setting of the monitoring system, the definition of indicators; data 

collection and analysis in the phase of implementation, recommendations based on the 

findings to make alterations of or intervention in the process of implementation; and finally 

decision-making as a task of the management. So: monitoring examines the performance 

compared to the targets set, and the plans laid down and the future envisioned.  

These targets and ideas have been defined on different levels of their effect mechanisms: both  

result and output indicators have been defined in the numeric expressions of the targets on 

different levels, as for the inputs: the basis is the budget plan of the different elements, while 

monitoring examines the factual data of how the inputs have been used, how the activities 

have been carried out,  as well as those of the output  and the results.  Also, if it finds any 

discrepancy between these data and the plans or targets, it enables the decision-makers to 

intervene, that is alter the process of implementation. 

  

After the business plan has been compiled, the decisions are made and then it is implemented, 

that is carried out. If we have created a dynamical business plan, while it is being 

implemented, we should  continually  update it with the registered data that keep coming in at 

least on a monthly basis, which will mean that the nearer we are to the completion, the more 

exact ouzr plan will become. Keeping track of the business plan is closely connected to 

comparing and contrasting the data and the definition of dramatic discrepancies which in turn 

will result in creating action packages.  

The primary task of control while the BP is being carried out is to ensure that the prevailing 

internal and external regulations are obeyed in the following areas: 

• Segregation: it is necessary that the different competences and spheres of authority should 

be segregated. It means a great risk if there is one single person who is responsible for the 

whole transaction. The more people are involved, the more frequent the control is, the smaller 

the likelihood of accidental mistakes or wilful manipulation. The processes of initiating or 

launching projects, authorisation, execution, storing, issuing invoices and completing 

payments must be segregated The delegation (segregation) of responsibilities and authorities  

is not a problem in the case of larger organisations, however, it may  be difficult to  handle it 

in smaller ones. 

• Organisation: we need a kind of organisational „map‟, which describes the responsibilities, 

their distribution and delegation unambiguously draws the lines between different tasks and 

scopes of authority. 

• Authorisation (granting permission to do things and approval of activities):  these are among 

the most important check-points in any organisation. Every transaction has to be permitted 

and approved of somebody and the person responsible has to be taken a record of in order that 

later the name can be retrieved. 

•  „physical‟ (material, tangible) tools: It is important that the  „physical‟ tools should be kept 

safe, and only those authorised may have access to them ( e.g. storage places, securities 

/bonds, stocks and shares/  the limitation of access to electronic devices with keywords, taking 

good care of important documents). 
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• Supervision: on all levels of the organisation, all regulations and measures have to be 

supervised, there has to be a manual of procedures. The spheres of authority and the 

responsibility of supervision have to be clearly laid down. 

• Personnel: you have to make sure that the staff members are capable of carrying out their 

tasks. The process and the quality if internal control depends on the expertise of the staff.  It is 

of great importance to check  how recruitment is made, references, (people, profiles etc.), and 

the career/promotion opportunities, compensation, allowances  and benefits. The reliability of 

the personnel is of key importance as well, which comes complete with the personally tailored 

task delegation.  

• Finance and accountancy: Besides the task of documentation, there must be a control of 

authorisations, the entirety of data (everything has to be carefully and fully  recorded) and 

precise data processing.  E.g. checking all the documents, records, calculations, final sums, 

chronology, checklists of forms to fill in, invoices, receipts etc.  

• Managerial: Managerial control means a comprehensive survey, it compares the real data 

with the plans, the budget and carries out  the supervising  procedures of internal auditing.. 

  

The main task of assessment is to check the implementation  of the operational targets  that fit 

the strategic aims laid down in the concept plan. It often happens that the fiscal year ends with 

a positive result, What was laid down in  the BP has been carried out exactly, however, the 

main targets have not  been fully  reached. In such a case, a more thorough examination is 

needed, because either the strategy has not been defined correctly or they have not been able 

to adjust properly to the changes of the environment, which may  mean that the economic 

sustainability is in danger.  

  

Control questions: 

1. What are the basic characteristics of planning? 

2. What time stretches are the planning system characterised by ? 

3. How do you define the strategic, tactical and the operational plans? How do you compare   

and   contrast them? 

4. What do the following expressions mean: (1) „top-down‟; (2) „bottom-up‟; (3) „counter-

current planning‟? 

5. What must a well-made plan contain? 

6. What are the basic characteristic features of business planning? 

7. What are the targets business plans are made for? 

8. Describe the target system of the business plan. 

9. What target groups does a business plan have   and what parts are accentuated in 

connection with the different target groups? 

10. What are the questions to be answered in the BP from the point of view of the recipient 

organisations? 

11. What formal and content demands does a good BP have to meet? 

12. What is the minimum data-, information- and resource-demand of a BP? 

13. What are the main phases of making a business plan? 

14. What expectations must a good business idea live up to? 

15. What is the difference between monitoring, control and assessment/evaluation of a BP? 

  

Questions to develop competences 

1. Define what a business plan is and list the keywords and characteristics. 

. What advantages and disadvantages could there be if we want to involve professional or 

financial investors in our business concept? 

3. Could you list targets that appear in a strategic plan? 
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4. Could you list targets that appear in a tactical plan? 

5.  Could you list targets that appear in an operational plan? 

6.  Could you list targets that appear in a business plan? 

7. Generate a business idea and carry out its comprehensive self-test (assessment).  
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22..  EEvvaalluuaattiioonn  ooff  iinntteerrnnaall  aanndd  eexxtteerrnnaall  eennvviirroonnmmeenntt  ooff  ffiirrmm,,  sseeccttoorriiaall  

aannaallyyssiiss  

(János Felföldi & László Szőllősi) 
 

Economy can be broken down into three main territories of surrounding environment. 

External environment includes two, whilst the firm itself shall be described by its internal 

attributes. The analysis of external environment is an analysis of macro and micro 

environmental factors, while internal environment can best be described by exploring 

enterprise resources, organizational structure and culture. The very first step to develop a 

business plan is to start with a situation analysis, which covers both internal, and external 

factors in addition with stakeholder relations. Methodologies related to these type of analyses 

will be discussed in the following. 

 

 

2.1. Evaluation of external environment 

 

The length of this part in the business plan might vary due to the fact whom is addressed with 

the outcome. Usually it‟s the most detailed when the company develops for itself, especially 

when this is considered to be the first “starting business plan”. When analyzing a specific 

external environment factors of product groups, services which are related to the company 

profile must be considered and included. Here shall be introduced oncoming trends, expected 

development, estimated volatility and etc., which are relevant factors according to our 

services and products. This part of the analysis is important for a company because it helps in 

the preparation for changes coming from external effects, while also giving a brighter picture 

of the target market.  

 

External environment can be derived to a broader, more average environment, and to more 

specific competitive one (figure 2.1.). This broader environment contains all element of 

nature, surrounding technological knowledge, social value(s), culture, social status, economic 

and political conditions and all their equipments. 
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Figure 2.1. Main elements of a company’s environment 

Based on: Csath (1994)  

 

2.1.1. Macro environment 

 

When analyzing the broader environment we use political, social, economic and technological 

factors. These factors are included in the PEST-analysis. Also, these original four factors have 

been extended with the aforementioned (figure 2.2.). 

 

 

Political factors (P) 

Legislation, competition laws governing foreign 

investment laws, tax policies, government laws 

and the structure of government stability, 

regulation and environmental laws, regulation of 

the activities pressure groups, etc.. 

Economic Factors (E) 

Economic cycles, GNP and GDP trends, interest 

rates, rate of inflation, the financial markets, 

development of employment and capital 

formation ratio, the level of trade costs, 

unemployment, changes of disposable income, 

energy and other prices, infrastructure 

development etc. 

Social (Cultural) factors (S) 

Changes in demographics, income distribution, 

social mobility, the factors determining the 

evolution of the life style of certain social groups, 

differences in lifestyle, work and leisure in the 

relationship, skill development, religious groups, 

etc. dominant opinion leader groups. 

Technological factors (T) 

Government R&D performance, and related 

policies, technology transfer, innovation 

potential, number of patents, educational level 

and ratio, level of computerization and ICT , 

technological infrastructure, etc. 
 

2.2. Figure PEST-analysis 

Based on: Marosán, 2001 In.: Kresalek, 2003 
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PEST is abbreviated from the starting letters of the following words: political, economic, 

socio-cultural and technological. By political factors we refer to a country‟s form of 

government and state, legislation, jurisdiction, execution, constitutional law, etc. (Szűcs & 

Nagy, 2004). From the range of political factors political stability and environment should be 

emphasized, as they reflect the frequency of changes in governing powers, ministries, and 

authorities. An important thing to be investigated the impact of all-time government on 

legislation, intervention in the tax system, and business. Ethics of business and government 

relations can be examined also. At this point, we can examine the extent of which government 

policies are pushed into the economy, are there any major and/or important agreements which 

regulate trade and business. In many cases it may be important is how the government relates 

to the cultural and religious areas of life (Nábrádi Nagy, 2007). 

 

Economic environment and factors are also highlighted areas of the PEST-analysis. This 

include all elements of income levels, income distribution, quality of life, consumer habits, 

propensity of save. Demographic and economic factors both define purchasing power related 

to a market or region (Szűcs & Nagy, 2004). Here it‟s optimal to make a longitudinal 

examination of unemployment rate, rate of inflation, change of interest rates in case of a 

certain are (e.g.: region, sub region etc.). Changes of GDP and its trends can tell much about 

economy. In essence, when we examine economic factors, we are analyzing both short- and 

long-term predictability and safety of market stability (Nábrádi & Nagy, 2007). 

  

The third priority area of the PEST analysis is examining the social and cultural factors. These 

include cultural values, traditions, social norms and conventions, religious beliefs of a region 

that affect a company‟s markets, human resources and labour forces through production and 

management as a whole. What is to be examined here? Of course factors, which can be 

related to products or services of the subject company. Among these religion or linguistic 

difficulties might be addressed as if they identified as market barriers for a certain product or 

service. The acceptance ratio of foreign (originated) products can be also examined. Average 

age of residents, state of health and healthcare might also prove to be important viewpoints, 

just as the strength of commitment to “green” the environment (Nabrádi & Nagy, 2007).   

 

At the last, but not at least we have to mention technological environment and factors. These 

are scientific researches, development and impact, processes of innovation, technology 

brokering institutions, etc. Technologies, and ongoing development of new technologies used 

inside a company are accounted as key indicators of competitiveness of companies‟ from the 

‟70 on the global market (Szűcs & Nagy, 2004). When analyzing technological factors it‟s 

important to investigate if these enable the company with cheaper production and/or improved 

quality. On the whole, are the terms in place of business services in order to innovate the 

production or use? Here we might think of how prevalent are - such as - electronic banking 

services, or mobile network. It is also appropriate to consider whether the technology 

advances for example a distribution system, or is a technology affected by the ratio of how 

commonly used the internet for purchasing tickets and etc. (Nábrádi Nagy, 2007). 

 

These four main elements of PEST might get extended with other relevant factors, such as the 

state of natural environment. Some of the resources of an enterprise are originated in natural 

environment. The role of environmentalism, the importance of sustainable development are 

getting more and more in the foreground of corporate thinking. This is due to the fact that 

executives realize, that natural resources cannot be exploited without serious consequences, 

and demolishing nature cannot go without paying a price at the end. On the other hand, 

environment friendly thinking is highly subsidized by the government with differentiated 
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subsidies, and command-and-control mechanism of legislation in order to spread out green 

products.  

 

According to Szűcs and Nagy (2004) the analysis of the macro-environment is an exhaustive 

and comprehensive analysis, and is primarily responsible for establishing the strategy and/or a 

secondary analysis, short term or only for the merits of the relevant factors and actual 

influences. 

 

2.1.2. Micro environment 

 

After the analysis of the broader environment, an examination of closer stakeholders and 

institutes is also necessary. An economic sphere, which contains a group of actors with 

similar needs of inputs and outputs related to products and services is referred to as „industry‟. 

A „division‟ has a narrow sense of its own, relating to an exact sphere where a company is in 

competition with one identifiable product.  

 

Actors of the competitive environment are in effect of the enterprise directly, and have direct 

impact on their product and services. At the same time, the enterprise is in retroaction with 

these actions also, so the system has its interdependencies. Michael Porter developed a 

framework to enable a more objective positioning of the company, based on the estimates of 

competitive powers of market participants. “The essence of a competitive strategy is to 

position an enterprise in its environment. Even if this environment is quite broad – as social 

and economic factors are also included – the immediate environment is labeled as industry 

where the enterprise compete.” (Porter, 2006)  

 

The strength of competition is determined by the structure of the industry. For Porter's five 

basic competitive factors please look at Figure 2.3. These actors (factors) typically referred to 

as Porter's "five competitive forces" which are 1) customers and consumers, 2) suppliers, and 

3) substitute products (product position), 4) competitors; 5) new entrants. 
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2.3. Figure Porter-five forces model 

Based on: Salamonné Huszti, 1995 In.: Kresalek, 2003 

 

2.1.2.1. Buyers and customers 

 

From the aspect of analysis in relation with an enterprise the most important is to examine its 

customers. Consumers of a by-product or services demand a deep and broad analysis, because 

they determine the income. What shall be considered when we examine our customers? This 

is a question of aspect, which is based on differentiated judgment of value related to our 

productions. As a matter of fact different perceptions will appear related to different goods 

(e.g.: durable or luxury goods). At the first time, we must examine how big is a certain 

market, and how many and how fragmented are the customers on it. For exploring these 

factors we can use statistic databases, market surveys, or our personal knowledge.  

 

Competitive prices, and different products enable customers with a wide variety of selection 

of our and other goods, on the whole competition is giving an option to customers to select 

between suppliers. The more specific a product or service, and the smaller the supplement 

side is costumers face lower and lower bargaining power over the producer. However, the 

higher the market share for a buyer of a product on the market, the more important it will be 

for the producer. Hence, losing customers from a small group of them, or losing a playmaker 

can affect the profitability seriously through income.  

 

Through examining quantities of potential customers, analysis of quality can also come 

handy. Significant variations can appear between customers in respect of gender, age or 

educational level etc. (Nabrádi & Nagy, 2007).  

 

Our aim is to get information of our customers‟ (end-users) expectations, and find out how we 

can correspond to these needs. If an enterprise does not produce a by-product, but is 
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complementary to another, then the emphasis are on how the firm can contribute to the final 

product or service, to meet needs of end-users. Also it‟s important to see what advantages and 

opportunities are being provided for the manufacture of final products. These factors can be 

extended with conventions, norms, values, and influences coming from them.  

 

 

2.1.2.2. Suppliers 

 

Suppliers are basically the companies which we are in daily contact with, because they are 

selling semi-finished or finished products to us. In fact, we, the enterprise are customers of 

suppliers as we buy from them. The latter fact should be acknowledged in principle as 

suppliers are up to meet our needs, but we must not forget that there are many transport 

markets. Where many suppliers compete for a customer a different strategy shall be used, 

compared to one in a monopole situation. A wide range of examples of the latter are public 

services such as electricity, gas, occasional travel. If the supply market has monopolistic 

nature, then we are exposed to market arbitrary, hence we are forced to accept the terms 

dictated by them. Otherwise, however, we can compare and compete suppliers and choose the 

most favorable for us. It‟s never irrelevant for an enterprise which suppliers they choose, as 

they can be differentiated by deadlines, prices etc. For this reason the analysis of possible 

suppliers is very important. 

 

Strength and weight of suppliers are depending on their numbers in comparison with 

producers, how many of them are available on the market, and how specified they are. From 

the aspect of an enterprise the suppliers‟ bargaining power against us is the most important 

factor. The question is that do we have to cope with them, or we have the possibility to choose 

from them. A supplier of special product or service has higher, while an average product or 

service supplier have lower bargaining powers and ability. This can be also influenced by 

factors of substitution related to a product on a market.  

  

2.1.2.3. Substitute product 

 

If there is a substitute product on the market, a certain price will appear from which a 

customer will prefer to choose another product. This other – substitute – product, or service is 

able to meet the required specific customer needs. The producers of substitute products are in 

competition because their products affect the highest price that buyers are willing to pay for a 

given product. Through this they have a significant impact on profits available in the industry. 

When looking to this factor, we must examine what, and how many substitutes does our 

product have, and how these relate to ours in amount, timing of distribution, and in dynamics 

of market penetration. From these differentiations of quality and quantity we can determine a 

market position. The latter is also coming from customer needs, which are essential to identify 

our position on the market. 

 

2.1.2.4. Competitors 

 

When evaluating external environment it‟s important to look through the competition between 

existing market players, as this a key influencer of profit coming from a certain activity. As 

each race people are “entering the ring”, and results show that there are winners, and losers as 

well. Just like in sports, good tactics can overwhelm more powerful competitors, if we are 

able to investigate their weaknesses and strengths. What should be considered when analyzing 

your competitors? Firstly, how many are there, and what‟s their distribution. We can identify 
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their numbers, and size as this is referring to their concentration. The ratio of concentration is 

estimated from the combined market share of the largest players on the market. The higher 

concentration is to be faced, the larger is the risk that smaller competitors will get out of 

business due to big enterprises can easily manipulate prices. Exit barrier is another 

determining factor, which can be high when we are speaking of an activity with significant 

equity involved. It is important to measure the capacity utilization, because the higher the rate 

of unused capacity in the industry, the greater is the competition for market share. It is 

appropriate to analyze here also that what kind of distribution channels your competitors use 

to sell their products to customers. The market rate shareholders, must not lead to retreat an 

enterprise. Many business examples prove that once great companies with serious amounts of 

market share have been defeated by new comers with good business politics and by using 

market niches, or just by identifying their competitors‟ strengths and weaknesses.  

 

2.1.2.5. New entrants, new comers  

 

Regular market players have, or might have certain advantages. Primarily think of existing 

business experience, knowledge of local conditions. Moreover, additional capital 

requirements, product differentiation (they are familiar with the name of relevant products), 

economic scaling experiences, size-dependent cost advantages (e.g.: good raw material 

procurement, access to distribution channels) as an advantage may occur. New entrants may 

suffer from high equity needs, and from the absence of all above mentioned.  However, a high 

profit promising sector with expanding market opportunities for an industry or a dynamic 

sector attracts many to enter. 

 

 

2.1.3. Sector, Industry analysis 

 

Sector, Industry analysis, and all related specifics and objectives will be introduced according 

to Szűcs (2010).  

 

The goal of a Sector/Industry analysis, is to present and analyze the broad environment in 

which the enterprise is taking part, and where their main ventures and activities are involved.  

With the industry analysis we can provide a comprehensive and meaningful picture for those 

who are not familiar with the sector, and equip them with a relative perception of its economic 

value. After studying the chapter the reader gets an overview of the sector and industry, and 

its main characteristics (size, integration and linkages with other sectors, organizational 

background, branch specialties etc.), also a glimpse into the most important industry trends 

and future outlook of industry competition, major market shares and market opportunities. 

The main characteristics of the sector will be introduced first, such as: (1) size (input and 

output side), (2) integration capabilities (vertical, horizontal) and (3) linkages to other sectors, 

(4) organizational background, and (5) sector, industry specialties. 

 

As a first step we briefly introduce the weight of industry in the national economy. In case of 

the enterprise participates in the international market the analysis must contain factors related 

to this broader environment. First we express the quantity of products in naturalistic or 

monetary units by the industry (such as earnings) and subsequently with the sector‟s most 

used resources (such as land, human resources). If this were presented in appropriate detail, 

the reader will be able to realistically judge business opportunities presented in the business 

plan related to the sector. 
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Following the description of sector size and the latter coordination mechanisms, possible 

horizontal and vertical integrations, and existing relationships in an industry related to other 

industries are to be presented. When examining connections to other industries we are 

identifying factors which show by what inputs they connect to us, and by what outputs we 

connect to others.  

 

By organizational backgrounds we present the entrepreneurial forms of industrial actors also 

their proportions, and their ownership structures. This selection lists all industry associations, 

trade unions and their role within the industry. In case we identify a monopole situation 

within the industry (e.g.: price fixing), it‟s worth showing, even if it does not officially exists.  

 

Sector specialties, other sector characteristics have great importance. Always put emphasis on 

details of financial and liquidity indicators, because without these erroneous conclusion can 

be derived. Example of such activities include agricultural crop sectors, where most of the 

year only expenses occur, while revenues are realizable only for a short period of time, not to 

mention the specialty of field inventory prices. Today, most financial institutions reached the 

level where balance sheet and income statement indicators are interpreted favorable, or non-

favorable differentially depending on sectorial and industry-specific features. It is obvious 

that enterprise engaged in commercial activities have different financial ratios (e.g.: liquidity 

ratio) than businesses involved in agriculture. In addition to the aforementioned, we shall 

include all other specifics of the industry or any other industry which are not covered before. 

 

Following the presentation of the main characteristics of the industry we continue with trends 

and prospects. We analyze the current and future state of the industry related to national and 

international economic conditions. Futures changes in production structure, produced 

products and services and their composition matters shall also be presented.  

 

Key actors of an industry will be described in detail in a separate section. Here we can 

mention dominant market shareholders, production volumes of those, connections of 

participants, cooperation, and competition.  

 

When analyzing market opportunities and barriers related to a certain industry an examination 

of its products‟ position and their influences is required (e.g.: consumption patterns, 

administration). We present the industry‟s main markets in respect of geography and 

consumption. We describe the similarities and differences between most important markets 

(e.g.: cultural habits, religion and their effects on consumption patterns). Also we include 

expected changes in the market, and consequences.  

 

The chapter ends with a summary of the main changes expected in addition with trends, and 

their likely economic effects in the sector. 
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2.2. Evaluation of internal environment 

 

The next general step of the situational analysis is to introduce the internal environment of the 

enterprise. The goal is to analyze and gather information which describe in detail the utmost 

important institutional organizational resources and attributions. The enterprise might lay its 

strategic position upon this. Main areas of the internal evaluation are: 

 Measurement of resources inside the organization 

 Measurement of attributes inside the organization 

 

Resources of the organization cover all elements of financial, and non-financial properties 

(equity, property rights, information system) which a firm have control over. This also include 

all material, and immaterial elements. 

 Financial resources 

 Operational resources 

 Rights 

 Management information system, databases 

 Marketing resources 

 

It‟s necessary to identify resources and attributes in areas of 

 Organizational resources 

 Organizational structure 

 Organizational culture  

 

However, when coming to points of strengths and weaknesses we have to analyze them in 

connection with exact divisions of enterprise such as: products, operations, sales, marketing, 

financial situation, R&D, personal changes, organization. We search for answers from the 

following aspects consequently (figure 2.1).    

 

Figure 2.1 Competition and Industry potential 

Corporate competition Long-term Industry Potential 

• Market share compared to 

competitors 

• Access to decisive competing 

factors 

• Profit margin compared to 

competitors 

• Measures of additional services 

• Market and technology knowledge 

• Development of applied technology 

• Quality of leadership 

• Market size and growth rate 

• Industry profit margins, and 

expected access 

• Intensity of competition 

• Seasonality and cyclicality 

• Technology and capital 

requirements 

• Social and environmental 

constraints 

• Entry and exit barriers 

Based on: Own Edit 
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A corporate diagnostic method is labeled as SWOT, which will be introduced in the 

interpretation of Szűcs and Nagy (2004). During a SWOT we categorize factors as strengths, 

weaknesses, opportunities and threats. Strengths are considered as inner resources and 

conditions inside an organization. Weaknesses are exactly the opposites of the latter, as they 

mean an absence of resources and attributes in the organization. Opportunities stand for 

external options, which can influence an organization in a positive direction, whereas threats 

can lead to negative results. 

 

After categorizing factors under the four labels, a second step occurs, which is beyond 

understanding organizational situation. In case we position all relevant elements into SWOT 

categories we get a coordinate system from which we can identify dimensions necessary to 

define entrepreneurial strategy (figure 2.4).   

 

 

 
Figure 2.4 SWOT-analysis as a strategy descriptor 

Based on: Szűcs & Nagy, 2004 

 

For what we have resources for, and if external conditions are considered good we can 

bravely design an offensive strategy. But always be cautious with external opportunities, and 

weaknesses. We can only make changes in these line ups after resolving these issues with a 

well-defined preference. As speaking of strategies of weaknesses and non-favorable external 

conditions those are considered the best which does not waste resources on developing, but 

rather putting exiting or dismantling in priority. R&D in the intersection of threats and 

strengths considered to be risky, and need caution. Usually, these have relevance when 

offensive strategy does not exist.  

 

Strategies derived from a SWOT must be analyzed in addition with risk factors also. Risk 

analysis is an indispensable part of the situational analysis. Risk is described as an uncertain 

event, or condition which has a negative effect on the organization. Questions of dependent 

and independent factors must also be addressed in addition with occurrence probability. Based 

upon these a classification system must be set up which can simulate the probabilities of 

occurrence, and related impacts.  

 

Product life cycle is an important tool of strategy planning. Each cycle have strategic actions 

which are in connection with success factors (figure 2.2).  
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Figure 2.2 Characteristics of product life-cycle phases 

Industry 

attributes 
Penetration Increase Maturity Decrease 

Products 
Quality problems, 

product variants 

Quality 

improvement, 

reliability 

Common product, 

smaller changes 
Lowering product 

differentiation  

Competition Few 
Many new 

entrants 
Rising price 

competition 
Market exit 

Key factors 

Product 

innovation, 

services, 

reliability 

Mass product, 

volume, branding 
Cost-saving 

manufacturing 
Reducing 

overheads 

Based on: Roóz, 2001 In.: Kresalek, 2003 

 

Portfolio models are used for the analysis of positioning business units, and products. These 

try to faithfully reflect market positions, performance, strengths and weaknesses through inner 

resources. A BCG matrix – also known as growth/excellence matrix – is the most common 

method of analysis (figure 2.5). The two main parameters of the BCG are relative market 

share and market growth rate. The preceding parameter tells about market position of 

competition, while the latter is about market potential. The attributes of the four field are the 

following.  

 

Question marks: Means low market share and high market dynamics. Fields have different 

names occasionally such as: Troublesome child, or wild cat. Cost level is high. Products can 

be found at where the rate of growth is high, hence absence of cash can be high. It‟s always a 

question for an enterprise that products being here are able to be transformed into “stars” or 

“cash cows”, or their resources should be redistributed into different areas. If an enterprise 

choose to transform the before mentioned into “stars” they rather start investing in marketing, 

into the product, and lowering the price. Another option is to abandon the market. The 

decision is determined by available financial resources. If resources are abundant and plans 

are based on financial conditions staying on market becomes an option, otherwise in lack of 

resources exiting is the only fulfilling solution. 

 

Stars: It‟s described by high market share and market growth rate. The enterprise is in leading 

position. This leading position requires high cost in order to retain competitors but through 

sales activity a high level of cash flow is realized. The main strategic goal of the company is 

to maintain the distinctive advantages against competitors. Potential profit is high, but fast 

growth requires concentrated financial resources. Main movements are intensive advertising, 

introduction of new product variables, price reduction and increase of sales opportunities.  

 

Cash Cows: It‟s described by high market share and low growth rate. Both product, enterprise 

and the strategy behind it is a leading position on the market, but also they are in maturity or 

decreasing stage. Customers are loyal, and competitors are in background. Sales level is 
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constant, profitability is high due to stable costs. Products at this field generate high cash 

flow. From the strategic point of view the goal is to maintain the exploit of market 

opportunities, whiles transferring additional profits into different R&D activities.   

 

Dogs: Low market share, low growth rate. Products of this field have low sales level, market 

is in decrease, or in late maturity stage. There is not enough customer and competitors are in 

ave. Cost disadvantages are significant and growth opportunities are limited. For these 

products only exit and reorganization can be the strategy.  

 

 
Figure 2.5 BCG-matrix 

Based on: Mészáros, 2002 In.: Kresalek, 2003 and Kotler, 2000 

 

The goal of enterprise is to establish a well balanced portfolio system. For this reason their 

aim of investment is to transform question marks into stars or cash cows, and to maintain 

highly profitable positions. Movements in the matrix ensures that the enterprise operation 

efficiently.  
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Control questions: 

 

1. Describe the main elements of the business environment! 

2. Enlist at least 5 methods, which are used for the evaluation of internal and external 

environment of an enterprise! 

3. What PEST is used for? Describe its essence! 

4. What method is used for the evaluation of the microenvironment? Describe its 

essence! 

5. What SWOT is used for? Describe its essence! 

6. Describe the characteristics of the product life-cycle stages! 

7. Describe the BCG matrix, and its possible connections! 

8. Describe the tasks which occur during an industry sector analysis. 

 

 

Competence development: 

 

1. How can deduce, or establish a strategy through a SWOT? What steps are to be taken 

in each stages of the life-cycle? 

2. What strategic actions would you take during positioning a product? 
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3. Marketing plan 

 

One of the most important parts of a business plan is the chapter about marketing, because 

this defines the type of the proposed company, and the way a company could be successful. 

Marketing plan should contain how a new company plans to influence the market and react to 

market relations in order to realize turnover. Marketing plan determines how new companies 

achieve their appointed market goals. It reviews the results of relevant market researches and 

market analyses, and the strategy based upon the further mentioned researches which help to 

exploit market possibilities and gain competitive edge against competitors. Marketing plan 

determines the tasks that should be done and determines how, when, and who should do them 

on the market. Among other things, this part of the business plan defines the market demand 

on the company‟s activity. The existence of market demand is a vital requirement; the content 

of the business plan will not be realized without it. 

 

Many companies offering attractive products have failed because of their marketing strategy; 

either because they don‟t have one, or because their implementation program was inadequate.     

Many of venture capitalists believe that the successfulness of a new company mostly depends 

on factors affecting the demand of a product or a service. Considering the above mentioned 

things, we can state that the person who makes the business plan should develop an 

interesting, and at the same time thought-provoking marketing plan based on a profound 

market research and market knowledge, anyway.  

 

The inside structure of marketing plan defined as a part of a business plan can be very various 

(for example it is not the same if the business activity belongs to the Business to Business 

(B2B) or to the Business to Consumer (B2C) category); but the following elements are 

compulsory required: 

 the expected size of the target market and the market share of the company (in value 

and percent, if it is possible, for years ahead); 

 buying habits and purchasing decisions of target consumers and customers of a 

product/service; 

 market share, quality, price, capacity, distribution, services, guarantees, etc. of 

competitive products; 

 competitive advantages of products/services; 

 price policy: price for services (products) compared to the same of competitors‟, 

shortly presenting the advantages offered to the buyers; 

 getting and holding buyers‟ attention (promotion); 

 costs of positioning (product components: technical parameters, brand, packaging, 

label); 

 marketing channels, selecting distributors, the fields covered and the products sold by 

them per unit of time (for example per month) 

 demand forecasting and sales forecasting; 

 marketing budget (Polereczki and Szűcs; 2010). 

 

Whereas, the marketing plan presented here is the part of the business plan, the inner structure 

differs from the structure used in case of developing a separate marketing plan.  
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Certain parts have been represented in some chapters about business plan, so these parts will 

not be specified in this section. 

 

 

3.1. Marketing situation report 

 

In market situation report the company‟s macro and micro environment should be separately 

mentioned. The analysis of the company‟s macro environment is also the organic part of the 

strategic plan, therefore some parts can be the same; but in marketing situation report the 

main points are market effects of the macro environment. In the course of analyzing micro 

environment, especially market situation, competitors, potential customers and market 

segments should be dealt with. While preparing this chapter, mention that only relevant and at 

the same time important background information should be represented. 

  

Macro environment is the wider environment of a company, the relation with it is indirect.  

Elements are the following: demographic factors, economic, natural, technological, political, 

legal and social environment. 

 

Demographic environment: involves the number of inhabitants, the composition, territorial 

position, health condition, and qualification of population, and all the changes and tendencies 

of these elements. 

 

Economic environment: this environmental element contains income relations, income 

distribution, standard of living, buying habits and population‟s willingness to save. 

Demographic and economic environment together determines the purchasing power of a 

market or an area. 

 

Natural environment: some resources of a company come from natural environment. The 

environmental protection and sustainable development are more and more important in 

company‟s mentality. On the one hand, it is because managements of companies realize that 

natural resources should not be overexploited, and nature cannot be damaged without 

consequences. On the other hand, companies are motivated and forced to start using 

environment protecting technologies and launching environmentally friendly products by 

different government regulations and differentiated support programs. 

 

Technological environment: factors of technological environment are scientific researches, 

technological innovations, and organizations inducing them; innovation processes; institutions 

dealing with mediating technology. From 1970‟s to nowadays, the continually renewing 

technology applied by companies had become an essential competitive factor in global market 

competition. 

 

Political, legal environment:  form of government, political stability, legal security, legislative 

system, laws, and the complex monitoring system of a state. 

 

Social, cultural environment: contains cultural values, traditions, social norms, habits, 

religious beliefs, etc.. It influences both the markets of the company and by labor force the 

whole production and management. 

 

Macro environmental analysis can be created with lots of methods, and it is suggested to use 

more than one to examine the factors, changes, current and future effects of macro 
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environment. We will get more complex and realistic picture if we create macro 

environmental analysis by using methods based on at least two or three different process-

principles. 

 

In connection with macro environmental analysis, mention again that the analysis of every 

portions of it is mainly the task of the analysis supporting the strategy. In business and 

marketing plan only relevant and influential factors should be dealt with. 

 

Micro environment is the near environment which the company continually and directly 

affected by during its‟ operation. Micro environment is also called competitive environment. 

Micro environment involves factors which basically determine industrial and sector 

competition. These factors directly affect the company, namely they directly influence the 

production of products or services and at the same time the company can also influence these 

factors. These factors are mainly the following: (1) suppliers; (2) customers; (3) competitors, 

competitive situation; (4) consumers, public opinion; (5) position of a product or service; (6) 

distribution situation, distribution channels (market intermediaries). These factors determine 

the competitive environment of the industry. By analyzing these factors our aim is to define 

elements affecting the competition and to estimate the competitive strength of the factors.
1 

 

Suppliers: In this chapter bargaining power of suppliers should be analyzed against 

production companies. Suppliers of differentiated products or services may have advantage 

over producers, while in case of undifferentiated products producers‟ bargaining power is 

greater than that of suppliers. The power and importance of a supplier is mainly affected by 

its‟ relative size compared to the producer, the numbers of market participants, the numbers of 

them we work with, and the uniqueness of a product or service offered by them. (See also 

2.1.2.2. subsection) 

 

Customers: In so far as it should be calculated with, price competition and substitute products 

on market give options to customers. The more particular the product or service and the lower 

the supply are, the lower the bargaining power of buyers against producers is. However, the 

higher the buyers‟ market share on the market of a product is, the more important he/she will 

be for the producer. It results that numbers of customers and market share of them are 

important factors, because products get to consumers by these channels. (See also 2.1.2.1. 

subsection) 

 

Competitors, competitive situation: Market participants already on the market have or may 

have certain advantages. Firstly, the extant business experience and the knowledge of local 

relations are these advantages. Furthermore, all the additional capital requirement, product 

differentiation, knowledge and level of economic lot size; size-dependent cost advantages, for 

example prosperous procurement of raw materials and access to distribution channels can be 

advantageous. High capital requirements and the above mentioned advantages of extant 

market participants make work harder for new market participants. (See also 2.1.2.4. 

subsection) 

 

The competition among extant competitors is important, because it mainly affects the profit 

that can be achieved by activities. The number and size of competitors are decisive because 

                                                 
1
 Micro environment is specified in chapter 2.1.2.. Mention that results of micro environment analysis is used 

not only for strategic planning but also for business planning. Do not forget that strategic plan is usually used for 

longer and business plan for shorter period. 
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this determines the concentration range. Concentration ratio can be defined on the base of the 

total market share of largest market participants. The higher the concentration ratio is, the 

greater the risk of smaller competitors losing ground of market share, because large 

competitors can easier make prices proper for themselves. 
 

Consumers, public opinion: Expectations of consumers (end users) should be revealed, and it 

should be presented how the product or the service meets these requirements. If it is not the 

end-product, than we should underline how and how much this product or service contribute 

to the production of the end-product satisfying demands, and what kind of advantages and 

possibilities it has in order to produce the end-product. This is completed by the appreciation 

of products or services by consumers and wider social layers; influential impacts and positive 

effects of connected habits, values and traditions. 

 

Position of the product or service: If there was a substitution product on the market, 

consumers would not be disposed to pay higher price for a product, because they would rather 

choose the other one. This other product or service is similarly able to satisfy the consumer‟s 

demand as the first product. Producers of substitution products might represent threat, because 

by their products they affect the highest price the buyers disposed to pay. Hereby, they have a 

great influence on the profit of industry. The rate of substitution mainly depends on the 

willingness of buyers to substitute and the price of substitution product comparing the 

dominant parameters to the price and parameters of the first product. In this part the types of 

substitution products on the market, the quality (capacity) and price of them, the availability 

of them in time and space, and their dynamic market increase should be estimated. 

 

Distribution channels: Distribution is the delivery of a product from the producer to the user 

(consumer) both in business and in physical meaning. The product should be there and then, 

where and when the consumer searches for it. The available distribution channel and the way 

how this channel fulfilling its‟ role should be revealed and displayed. Length of distribution 

channel is important which is determined by the numbers of resellers (intermediate traders). It 

should also be defined what kind of added values added by resellers increase the value of the 

product or service. Types, tasks and features of distributors in distribution channels should be 

revealed. It should also be defined how these features contribute to the success of a product or 

service. It raises the following questions: is the cost of product or service delivery to the 

consumer adequately low, is it available in proper quantity, or is the current distribution 

adequately sufficient. 

 

3.2. Analysis of marketing opportunities and problems 
 

The most often used method of analyzing opportunities and problems is the SWOT analysis, 

as we mentioned earlier. The most important advantage of this method is the simplicity; the 

acquirement requires a short period. However, creating analysis requires profound knowledge 

of the method and the specialties of the company (industry, business). Qualitative and 

quantitative information can be compared in one model by SWOT analysis. Analysis helps to 

set impulses coming from different special fields in a standard frame. The most frequent 

mistake is using SWOT analysis globally for the whole organization. By this process, at the 

end of the analysis, the value of separated information will be low. While creating the analysis 

it is worth focusing one business branch, one market segment, or one product. 
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In the course of analysis, separation of internal and external environment is important. The 

principle of separation is the existence of the component in case of the company does not 

exist. If the component would exist than it is an external element. In case of external 

environment the most important macro and micro environmental factors affecting the business 

should be taken into consideration. In case of macro environmental factors economic, 

population, legal, technical, political, social and cultural effects should be highlighted, while 

in case of micro environmental factors first of all the buyers, competitors, distribution 

channels and suppliers are important. 

 

In the course of analysis of external environment opportunities and threats should be 

examined, the competitors should be identified and surveyed. All the experts of functional 

areas should be invited to assess the competitors.  

  

The aim of analyzing opportunities is to map market potentials, that is, to find areas where the 

company can operate profitable. Threats often can be converted to opportunities but it 

requires sufficient and often serious resource investments. A good marketing strategy results a 

better or optimal resource allocation. 

 

In some cases changes of the external environment can cause threats. Environmental threats 

are challenges created by unfavorable environmental tendencies or consequences which can 

lead to turnover or profit loss in case of lack of marketing actions. 

 

The following potential external threats can occur in SWOT matrix: appearance of foreign 

competitors in domestic market; appearance of new substitution products on market; changes 

in consumers‟ demands, tastes and fashions; increasing regulations; economic recession; 

competitor new technologies; foreign trade barriers; low capacity of federated companies. 

 

After defining opportunities and threats, the general attractiveness of the business can be 

featured. Basically, the general attractiveness of a business can be divided into four 

categories: 

 ideal business with rich opportunities and low 

level of threats; 

 unstable business with high level of 

opportunities and threats; 

 mature business with low level of 

opportunities and threats; 

 business in trouble with low level of 

opportunities and high level of threats (Polereczki and Szűcs, 2010.) 

 

In case of analyzing internal environment, strengths and weaknesses are examined. A 

business should regularly estimate its strong and weak areas. The key element of the analysis 

is the customer centric approach. It is not important how we sense ourselves but how 

customers do it. Besides external customers, the opinions of “inner customers”, that is 

employees and fellow workers should be taken into consideration. Afterwards, some customer 

opinions can be converted to strengths or weaknesses. 

 

The management or an external expert evaluates the competency of the business on the field 

of marketing, finance, production and organization. Afterwards, these fields are classified as 

weaknesses or strengths.  A business should not improve all of its weaknesses and should not 
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trust in all of its strengths. Of course, realization of strengths does not mean that the business 

is strong. Cooperation of functional areas is also necessary to create a strong business. 

 

 

 

In the course of analyzing strengths and weaknesses, results should be appraised by 

concentrating the problems of customers and not by focusing the product. Successful 

realization of company goals depends on the strengths that can be converted to abilities by 

using the already existing resources. Weaknesses cannot be converted to strengths without 

some difficulties. These difficulties are often material and temporal natured. Whatever kind of 

changes happened in the production method of a product, customers only after a long time are 

willing to change their attitudes in connection with a brand of bad reputation. 

 

The management is supposed to analyze the global effects of strengths, weaknesses, 

opportunities and threats altogether. Defining dominant strengths and critical weaknesses 

plays key role in business successfulness. The task of the management is to combine strengths 

and opportunities and to convert weaknesses to strengths and threats to opportunities by 

examining table cells substantially. If implementation is successful, customer satisfaction will 

grow and competitive advantages can be evolved. 

 

After making SWOT analysis, main marketing questions should be defined to which decisions 

are connected in every case. These decisions based on analyses lead up to define marketing 

goals, strategies and tactics. Mention again that analyses cannot be autotelic; a conclusion and 

later a management decision should connect to them. 

 

 

3.3. Marketing objectives 

 

After making the analytic part of marketing plan, marketing objectives should be determined 

based on the results of the analysis. These objectives are direction indicators to future 

strategies and action plans. 

 

Firstly, after defining objectives, the period of implementation, the responsible person and the 

business unit should be appointed.  Secondly, different objectives should be consistent. In 

addition, objectives should be classified into a hierarchical system and if it is possible sub-

objectives should be derived from higher level objectives. Furthermore, objectives should be 

attainable, that can motivate competent people to do their maximum.  One part of general 

marketing goals pertains to marketing and sales activities while the other part relates to 

financial feasibility and financial results of them.  

 

3.3.1. Marketing goals 

 

Financial and marketing strategies depend on each other but their goals occasionally 

contradict. The management should decide what is more important: either to gain the 

proposed market share or to realize the defined profit.  

 

Marketing objectives should be defined and quantificated obviously and clearly. The most 

important factors should refer to the followings: 

  sales volume: 

o periodically; 
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o per target markets; 

o per distributional channels; 

 market share (absolute and relative); 

 consumer knowledge; 

 product appearance, packaging and size 

 

3.3.2. Financial goals 

 

In the course of marketing plan the aim of financial strategy is to reconcile marketing and 

financial goals and hereby to work out a marketing strategy that helps to realize the proposed 

profit and other financial goals (indices). Developing financial strategy can be divided into 

two parts: 

 analyzing the cost structure of products, that is where, how and why costs are 

generated, 

 developing a such competitive structure, that keeps costs low and enables to 

realize profit. 

 

In the course of the analysis cost structure of the product should be examined, and it should be 

compared to company norm and available cost data of competitors. This information will be 

the starting point of the price strategy. The next step is the analysis of the product‟s 

profitability at different sales revenues. Afterwards, the management should make other 

comparisons per geographic regions, consumer segments, product types and distribution 

channels. The most significant financial goals should refer to the followings: 

  sales prices, sales revenue 

o periodically; 

o per target markets; 

o per distributional channels; 

 profit per units; 

 rate of marketing costs in production costs; 

 advertising, promotion, PR and other costs connected to sales. 

 

3.4. Marketing strategy 

 

Marketing strategy is a harmonized and complex action program of a company in order to 

reach marketing goals. It shows which market and method the company would like to use to 

pass its service (product) to the customers, how the company convince the customers to buy 

the services (products) produced by them, how to influence the various business partners to 

retail the products produced by them, and finally what the company does in order to make 

customer‟s interests permanent and to increase the customer base.  

 

The company meets the consumer on the market where competitors also appear certainly. 

Competitors would like to gain the same customers for themselves and for their products as 

well. Afterwards, the real question is not what kind of demands we would like to satisfy but 

what kind of demands we could satisfy better than others. The objective of marketing strategy 

is to ensure permanent competitive edge, and the role of it is selecting the target market and 

the competitive strategy, and combining the elements of marketing mix according to the goals 
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and conditions. According to these, fundamentals of marketing strategy are defining the target 

market and improving the marketing mix
2
. 

The vital requirement of developing marketing strategy is the deep knowledge of the market. 

Market research can help mapping the market. The aim of it is to get a profound knowledge of 

the market, and to reveal and forecast market events and market connections. Market research 

is the database for marketing. Besides getting information, the role of market research is to 

arrange and analyze it and to operate the information based database. 

 

After defining the market and its opportunities, we should deal with how the company would 

exploit them.  Such marketing strategy has to be developed that shows how the company 

should work out and execute plans connected to marketing in order to reach the proposed 

sales revenue. 

 

3.4.1. Target market, sales and distribution strategy 

 

Market demand can be mentioned if customers‟ demand is supported by purchasing power. 

Market demand is not a fixed number but it depends on certain circumstances. The goal of 

marketing strategy is to affect these circumstances favorably for the product.  

 

The target market is the section/segment typified by various but on one market homogeneous 

group of customers that the company decided to aim with a product or service. The principle 

is the following: there are no products or services that are able to satisfy all the purchasers‟ 

demands, and everybody is willing to spend for. On the one hand, the potential customers 

should be found, and on the other hand, the segment that most likely would be the buyers or 

consumers of the company‟s products or services should be aimed. 

 

The basis of selecting the target market is market segmentation. Target market is the complex 

of that segments on which the company aims to satisfy demands. The company should value 

and size up segments and afterwards, target markets should be specified. After specifying the 

target market, the company should define and make customers to know what kind of features 

their products coming up on target market have compared to similar products of competitors, 

and what advantages the customers would have if they choose our product. In fact, 

positioning specifies the relationship among own supply, customers‟ demand and 

competitors‟ supply. 

 

Specifying target market and market segmentation means dividing a broad market into 

smaller subsets of consumers or institutional buyers which are similar in characteristics, 

market behaviors and needs. Consequently, other advantages should be offered and enhanced 

for every purchase group. The possible aspects of segmentation are the followings: 

 Geographical segment: is based on the place of residence of buyers or users. The base 

of segmentation can be the country, region, county, city, district, smaller local 

community. 

                                                 
2
 Marketing mix: is the complex of variables influenced by the company (services, products, price, placement, 

promotion) that are used to capturing the target market. The marketing mix was often referred to as the '4 Ps' as 

the abbreviations of the components of the mix (Product, Price, Placement, Promotion). According to new 

interpretations of marketing-mix the society, the people in it (People) and groups of it have so huge impact on 

marketing that they cannot be neglected in case of marketing-mix. Moreover, the growing influence of politics 

(Politics) can also be taken into consideration. The parts of marketing-mix cannot be managed separately, and 

they are not effective alone („7Ps‟). (Polareczki, 2011). 
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 Demographic segment: the basis of segmentation is the size, composition and 

distribution of population that is the similarity of sex, age, race, religion, nationality, 

family size, marital status, occupation, social class, income and educational status. 

 Psychographic segment: market segmentation is based on the similarity or diversity of 

customers‟ social class, lifestyle and personality. 

 Attitudinal segment: on the basis of the motivation, status (small or large), attitudes 

(mind, manner) of customers. 

 

After choosing the segmentation method best fitting to the product/service and selecting the 

purchase groups, the scope could be constricted to the most attractive ones. 

 

After market segmentation, the most important task is defining distribution channels 

influenced by:  

 the facts related to demand (type and flexibility of demand, numbers of customers, 

etc.); 

 the facts related to supply (unit price, numbers of sellers, etc.); 

 the features of the product (perishableness, complexity, size and function of the 

product, etc.); 

 the specialties of customer decisions of buyers (group or individual decision, regular 

or occasional purchase, order quantity and order frequency, etc.); 

 the business factors (production size, etc.); 

 the environmental factors (micro and macro environment). 

 

 

Marketing strategy can be continued with the part defining what kind of devices and methods 

the company would like to use in order to distribute their products or services to the 

consumers. 

 

3.4.2. Product/service policy 

 

The characteristics enable products to function, that is to satisfy consumer demands. A 

product/service could be successful if it was more advantageous than that of competitors, 

innovative in satisfying demands, advantages of it were proved to be more useful on target 

market than that of competitors, price met the values consumers attributing to the product, the 

message of the product/service was effectively transmitted by promotion, the product/service 

was placed by distribution where proposed consumer required it. 

 

Product policy decisions include forming the product range and the decisions about corporate 

branding, packaging and labeling. Goodwill value of the brand is the part of corporate values. 

It is the company‟s decision to create or not create a brand. In case of brand creating the next 

step is choosing a brand name. Creation of a new brand name is costly although it can return. 

Common brands have two or more known brand-names. The company can expand the extant 

brand name to product-category which is called product line extension. Finally, in case of 

creating new brand names, new product categories get new brand names. 

 

In the course of packaging and labeling practicability and psychological effect are kept in 

view. On the one hand, the aim of packaging is adapting the product to transportation, on the 

other hand the effect of it on customers.   

 

3.4.3. Price policy, price strategy 
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The price policy sums up the principles and methods of pricing and treating of consumers‟ 

reactions. Defining the goals of price policy of the company is one of the key questions of 

marketing action plan. The company‟s price strategy should be implemented in six steps 

according to Kotler (2000): selecting pricing objectives; determining demand; estimating 

costs (cost based pricing); analyzing competitors‟ pricing behavior (market based pricing); 

selecting the pricing method; defining the final price. 

 

The price is the part of marketing-mix which has a prompt effect on trade. The target price is 

the price the producer would like to get for the product from the consumer. In respect of 

marketing planning the target price is the most important factor. The main object of pricing is 

setting a price fitting to the other parts of marketing mix while producing optimal profit. For 

pricing market demand should be known, and restrictions concerning price (customer concept, 

competitive stress, laws, etc.) should be identified, but possibility of profitability should also 

be analyzed. 

 

Companies typically do not set unique prices but they use various pricing strategies: they set 

prices on the base of different aspects. For example, geographical pricing means that the 

company should decide what price will be used at different places and countries, and what 

kind of currency or product could be acceptable as a medium of exchange. Discount pricing is 

another special pricing method. In this case, companies reward certain attitudes of the 

customers; for example ordering huge amounts is rewarded by decreasing the basic price. 

After basic pricing, the company should react to market changes too: the price should be 

increased or decreased. Price decrease can be caused by economic recession or excess 

production capacities. Factors that can cause price increase are over-demand and cost 

inflation. 

 

Consequently, price strategy plays significant role in general marketing strategy. Enclosing 

price list is not essential however general price structure should be defined and justified. 

Principles on discounts and price changes should be reviewed just as well as the effect of all 

pricing strategy to the funds. 

 

3.4.4. Sales promotions, advertising, PR strategy 

 

The goal of promotion is to increase sales either by making consumers do more shopping or 

by motivating merchants to make more effort on selling. The aim is usually reaching short-

term increase of sales. The more overstocked the market is and the more competitors are on it, 

the more the necessity of sales promotion is. 

 

The goal of general communication policy is informing and convincing consumers on the 

company‟s target market. Therefore, the company applies the so called communication mix, 

its main elements are: advertising, sales promotion and PR. 

 

There are three basic types of advertising according to their topics: brand advertising 

promoting a certain product; corporate advertising calling consumers‟ attention to a certain 

company; and product family advertising; promoting a product or a service without 

mentioning the brand. 
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Sales promotion is the application of such methods in sales and in customer service that 

motivates customers to buy more. The most important sales promotion tools are: cash refunds, 

samples, rewards and coupons, advertising at the place of buying, product displays. 

 

Public relations (PR) are the attitudes aiming to create the goodwill of a company, and the 

application of methods purposefully supporting it. Therefore, PR is a promotional tool that 

affects customers by protecting and shaping the image of a product or a company for partial 

costs than that of advertising. 

 

3.5. Action program 

 

Anyway, in this part of the business plan a monthly schedule (harmonogram or Gantt chart) is 

suggested to be prepared at least connected to advertising, sales promotion and PR activity 

according to Table 3.2..  Never forget to assign deadlines, responsible persons and 

organizational units to all activities. 

 

Table 3.2. Marketing activity schedule 

Marketing activities 
Months 

I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

1. activity    X X X X X     

2. activity X X           

3. activity          X X X 

Source: Polereczki and Szűcs, 2010 

 

As we already mentioned, activities in Table 3.2. can be connected to advertising, discounts, 

PR activities or other marketing activities. 

 

3.6. Sales forecast 

 

It is useful to forecast sales in time (for example by using monthly schedule) in order to 

illustrate expected growth and factors like seasonal sales. There are lot of aspects should be 

taken into consideration in connection with cash-flow and proposed capital requirements. 

Outputs can be illustrated by graphically or by using tables but the analysis should be 

supported by explanation with text. 

 

It is suggested to create several kinds of sales forecasts. Commonly pessimistic, most 

probable and optimistic forecasts are developed. Every forecast should be rational otherwise 

accuracy of the whole plan would be questionable. 

 

Forecasts have extremely important role in developing financial plans, because more 

optimistic and purposeful planning often requires more money but at the same time usually 

offers more profit. If proposed sales volume was supported with contracts or purpose 

statements by the company, it could be more accurate for plan readers and it could be a leap 

forward.  

 

 

 

3.7. Marketing budget 
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Marketing budget plan can be developed on the base of marketing activity schedule, action 

program and sales forecast. Proposed sales quantities and average price are on the income side 

and detailed marketing costs are on the cost side (Tables 3.3. and 3.4.). In the course of 

defining marketing costs every expense connected to sales and promotions should be listed. 

Accordingly, several cost units are defined within the functional expense item. 

 

 

Table 3.3. Budgetary marketing costs 

Qty.: thousand Forints 

Marketing activities 
Months 

I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

1. activity             
2. activity              
Other costs             

Total             

Source: Polereczki and Szűcs, 2010 

 

Table 3.4. Budgetary marketing incomes 

Qty.: thousand Forints 

Products 
Months 

I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

1. product             
1. service             

Total             

Source: Polereczki and Szűcs, 2010 

 

Control questions: 

 

1. What are the compulsory contents of marketing plans? 

2. Define the classical 4P theory in the course of developing the marketing plan chapter! 

3. What does a company‟s marketing strategy mean? 

4. How can target markets be segmented? 

5. How can the implementation of action plan graphically be demonstrated? 

 

Questions improving competencies: 

 

1. Summarize supposed or real competitive advantages and disadvantages of Szentkirályi 

mineral water on EU‟s internal market, and define concrete marketing objectives! 

2. What kind of principles should be taken into consideration in case of sales forecasting of 

for example an ice-cream line? 

3. How can effectiveness of marketing costs/expenses be measured? 
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4. Sales plan 

(István Szűcs) 

 

The sales plan is of primary importance for enterprises, due to the fact that the plan itself 

serves the basis of business planning. The production as well as the service process should be 

closely linked to the sales prognosis, which will be further detailed in the marketing plan. It is 

strongly recommended that one prepares at least three sales scenarios: an average, an optimist 

and a pessimist version as the sales procedure is always full of unforseen risks, which 

fundamentally define the volume of turnover to be realized. During the sales of services, 

various costs incur and generally this is the period of time when turnover is generated. 

However, in case of products, the scenario is different. We often find ourselves in a situation 

where following the production, the realization of sales and turnover incur at a later stage. In 

this case, via the price negotiation phase, we should not forget that the originally calculated 

and registered own-share (in-kind contribution) is increased directly by the storage/warehouse 

costs, not to mention the interest rate of secured current assets as alternative cost. 

 

During the preparation of the sales plan, in accordance with the corresponding chapters of the 

marketing plan – based on well-defined analysis and recommendations -  we should receive 

the answers to the following questions: 

 

 What specific products (semi-finished and finished) or services do we sell? 

 What are the means of sales channels, directions (domestic/export) of the given 

products and services? What is the scheduling of sales? (weekly/monthly/quarterly 

etc.) 

 What is the volume and composition? 

 What are the prices? 

 

The sales plan is based on external information sources, such as the market uptake capacity, 

competitors, stock exchange, financial institutions, laws and regulations, press as well as on 

internal information sources: resources (necessary parameters for production, services), 

equipment, human resource, money etc. 

 

During the planning of tasks related to sales, we should make sure that we consider the 

promotional and PR tasks defined in the marketing plan, as the cost is claimed when it comes 

to the sales activity. It must also be mentioned that for planning, one needs a complex and 

reliable information source, which means that prior to the preparation of the plan, accurate 

and profound analysis should be conducted, as it was demonstrated earlier in the 

corresponding marketing plan chapter. Once again, it should be emphasized that during the 

preparation of the sales plan, the following should be defined based on a given period of time: 

(1) the volume of products, services to be sold (composition) and prices, (2) the sales relation 

and (3) the sales prices. As such, the sales plan includes the products and product groups to be 

sold, favourably broken down to product types or units, also the services to be provided 

should be indicated for the planned period. This basically means that all the activities, which 

generate the given product, where the company realizes turnover, should be demonstrated. 
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Sales directions (relations) – in case of a manufacturing company or enterprise – should be 

planned separately for domestic and export sales. If required, an even deeper analysis is 

necessary before the preparation of the plan, broken down into key buyers or regions for 

example. 

 

Due to professial aspects – which is quite common in practise – enterprises separate the 

demonstration of turnover to main activities and to secondary (other) activities, too. 

 

Enterprises involved in sales activities have special sales plans, mainly due to the particular 

commercial activities. The preparation of the sales plan at the aforementioned enterprises is 

only possible when the planning of the stockpile and the planning of the product supply is 

simultaneously considred. 

 

Due to the above mentioned special characteristics of a commercial enterprise, the sales plan 

is often called a freight plan. The freight plan includes the following: (1) sales, (2) stockpile 

and (3)  supply plan. 

 

We may apply various methods when it comes to the planning of specific tasks. During the 

analysis and planning, the most important factor is to determine the development and 

direction of sales. Methods to be applied: dynamic ratio, average development coefficent, the 

average development rate, trend calculation, the analysis of the composition of sales, the 

calculation of seasonality etc. Based on the results of the analysis, the sales prognosis and the 

maximum sales can be planned. We should also bear in mind the obligations of a given 

enterprise related to the sales plan, which should be fulfilled, such as spare-part supply 

(guarantee) or signed supply contracts etc. Overall, the enterprise should also consider the 

minimus sales. 

 

During the preparation of the sales plan, the enterprise should clearly define the sales prices, 

which commonly poses one of the greatest risks.
3
 

                                                 
3
 The  different players of the economy face various prices of a given product. The consumer price is the 

amount that should be paid for a defined product or service by the consumer. The producer price is the amount 

or the so called quid pro quo, which is received by the person, who has produced the product or provided the 

service. The difference between the consumer price and the producer price is the so called commercial or trade 

margin. In commerce or trade, it is common to levy taxes on the above mentioned business transactions. The 

gross price means the consumer price plus the taxed business transaction. The end-users pay this price for the 

goods and services. The net price does not include any taxes, this is the “clear” price, which is received by the 

salesman in exchange for the sold product or service. In Hungary, following the purchase of a given product or 

service, value added tax (VAT) is to be paid (except for securities). The difference between the gross and net 

price is generally defined by the value of the general value added tax. 

 

The market price: if certain conditions apply for the market of a product or service (e.g.: information flow 

without any barriers, the homogeneity of a product, the rational behavior of the market players) then prices may 

be generated or created via the so called market mechanism effect. This means that the buyers always purchase 

the products at the seller, who offer the lowest price, which means that the sellers shape their prices until: (1) 

prices become equal, (2) the demand for the product will be equal to the supply. This particular status is called 

market balance. It can be observed that the definition of the market price is defined by both the supply and 

demand of a given product. The rate of the market price is influenced by such factors: (1) the preferences of 

consumers, (2) consumer income, (3) the prices of other goods, (4) production costs (technology). At competitor 

markets the so called balance price will be equal to the limit price, which means the production cost of the last 

produced product unit. 

 

In cases, where the competitor market is non-existent and for this reason limit price-based prices cannot be 

generated or the given national or local community is not willing to place a service on market basis, then a so 
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It can be stated that the planning of prices should always be based on deep knowledge of the 

economic and market conditions. Price planning is influenced by several factors. The 

definition of the price is among the greatest challenges. This is caused by the fact that the 

decision-maker should sometimes call for paradox solutions. On one hand, the expectations of 

the consumers should be considered (in most cases, the price is the primary source of 

decision-making, even if the reservation prices of different consumer segments vary 

significantly). On the other hand, the company profit should be calculated as well as the return 

on investment needs to be seriously considered, which is closely related to the targeted pay-

off period. It also needs to be explained that most enterprises – especially those in the small 

and medium-sized category – should follow a competitive price-acceptor behaviour in the 

market. The monopolized enterprises frequently play the role of the price-determinator, for 

these companies the primary target is the price-based price determination, however for 

enterprises active in the competitive market, market-based price determination is relevant. 

 

According to Fülöp (2004), when determining the price, the following factors need to be 

considered: demand, cost, prices of the competitors, the goals and methods of price 

determination. In practise, it is difficult to decide, – considering the above factors – which 

methodology should be the dominant one. The most relevant pricing procedures are as 

follows: 

 

 Cost-based pricing: its use is extremely simple, as the selling price of the product is 

calculated in a way that a pre-defined profit margin is added to the production or 

supply cost. The advantage of the process is that it can be applied easily, its 

disadvantage is that it does not take into consideration the market conditions, as a 

consequence, the enterprise may find itself in a competitve disadvantage. 

 Demand-based pricing: prior to defining the selling price of a product, the reservation 

price should be determined before the market research analysis (this is the price or the 

limit where a product cannot be sold for more expensively.) Once we know the 

reservation price – essentially by maximizing P x Q – it can be applied for the volume 

to be sold. The advantage of the method is that a relatively high selling price can be 

set. Its disadvantage is that it does not consider the cost structure, the competition 

(also, that the needed market research may be time and money-consuming). 

 Competitor-based pricing: when applying this method, the enterprise sells the product 

at the same price as the competitors. The advantage of the system is that it can be 

easily applied and the product can be positioned to the competitor‟s products. Its 

disadvantage is that once there is price competition, its application is not cost-

efficient. 

 

 Invasive (doppin-) pricing: enterprises apply this particular methodology once their 

target group is price sensitive and they want to achieve a reasonably high market share 

by introducing a low price. On the long-run, it is not recommended to apply this 

                                                                                                                                                         
called official price is introduced or price regulation is implemented. In Hungary, the regulatory body can be the 

state itself (via a member of the Government or via an autonomous price regulation authority) or a local 

government. In Hungary, medicines, natural gas or electricity have official prices defined by the state. Other 

commonly used goods, such as the distant heating or the price of public traffic is defined by local governments, 

obviously in close cooperation with service provider companies. 
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technique as the state may intervene and ban this type of pricing in oder to sustain 

competition. 

 

 Skimming pricing: it is recommended to use this technique if the company appears on 

the market with an innovative product, which is hardly known (or if the company is in 

a monopol state). Naturally, this method cannot be applied on the long-run, however 

on the short-run it may lead to high profits, which could also mean the return of R&D 

investment. 

 

Provided that the market position of the company is advantageous, which means that prices 

can be dictated, then the overhead will be decisive and the extra profit shall be added 

accordingly. As a consequence: 

 

Planned price = Calculated overhead of the product + Expected profit (Margin) 

 

The overhead of the product is necessary in order to plan pricing (see: Accounting studies). 

However, most of the companies are not in the market position to dictate prices. These 

companies are forced to accept market prices and they can only ensure the increase of profit 

by means of more economic cost management. This means that the gross profit can be 

calculated as follows: 

 

Gross profit = Market price – Calculated overhead of the Product/Service 

 

As a consequence, considering the given market price and the planned overhead cost, gross 

profit can be realized as follows: 

 

Planned maximum overhead cost of the product = Market price – Expected gross profit 

 

Based on the above, it can be planned that in order to realize the expected gross profit, how 

the product/service should be produced at what overhead cost. It is also important for the 

company to define the so called minimal price. The minimal price is the price, where it is still 

worthy for the company to produce or sell the given product. 

 

We are already aware of the theoretical relations from our previous studies (see: limit cost, 

limit product, gross margin etc.) In order to determine the minimal price, we need to apply the 

following calculation: 

 

Minimal price = Calculated overhead cost of the product + Direct cost to a given production 

unit and input 

 

 

 

 

 

Based on the above relation, the calculated price means the break-even point price. It can be 

easily observed that in case of each and every product, the company should not plan with the 

low price limit. At the same time, it would increase the company‟s loss if it banned the 

production of those goods – due to the remaining constant costs – and their result would be 

equal to zero, meaning that their prices would only cover variable costs. 
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The preparation of the sales plan is a very complex task. The basis for the preparation of the 

plan – considering market needs and available resources – is the marketing plan, marketing 

strategy of the company. It is of primary importance to guarantee that the consumer needs are 

met and as such – in a short-run – the greatest possible profit is realized. By doing so, we can 

certainly establish the ground for our company‟s long-term operation and economic stability. 

 

The preparation of the business plan can be broken down as follows: (1) market research, 

market analysis, (2) preparation of the sales prognosis, (3) planning of the sales prices, (4) 

analysis of available resources, (5) profitability analysis, (6) preparation of the detailed sales 

plan. 

 

Market analysis should include: (a) the volume of demand for products by the company, 

location, transportation and payment conditions, (b) the position of market competitors 

(present and potential competitors), planned sales actions, (c) methodology of sales, (d) 

pricing changes, influencing factors, (f) the traffic of additional goods, (g) the analysis of 

future markets to be covered (by higher technical quality, lower price). 

 

The preparation of the sales prognosis outlines the sales potential of the planned period. 

Several variants should be prepared by products, product groups, consumer groups and by 

relations (domestic, export). Based on the prognosis, the volume of products to be sold can be 

estimated (sales maximum and minimum). By maximum, we mean for example the maximum 

uptake capacity of the market and by minimum, we mean the insurance of spare parts. One 

should also consider several variants in order to handle uncertainty (optimist, realistic, 

pessimist). Forecasts are made based on information from previous statistical data. Forecasts 

should be corrected considering potential future changes (price change, the appearance of a 

new market player, range of goods extended, replacement products, new markets, seasonal 

sales etc.) The potential sales options are called sales maximum, however we can speak of the 

so called sales minimum in case of ordered items, long-term framework contracts, spare-part 

supply etc. 

 

During the planning phase of the sales prices, one should provide answers to a number of 

questions: What price should be defined for selling a product or service? In case one defines a 

high price, it may result in decreased demand or it may also stimulate our competitors to 

follow us. In case one defines a low price, he may find himself losing profit. Pricing requires 

the profound knowledge of economic and market conditions. 

 

During the analysis of available resources, one should consider the resource, which may limit 

the activities related to the foreseen sales possibilities. One should consider that on the short-

run, the volume of available resources may influence the planned sales and other activities. 

 

 

 

During the profitability analysis, we need to provide answers to where the given products 

should be placed in the hierarchy of profitability and what is their profitability content? Is 

there a product, which already at a product level generates loss? In order to answer this 

question, it is necessary to prepare different economic calculations and also to plan the gross 

margin of the products and services. In case of resource limit, we need to make a decision 

based on the gross margin related to resource utilization by unit. 

 

As a summary, the sales activity should be planned and defined  in the most detailed form: 
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 by products, product groups, by service types 

 by sales directions (domestic-export, by major markets and key buyers) 

 by core activity and by secondary activity (for an enterprise active in the field of 

manufacturing/processing industry, the core activity is the sales of finished product 

and semi-finished product, different industrial services, industrial research upon 

request, development, coordination and management, secondary activity could be 

building industry, transport/logistics, commercial or agricultural activity) 

 by value and where possible by natural unit 

 

At last, we should not forget that the sales plan is organically built on the marketing plan, 

while the fiancial plan is built on the sales plan as well as on the revenue plan, which 

fundamentally deines the profit plan. 

 

Check questions: 

 

1. What questions need to be answered when preparing the sales plan? 

2. What information sources can we rely on when preparing the sales plan? 

3. What prices can be identified at different areas of the economy? 

4. What pricing methodologies do you know? 

5. How can the minimal price be defined? 

 

Competence developing questions: 

 

1. What is the difference between the sales plan of a commercial and a manufacturing 

enterprise? 

2. How can the efficiency of productivity and of sales be measured? 

3. Please describe concrete economic situations, where you would apply: (1) cost-based 

pricing, (2) demand-based pricing, (3) competitor-based pricing, (4) invasive 

(dopping)-pricing, (5) skimming pricing. Please make sure to justify your statement! 
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5. Production plan 

(István Szűcs) 

 

The production, service or operation plan introduces the production and service technology, 

the production targets and also it includes the key performance indicators and production 

processes. In this chapter, we need to explain what product development means and also, we 

need to demonstrate how up-to-date the products and services are and what concrete research 

and development plans they have. Production development needs to be introduced, also the 

methods and conditions of manufacturing the product and services should be showcased, not 

to mention the planned innovation strategy in the field. At last, resource management should 

be explained, such as workforce, fixed assets, current assets. 

 

At this stage of business planning, we need to provide the following answers to the below 

questions related to production plan as well as to the service plan: 

 

 To what market do we target our production? 

 What price and quality category does our product represent? 

 What additional/supplementary products are available at consumer markets? 

 What is the market situation of our competitors? 

 What are the channels of getting the products, services to the consumers? 

 What raw materials are needed for production? What supply markets are available? 

 What tools/equipment are necessary for the production technology to be applied? 

What are the markets available? 

 What skills are necessary for the workforce in order to produce goods? 

 

The enterprise, the development, the project itself (the business venture) is generally focused 

on the creation of a new service or product, based on societal needs, which means that it is 

inevitable that we examine the production and service plans in a detailed form. It is not 

merely a technical or agronomic question, which will be relevant only during the operational 

phase. Each and every financial investor, creditor or owner is interested in the feasibility plan, 

how we are planning to achieve and implement our idea or concept, do we have concrete 

plans related to the operation. 

 

Naturally, each and every product and service requires a different approach and an operation 

plan. We may want to open a fitness studio, based on novel technology or a milk processing 

plant, it is not the same issue. According to the example, the two business models may show 

similarities regarding the methodology of financial planning, however it is certain that a 

totally different approach is necessary when preparing the service or production plan, except 

for one factor: the service or production plan should be prepared for both scenarios. As a 

unified methodology cannot be provided neither for the production or the service plan 

preparation, let us examine the most characteristic steps, measures and aspects to be taken 

into account regarding our business concept. 

 

Before that, let us find out what production strategy is, what the major components are – 

without having this information at hand – otherwise it will make our lives difficult in practise. 
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The production strategy itself is derived from the strategy of the company, from the targets 

and mission of a given enterprise. The main goal of the production strategy is: 

 

 To define what the enterprise wants to produce (product, service) and how 

(technology) 

 To define the requirements related to volume and quality 

 To define the physical environment for the technology to be applied (location of the 

manufacturing, equipment) 

 To define the principles of production management and production coordination 

 

In many cases, it is difficult to categorize an enterprise into a production
4
 or service provider

5
 

category, however, we may speak of any type of enterprise, their fundamental goal is the 

same: to fulfil customer needs by achieving maximum profit. For this reason, the concept of 

production is vaguely interpreted, we mean both services and the production of goods and 

where necessary, we shall differentiate. 

 

The concept of production may be understood as the transformation of resources in order to 

fulfill certain customer needs in order to create true added-value. In most scenarios, when we 

examine such processes, production and services appear hand in hand, by complementing 

each other. In case we would like to differentiate between production and service processes, 

we need to examine the core activities. 

 

Production processes can be grouped from several aspects of which we shall define two 

categories from a business planning point of view: 

 

 Based on the characteristics of the production system, we may define process, 

workshop and project-system manufacturing scenarios. During the process system 

production, the product itself travels through a series of machines built on each 

other. In case of the so called workshop production, a particular sample or unit 

moves between different machines and equipment, as such, each workshop performs 

a unique action. In case of the so called project system production, products are 

manufactured individually, which means that these products are unique, custom-

made. 

 Based on mass production, we differentiate mass, series and custom manufacturing. 

We can speak of mass production in case of household appliances and other 

consumer goods. Custom production is more complicated, such products are ordered 

individually or can be found at the luxury markets. 

 

In terms of services, physically, it is almost impossible to count them as opposed to products. 

Services can be characterized by volume, duration and intensity. The categorization of 

services can be broken down as follows: 

                                                 
4
 Production branches can be grouped by several aspects. Based on the statistically registered data, we may speak 

of the following groups (1) mining, (2) processing industry, (3) agriculture, forestry, fishery, (4) construction 

industry 

 
5
 Service branches may be the following based on the classification of the Central Statistic Office (KSH): (1) 

commerce, automobile repair, (2) energy, gas, steam supply, air conditioning, (3) water supply, sewage 

collection, treatment, waste management, anti-pollution, (4) transportation, storage, (5) accommodation, 

hospitality, (6) information, communication, (7) finance, insurance activity, (8) real estate, (9) technical, 

academic activity, (10) administrative, service support activity, (11) public administration, defence, social 

security, (12) education, (13) human health, social activity, (14) arts, entertainment, hobby, (15) other service 



 

 

53 

 

 

 Tangiblity: The end-product of some services can be tangible (for example: 

purchased goods, a piece of art work, hairdressing). On the contrary, there are end-

products, where the service itself is considered to be intangible (for example: 

education, consultancy). 

 Transportability: Some services can be transported, which means that from the 

location of the production, it can be sold further away (for example: information 

services, education, financial services). Other services can only be available in-situ 

(for example: retail activities, most of the cultural services). 

 Equipment or human orientation: The main feature of services is that the production 

and consumption happens at the same time. The production of equipment-oriented 

services is linked to a given equipment or machine (such as transportation, energy 

supply). Human-oriented services are linked to human capital and to human 

interaction (such as education, consultancy, human health service). 

 Marketable and non-marketable services: at certain service types the consumer can 

be clearly identified. Simultaneously, the pricing of the given service can also be 

defined, which means that it is marketable (such as education, energy supply, 

financial services.) In case of other services, the consumer can hardly be identified. 

Generally, these are the so called common services (public administration, defense). 

 Relation to production: overall, we may state that each and every production activity 

means a certain service to the customer. However, in a narrow sense production, 

certain services are also linked, which supplement or follow consumption (for 

example: transportation, marketing). 

 Relation to consumption: certain types of services are so called continuously 

realized services (for example: defense, insurance). Other services are not 

continuous, but recurrent (for example: maintenance service). 

 

We do differentiate so called single services used for final consumption (for example: art, 

entertainment, catering). Naturally, the majority of services cannot be classified strictly into 

one particular category, they may have several features at the same time. From the perspective 

of the operation of an enterprise – the business plan – it is of primary importance how a 

product or service is created (as a result of the technology process). 

 

The production plan clearly demonstrates what quantity is necessary of the given product, 

activity or service at a given gime (for example on an annual basis). 

 

The production plan must guarantee the following: 

 The fulfilment of the sales plan in terms of volume, quality, range and by deadline 

 The efficient use of resources 

 The continuity and pace of production 

 The cost-efficiency of production 

 

On figure 5.1, we present how manufacturing phases can be separated at a production 

company. It is a common goal, that by the end of the production process, the company 

realizes profit, which means that the turnover is greater than compared to the first phase of the 

process (expenditure). 
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PRODUCTION COMPANY 

 

MONEY   Material   Unfinished  Semi-finished   Finished   Sales   MONEY 

                      Production          Product     Product 

 

        Warehouse       Sales  Warehouse 

     (raw material)           (finished product) 

 

Figure 5.1. Simplified production process 

Source: own construction 

 

Production companies should also plan their production processes and activities besides the 

sales plan. The planning of the production activity is vital for the company, it means that the 

total annual output (yield) should be planned, in natural unit and in calculated unit, which is 

eventually the money value. It is obvious that between sales, turnover, cost and production 

plan the relationship is very close. However, the output of the two types of plans is not 

necessarily similar. It may have the following reasons: 

 

 The two activities – production and sales – may differ in time. For this reason, the 

volume of sold products may be higher or lower in a given year compared to the 

output at the given year (for example: products were sold at the given year, but these 

products were produced in the previous year from the stock.) 

 During the production process (continuous production) unfinished or semi-finished 

products are also generated. 

 The company may also produce for stock or may realize its own investment, based on 

its own commercial company policy. 

. 

By taking into account the effects of the aforementioned cases, we may declare that the 

difference between the products of the sales and the production plan can be explained by the 

change in the own stock and the activated own performance. 

 

During the preparation of the production plan, the sales plan is decisive, which is later 

corrected by the change of the own stock as well as by the value of the activated own 

performance. The production plan includes the following items: (1) finished products to be 

sold, (2) semi-finished products to be sold, (3) services to be sold, (4) the value of activated 

own performance, (5) own stock, (a) unfinished production, (b) semi-finished products, (c) 

finished products, (d) animals. The listed items are planned in natural units and money value. 

 

 

When planning the production, one should apply diverse measures depending on the product 

or service included in the production plan, also, it needs to be considered how the production 

plan is interrelated to the business plan. Based on the above, the measures to be applied are 

the following: (1) natural unit (kg, ton, km etc.), (2) economy-technical units and calculated 

units (the yield of service activities, for example economy-technical unit = ton kilometer, 

calculated unit = shift day). In case of production processes, where several products are 

included or generated, a so called main or chief product calculation is absolutely necessary. 

These production processes exist mainly in agriculture, for example: the yield of one mother 

sheep = wool, born lamb, milk. Money value calculation is needed in order to have a common 
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ground for further planning. As we have explained earlier, the yield/output (represented in 

money value) equals to the value of production. 

 

When it comes to the calculation of the indicators of the production value, we should apply 

the net sales price as well as the direct overhead cost of production. One should not take into 

account the so called acquisition value of sold products (AVSP) and also the sub-contractor 

performance, due to the fact that these factors cannot be regarded as the company‟s own 

performance. 

 

Based on the above, we may declare that during the preparation of the production plan, we 

may not disregard or ignore the specifics of the production process. At the selection of units, 

these specifics do play an important role. The production plan – in line with the other details 

of the business plan – should be broken down into cash flow plan, into production units both 

in time and space in order to define the concrete tasks of the given production units as well as 

the duration of the given production activities. 

 

At commercial and service provider companies, the sales and production activities – due to 

certain specifics – cannot be separated in time. The main reason is that the output is the 

provided service. Another further specific feature is that neither a semi-finished product nor 

an unfinished production is generated and the same is true for finished products (own 

produced). 

 

Investment made in one‟s own enterprise, as activated own performance – theoretically – may 

appear at the service provider company‟s profit and loss account (for example: an agricultural 

company may have its own construction group, as such, the investment/construction is done 

by the group). The calculation of output may be done by economy-technical units, in 

calculated units or in money value. 

 

The main focus point of an enterprise is either to develop a new concept or further develop 

and old one. Each and every new enterprise, especially in case of micro enterprises, it is 

necessary to have a basic idea or concept, upon which operation and management can be 

built. In the business plan, special attention should be paid to how a certain product or service 

shall be created at a company. 

 

The business plan should provide the answers to the following questions: 

 

 What is the general production concept? How are production and service processes 

formulated? 

 Which are the most important raw materials and other expenditures? What is the 

source of supply? 

 What is the labor demand? 

 What technological development (R&D) is connected to the production/service 

processes? 

 How do expenditures and yields formulate? 

 How are suppliers and salesmen used? 

 How is storing/warehousing managed? 

 What quality standards/systems are applied? 

 

5.1. Production/service process 
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It is not the goal of the business plan to provide details of the complex production and 

processing technology, however in order to make decisions it is necessary to present the 

technologies to be applied. In case the goal of the business plan is to acquire an external 

investor, it is not necessary to include the detailed technology, it may be attached as annex, 

however in the business plan it should be defined and clearly stated where the relevant 

information can be found. In case we (owners, management) prepare the business plan for 

ourselves, it is advisory to provide and record the details. 

 

In the business plan, the operation of the enterprise, the production process, the products and 

services should be explained at this stage. The importance and details of the operation plan 

depends on the activity of the company. The enterprise itself should find the optimum volume 

in terms of production and processing activities in order to provide relevant information to the 

reader. 

 

In case of production companies, it is vital to present the technology. At such scenarios, one 

should mention the following: (1) the location of the production, (2) manufacturing 

equipment, materials, labour demand, (3) technologies and processes to be applied, (4) 

capacity of the enterprise (potential and factual), (5) production and efficiency indicators, (6) 

quality assurance program in operation 

 

In case of service provider companies, the service supply process should be introduced, in 

case of product manufacturing enterprises, the production process should be presented. In this 

chapter, we should introduce the entire process in a reader-friendly way. Perhaps one of the 

best solutions is to summarize the entire production/service process in a flow chart or 

diagram. 

 

We should also mention at this point the various activities, tasks, which will be done in-house 

and also activities, which will be sub-contracted. Enterprises, especially start-ups may reduce 

their capital demand provided that they have sub-contractors perform the sub-tasks 

(outsourcing). As for production companies, it is advisory that production it entirely 

separated, at the same time service provider or commercial companies often provide similar 

information. In such cases, one should provide relevant information about key suppliers, 

delegation of tasks and other areas that the company is involved in. 

 

It is important to introduce the following in the operation plan of a production company: 

 

 How will production be organized (what equipment, technology is needed?) 

 Does production meet the requirements of all standard specifications: for example 

noise and environment pollution? 

 Are necessary permits available? 

 How does the technology to be applied meet the environment protection requirements? 

 

The technology description defines the needed equipment as well as the quality assurance 

processes to be applied. Also, the description defines the maintenance, service supply and 

warranty obligations as well as the repair works to be done if an equipment goes wrong. 

 

As we mentioned earlier, not only production companies, but also service provider companies 

compile operation plans, concentrating on questions such as basic conditions for providing 

services (for example: space, necessary equipment) or meeting the security provisions, 

procedures of providing services, customer claims handling. 
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In this particular chapter of the business plan, the following should be explained: (1) material 

supply and stock management, (2) production/service procedure, (3) process control 

 

Material supply, stock management: prior to the operation, material acquisition and stock 

management should be planned, how much needs to be ordered, should we place products in 

the warehouse or should we stock-pile? At this stage, we should plan all materials, stock, 

consumables, equipment, spare parts necessary for production. We should also plan the cost 

and method of stocks (inventory) depending on the volume, which is vital for continuous 

operation. We also need to consider the location of the warehouse, required space and the 

discounts if products are ordered in bulk. During the preparation of the inventory, we need to 

calculate how much time is needed to after-order, what is the speed of rotation of the stock, 

what liquidity is necessary for continuous operation
6
. 

 

During the stock management planning, fire and accident prevention issues should also be 

clarified, depending on the nature of goods on stock. 

 

The following step is to define what factors influence the volume of the given stock. 

Unfinished production stock volume: this is rarely planned by enterprises. As for custom or 

unique production, when production has a relatively long duration, it may be the case. 

 

Unfinished production = Volume of products under production x Direct overhead x Level of 

preparedness  

 

The level of preparedness indicates what is the percentage of direct cost incurred until a 

specific point of time or stage. 

 

Semi-finished product planning: spare parts, units, which are produced by the enterprise, 

commonly these are not to be sold but to be further processed. 

 

Semi-finished product stock = Average stocking time of the semi-finished products x 1-day 

semi-finished product usage 

 

The average stocking time or period depends on the after-order or supply time, which 

basically means the duration of days until the product is manufactured or substituted by the 

given semi-finished product. 

 

Finished product stock planning: based on and according to needs and assumptions and by 

experience. Reason for stocking: production and sales are not in line. Reasons for changes in 

the finished product stock: (1) raising the production capacity (bulk production), (2) economic 

series production, (3) raising stocks by opening new sales options, (4) reducing stocks in 

order to minimize expenditures, depreciation costs. 

                                                 
6
 Provided that the company is well-prepared for stock management and warehousing, continuous operation 

should not pose a problem. Warehouse and stock control programs also provide support, which should be 

mentioned in the business plan, too. These programs are capable of registering and recording the stock and the 

modifications, handle receipts and outgivings Send reminders in case the stock falls below the critical volume. A 

reliable stock program is also capable of reminding the entrepreneur that he has immobilized too much capital in 

the stock, in materials, in semi-finished products or in unsold finished products, which may cause severe 

liquidity problems, also it may worsen the result of the enterprise if external capital is needed. 
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Production/service process: it is absolutely vital to have relevant capacity in order to 

implement the production strategy. Under the term capacity, we mean resources and 

equipment, which are necessary for production. Production equipment are fixed assets. These 

fixed assets are the carriers of the technology, commonly used via several production cycles. 

The technical quality of the production equipment mainly influences the resources as well as 

the needed volume and productivity of the work force. The production equipment define the 

range of products to be manufactured, their quality as well as the efficiency of production. As 

for production, equipment capacity is of vital importance. 

 

During the selection process of production equipment, one should consider the following: (1) 

the size/volume and composition of the needed capacity (we should not forget that production 

capacity is not merely about setting up production, it is also about operation), (2) capacity 

building or reduction and its methodology, (3) maintenance issues. 

 

 

Production equipment define the performance of the enterprise and its capacity, too. The 

needed capacity and its volume is strongly interrelated to the marketing strategy as well as to 

the type, volume of the products to be sold. Besides, one should also consider the so called 

volume-economy as well as the conditions of installation. In a company‟s life investment and 

especially fixed assets are of key importance. Via such investments, fixed assets are 

broadened in line with the company strategy. At the same time, maintenance and 

sustainability of fixed assets are also key strategic issues to be considered. Under the present 

economic conditions, a short downfall or pause in production could cause severe damage or 

loss. For this reason, the acquisition of fixed assets is vital as well as the planning of the 

maintenance operations. The enterprise should plan what equipment, machinery are needed 

for the production. Also, one should consider the quality standards, requirements, patents of 

the equipment as well as the durability and depreciation rate, which may be reimbursed at a 

later stage. The infrastructural needs must also be taken into account (such as: technical 

parameters, space needed, standards, production processes, authority permits, security 

requirements etc.). Also, what expertise (labour) is needed to be employed in order to operate 

the equipment or machinery. The enterprise should also consider and meet the authority, 

environmental, health regulations. The planning of the production process includes the 

planning of different work phases or stages, material, labour, equipment requirements as well 

as the blueprints. 

 

Production process management: production process management includes the decisions 

made about the product/service and capacities as well as the installation of the production 

equipment inside the plant, also the scheduling of tasks/activities. The principles of 

production management much depend on the profile as well as on the type of product/service. 

These principles have evolved significantly in the past. The traditional process-workshop and 

project-based systems have developed further into automated, computer controlled principles. 

At the same time, production systems should flexibly be adopted to the changing customer 

needs in a fast manner. The state-of-the art production process management approach is 

nowadays the computer controlled integrated production. Each stage of the production is 

controlled and monitored by computers. PC-supported production help programming, 

controlling and monitoring of the production equipment. Production planning and control 

define the planned volume, schedule and also that certain phases of the production are 

performed on the same machinery or equipment. The automated material movement ensures 
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that no manual intervention is needed, the machinery automatically performs stocking, 

warehousing tasks. Robot technology also makes it possible to produce more efficiently. 

 

As for decision-makers or managers, it is vital to consider that the enterprise provides and 

plans the working environment, conditions in a way that both production and services are 

efficient, economic and bring the best results. It includes the physical working conditions, 

security issues, schedule of the working time and breaks. 

 

 

5.2. Production/service process input 

 

In this chapter, we should mention the premise, where the operation happens, its size, 

location, natural and infrastructural conditions, warehouse space, proximity of rail, motorway 

or airport. This chapter should be worked out and planned prior to the concrete planning 

stage, based on the site visit. We can get a full insight of production-oriented enterprises if we 

can validate and comprehend how the products will be manufactured. For this, we need to 

analyse the main activities of the company in terms of resources, production processes and 

performance. 

 

The resources (generally: capital, labour, natural resources, entrepreneur, information) include 

elements of which the enterprise shall produce/manufacture a specific product. Typically, we 

can mention premise, equipment, machinery, materials and labour. Due to the fact that 

enterprises, especially start-ups use capital to either establish the company or extend it by 

purchasing fixed assets. For this reason, it is advisory to indicate the source of supply and also 

what role will they play in production. One should also mention the equipment, machinery to 

be acquired, the type, function, capacity and constraints as well as the supplier. In case the 

company acquires the equipment without purchasing – long-term lease agreement – the 

incurred costs should also be mentioned and outlined via the production or service process. In 

general, it is also advisory to indicate the sources of raw materials, spare parts, potential 

suppliers, price changes and key suppliers. 

 

During the production/service procedure, material supply options should also be presented 

based on the following criteria: 

 

 What materials and/or services are needed? 

 From where (via which commercial channel) can they be acquired? 

 How much do they cost? What payment deadlines are applied? 

 How vulnerable is the enterprise by suppliers? 

 

Many times investors need a detailed list of equipment needs (current and fixed assets) 

supported by supplier quotations. In other cases however, it is satisfactory to provide less 

documentation, we may use mixed data. 

 

After registering resources and assets, one should focus on the volume and quality of labour 

(skilled or unskilled) as well as on the amount of salary to be given to the employees. As 

such, one needs to take into account the following: 

 

 Production/service (technological process) and its labour need – skilled workforce, 

practical experience etc. 

 Proximity of labour force (availability) – can re-supply be uninterrupted? 
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 What is the balance between the job to be performed and between the salary 

agreements? 

 

It is not necessary to go into the details of each and every employee‟s obligations, instead, it is 

advisory to mention the special conditions and provide a brief general introduction about 

future employees. 

 

5.3. The performance of the production/service process 

 

In the business plan, one should introduce the production/service performance, too. Although 

in other parts or chapters of the business plan there are plenty of options to introduce the 

amounts, features or attractiveness of the products, services, but it is relevant to mention such 

issues in the operation plan, too. It is advisory to analyse the capacity or other restrictive 

factors of the industrial/service unit. On the short run, this capacity shall define the upper limit 

of the potential financial performance. 

 

The contribution of the production to the performance of the enterprise may be measured by 

the following criteria: 

 

 Quality: does the solution offered by the product/service meet the customer‟s needs? 

 Cost: following the purchase of the product, how much will the usage, maintenance 

cost to the customer? 

 Reliability: can the customer rely on the timing, location and expected quality of the 

product/service? 

 Flexibility: is the enterprise willing to adopt to the customer‟s ever changing demands. 

If the answer is yes, to what extent? 

 Raising trust, empathy: can workers in the front line directly get into contact with 

buyers, can they earn trust or get personal? 

 Buying, service conditions: this includes the physical environment (proximity, 

adequate shop etc.), but also factors such as, guarantee, warranty, customer care 

 

Which particular factor influences the customer, depends mainly on the given product or 

service. Generally, in case of standard products, the two main criteria are quality and cost, 

which are evaluated by the customer. In terms of competitors, primarily flexibility and service 

count. 

 

Performance is mainly measured by the consumer/user by purchasing a product or service. 

Performance cannot be measured by itself, only by comparison to the competitor‟s 

performance. During performance measurement, it should also be defined which may 

contribute to the added-value and which may not. 

 

Activities that cause loss should also be indentified and they must be liquidated. The service 

performance indicators of an enterprise should be adopted to the following: (1) controlling 

plan data comparison, (2) cost plan data comparison (3) turnover plan data comparison (4) 

production plan data comparison (5) transportation, service time (6) satisfaction rate (7) 

precise rate of delivery (8) transportation cost (9) orders/service rate (10) the number of loss, 

damage, injury (11) performance norms; (12) customer reactions. 
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Concrete indicators, measurement points are integrated in our business plan – adopted to the 

product, service – which will facilitate performance monitoring: 

 

 Production: 

o Program fulfilment 

o Capacity exploitation 

o Lifespan of equipment, machinery 

o Direct costs of production 

o Production norms 

o Production overhead costs 

o Productivity indicators 

o Accidents in the plant 

 Material and stock management: 

o Stock rotation speed 

o Volume and value of stock 

o Quality problems, number of claims 

o Average complaints of scarcity 

o Stock supply average time 

 Labour management: 

o Volume of staff in production 

o Worked hours 

o Performance indicators/per capita 

o Salary costs 

o Rate of absence 

 Sales: 

o Volume of turnover 

o Number of buyers 

o Turnover/buyer 

o Turnover/sales person 

o Turnover/specific type of sales 

o Volume of seasonal sales 

o Complaints, quality problems 

 Financial management: 

o Volume of cash and bank account turnover 

o Bank accounts 

o Petty cash volume 

o Liquidity and capital rotation indicators 

o Profit indicators 

o Volume of overdues 

o Volume of debts 

 Investments: 

o Average and full duration of the investment 

o Average return of investment 

o Total cost of the investment 

o Delivery by deadline 

 

A further methodology of the analysis of performance indicators of key importance is the 

planning of project indicators (achieved results), mainly for production/service. 
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The detailed introduction of the input and output sides are closely linked to the 

production/service process presentation. We have explained earlier the input side, at this 

stage, we need to examine the output side. It is advisory to introduce the minimal and 

maximum production volume  as well as the volume of services when presenting the outputs 

and yields.  

 

The exploitation of the maximum production capacity does not mean that the total volume can 

be sold, so for this reason when defining the turnover to be realized, we should certainly keep 

this aspect in mind. The yields – which are indicated in natural measurement – should be 

introduced on the basis of production capacity. These indicators will make it possible to 

compare the results of the given enterprise with the average of sector/industry, as such, we 

can draw conclusions regarding the efficiency of the production/service procedure and the 

state-of-the art of the technology. 

 

Provided that the performances do not incur continuously, but in stages or seasonally, it is 

advisory to provide the details on a monthly basis. We should take into account the fact that 

expenditures and outputs to be sold and when it comes to the demonstration in value, one 

should have the detailed costs and income in the financial plan, as such they should be in line. 

 

5.4. Technology, production and product development 

 

Following the introduction of the production elements, it is advisable to present the 

production processes to be applied. Graphs and flowcharts may be used for demonstration 

purposes. There are enterprises, which operate in conveyor belt mode, others however operate 

in a closed cycle work system. 

 

Enterprises may prepare the business plan any time during their existence, even at an early 

stage, when the company still has not defined the range of products/services to be offered. 

One extreme is the early stage, when operators have very little experience in operation. The 

other extreme scenario is when the business plan is presented by a mature or a declining 

enterprise, which should further develop its activity in order to keep its market position. In 

each scenario, it is vital that the product and production development activities should be 

highlighted. 

 

Manufacturers are forced to continuously develop their production based on the needs of the 

present era. It is the goal of all manufacturers to produce a certain product in the shortest 

possible time, in the best quality with the least possible expenditure at a low sales price on the 

long-run (at a suitable profit margin). As a result, the company can keep its buyers and opens 

the way to acquire new ones. In order to reach this goal, the company should develop its 

production/product and service processes. In this respect, what we mean by development is 

the process where the physically worn equipment is replaced by a high-tech equipment. 

Morally, an out-of date production equipment is replaced, the level of automation of the 

service or production process is increased. 

 

At each enterprise, production development should be regarded as a continuous activity. At 

first, when the company is set up, the selection of the suitable product (service) becomes 

decisive. However, for enterprises in operation product development is significant in order to 

keep its market leading position. It is advisory to explain the following questions in a detailed 

form: 
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 Are there experts/expert groups at the company dealing with product development? 

 What is the current level of products/services (for example: ready to penetrate the 

market, market research activities)? 

 As a consequence of the market research tests, is it necessary to modify the 

development concept? 

 When is it expected to spread the service (product) on the market? What about the 

competitors? 

 What effect does the development activity have on the competitors? What will be the 

effect of the development of the competitors on the enterprise? (What can be done to 

counter-balance?) 

 

Via production development, only the possibility was created to further evolve the company. 

In order to reach success, one needs long-term thinking and consideration of realistic 

opportunities. Under the present market conditions, one should always be one step ahead of 

the competitors. 

 

In terms of the operation plan, it is expected that the enterprise clearly defines the product 

development scenario. In general, the stages of product development are the following: 

 

 Planning phase: the product characteristics should be defined and also how can 

production be realized in the most cost-efficient manner 

 Prototype development: plans become tangible product at this stage. The prototype is 

developed under special conditions. 

 Customer/consumer testing: products are tested by the consumers/end-users, ideas are 

collected in order to introduce the product to the market successfully 

 

It is also advisable to introduce the protection strategy (IPR) of the products and technologies 

in the business plan. Product protection may be realized via patents, licenses, IPR. Enterprises 

may also have licence to become exclusive distributors of a certain product. The above 

mentioned protection does not only concern the final product or service, but the production 

process itself could also be registered as patent. Patent may be acquired for one single process 

in the production chain in case of a complex procedure. One should certainly consider and 

provide details of the potential profit and expenditures related to product protection in the 

business plan. 

 

5.5. Service, customer care 

 

From the point of view of the success of enterprises, it is vital to have quality service network 

and product support. The significance of the above parameters depend on the range of 

products of the enterprise Simple, cheap products do not require service support. In other 

cases however, such as technical/mechanical high-tech units, service support may be 

necessary so that customers use and maintain the product accordingly. 

The enterprise may keep or even push its reputation forward, provide quality customer care 

following the sales activity and also provide guidance and service support. Simple product 

support may mean that the company provides a manual to the product or even set up a service 

team who will handle customer complaints by phone. Via such activity, further profit could be 

generated. For example, a car dealership and its primary source of income is the sales activity, 

however a secondary source of income may be the setting up of a repair and service unit, too. 

In case of new enterprises, it may be better that the service tasks are not performed in-house, 

but by sub-contractors. As a consequence, costs could be reduced and operation will be more 
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simple. Furthermore, market penetration becomes more credible, if the company is already 

known in the market, has good reputation of service support. 

 

5.6. Financial aspects of the production plan 

In the production plan, we mainly define gross type production value categories: (1) value of 

finished product production (2) value of finished production (3) total production value (4) 

gross production value. The calculation of categories and the coherence between the 

categories may be defined by the following. 

 

+ Net turnover of finished products to be sold 

± Stock value change of finished product 

+ Activated value of own performance 

+ Net turnover of semi-finished products to be sold  

= VALUE OF FINISHED PRODUCT PRODUCTION 

(1+2+3+4) 

+ Net turnover of sold industrial services 

+ Net turnover of ordered industrial services 

= VALUE OF FINISHED PRODUCTION (5+6+7) 

± Change of unfinished production 

± Stock change of semi-finished products 

= VALUE OF TOTAL PRODUCTION (8±9±10) 

+ Production value of secondary activities 

= GROSS PRODUCTION VALUE (11+12) 

 

Production value categories are to be calculated on net sales price and direct overhead costs. 

The supply value of sold products and sub-contractor performances should be ignored, due to 

the fact that these factors cannot be considered as the company‟s own performance. Based on 

the above, it must be underlined that during the preparation of the production plan, the unique 

features of the production process cannot be ignored. When selecting the measurements 

(units), particularities play an important role. During the practical planning phase, we need to 

plan various measurements and units. The production plan covers all the activities of the 

enterprise. 

 

Check questions: 

 

1. What is the purpose and content of production/service plan chapter inside the business 

plan? 

2. What do you mean by production process management? 

3. What are the possible performance indicators of production/service process? How can 

they be defined (criteria)? 

4. What do you mean by product development? 

5. What do you mean by service and customer care? 

6. Please describe the gross production value calculation! 

 

 

Competence development questions: 
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1. Please provide examples of narrow capacity scenarios and their potential solutions (for 

example: mineral water production and distribution)! 

2. What costs/expenditures (economic and accounting) are generated by storing raw 

materials and finished products? 

3. How can the efficiency of production process/service activities be measured in terms 

of expenditures? 
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6. Resource plan 

After the above mentioned sections of the process of creating the business plan tasks need to 

be completed in connection with the resources. Regardless of the size of the company or the 

specific business activity, etc. to operate a corporation one needs resources, that need to be 

used efficiently to achieve results. As Helgertné Szabó (2003) sums it up: Every economic 

activity assumes the distribution and combination of specific type and amount of resources to 

achieve a certain goal set beforehand. The direction, the length and structure of the business 

activity are all influenced by the volume, quality and structure of the available resources. The 

literature categorizes resources in a number of ways. In connection with planning resources 

include – following the classic categories – human, building and mechanical resources, 

materials and stocks purchased. Tasks of planning have common and specific aspects when it 

comes to the different groups of resources. Planning the resources at the end is about trying to 

create a balance between needs and covers to increase the profitability of the activity. This 

essentially can be viewed as task of optimatization, since its goal is to have the necessary 

amount of quality resources at a certain time and place (Kresalek, 2003; Pupos, 2010). 

 

 

Resource-scale 

 
The necessary resources to complete an activity 

(tasks) 

 

Plan for covering resources 

 

Figure 6.1.: Resource-scale 

Source: Kresalek, 2003 

 

However, it is important to mention that having access to too little or too much resources can 

decrease the profit. In case of limited resources the potentially available profit cannot be 

achieved, we face „lost” profit. In contrast, having access resources means that resources are 

not used to their full potential, which results in extra cost, or in decreasing profit. 

 

The management of resources can be divided into two, well-connected subcategories: tasks in 

connection with locking up and using resources. Locking up refers to „stock” type, while 

usage refers to „flow” type contexts. Following this model locking up can be measured with 

state-timelines
7
, while usage can be monitored with duration-timelines

8
. Locking up resources 

means to have these resources available and accessible for the corporation in a specific time 

period. The actual amount of resources available at corporations changes with time, therefore 

locking up as lasting presence can be numeralized with the average amount of resources at a 

given time period. Usage is realized as the process of resources becoming means. The 

indicators of usage show the living and non-living work that is built into a certain product or 

corporate performance during a period of time. These indicators refer to duration and can be 

interpreted only with these factors. The two economic dimensions appear in the real and value 

processes as well. In realistic processes resources can be observed in their own concreteness 

(presence, reform), but from the aspect of value processes they appear in a unique 

interpretation, expressed in money (investment, value transfer) (Illés, 2002). 
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Below we are going to observe the three categories of resources separately: 

 Invested material instruments; 

 Labour-demand; 

 Floating capital demand/permanently locked up floating instruments 

 

 

6.1. Plan for invested material instruments 

 

A majority of resources in productive corporations are considered invested instruments. 

According to the current Act on Accounting there are three main categories of invested 

instruments: 

 Immaterial essentials; 

 Invested material instruments; 

 Invested monetary instruments. 

 

Within these three categories, material instruments account for the majority of invested tools. 

In terms of creating a business plan the main task is creating a plan for these material 

instruments. The character of these material instruments – obviously – is determined by the 

nature of the production. Different tools are needed in a bakery, a mine, in agriculture, or in 

the light industry. Therefore planning ahead for the demand for resources and for the usage of 

capacity is a unique task. 

 

Material instruments typically determine the circle, the amount, content and quality of 

products and services that can be created and marketed. Part of these (for example machines, 

appliances, and tools) effect human resources and their efficiency directly, while others (for 

example real estate) have an indirect effect. Creating plans in connection with material 

instruments is a part of the intermediate (or in some cases long term) planning process. For 

example creating, expanding or developing the stock of tools, which is part of the innovation 

and investment plan. At the same time using and applying these tools is a question of 

operation (Kresalek, 2003)! 

 

During the related planning tasks – which represent in part a wider and in part a smaller 

portion of tasks than the ones included in the related material of Accounting and Agronomy I 

courses – the basic goal is to assure the optimal utilization of these tools. 

 

Planning tasks related to material instruments – mainly technical machines and equipment – 

are to express and utilize the performance capability of these tools. Based on these one can 

determine the capacity, permeability of the tools as well as the utilization of these 

characteristics.  
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6.1.1. The numeralization of capacity 

 

Resources possess a theoretical capacity, which we can call performance or productivity as 

well. Theoretical capacity is the maximal performance of the resource, which can be achieved 

in optimal circumstances. The goal of measuring the capacity is to determine the maximum of 

productivity and to ensure the maximal utilization of technical opportunities to increase profit. 

The goal of related calculations is to determine productivity and to ensure that the available 

opportunities are utilized. On the long term capacities need to be adjusted to the planned 

tasks. Short term the accessible capacity determines the limit of production. In the latter case 

the main task of planning is ensuring optimal utilization (Kresalek, 2003; Pupos, 2010). 

 

Capacity can be measured in: 

 Natural units (items, kg, t, etc.); 

 Agronomical units (ton-kilometre, etc.); 

 Measured units (supply days, portion number, etc.); 

 Amount of work (norm hour, working hour, working day, etc.); 

 Mechanical time input (machine hour, hours of operation); 

 Value. 

 

 

6.1.2. The numeralization of permeability 

 

Next to capacity, which is theoretical productivity, permeability is more decisive as effective, 

actual capacity, which shows the concrete mechanical – dominating in practice – productivity 

potential and performance, so it equals the performance in connection with mechanical and 

economical circumstances that can be planned (Kresalek, 2003). Several sources and practice 

consider this as capacity and use this as the actual productivity in calculations. 

 

Permeability depends on the number of operating machines, the mechanical, technical quality 

of equipment, the working order of the corporation, and the potential and achievable quality 

of workload organization. 

 

 

6.1.3. Utilization of capacity 

 

Like it was mentioned before, capacity utilization influences the results of a corporation 

greatly, increases the risk connected to operation because of constant related expenses. 

Capacity utilization shows how much the planned performance is being utilized in the time 

frame of the plan, and it can be numeralized the following way. 

 

100
capacity Nominal

capacity Used
(%)n utilizatioCapacity    
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6.1.4. Utilization of permeability 

 

The utilization of permeability is used to evaluate the relation between the planned production 

and the realistically expected and predictable performance. Basically it is the comparison of 

the demand and coverage of mechanical resources. At the same time during the planning 

phase one has to consider tasks, that are not part of the production plan, but to complete them 

machines are needed – this is the revised resource-demand of the production. 

 

Our goal is to have equal production and permeability. If production is higher than 

permeability, resources are tighter in terms of a given instrument. This can be solved the 

following ways: 

 Increasing the number of machines (including machines not operating before, 

investment); 

 Increasing the average number of shifts, which results in increasing capacity and 

additional labour force utilization; 

 Decreasing the amount of lost time (discipline or organization of work); 

 Increasing the average performance rate (learning curve of workforce, increasing 

proficience); 

 Decreasing the machine-related time needed for a product or activity (innovation); 

 Hiring paid workers; 

 Decreasing the planned volume of production (Kresalek, 2003). 

 

When production is lower than permeability, the given tool is considered a broad production 

section. This can be solved the following ways: 

 Taking up paid work; 

 Renting out machines; 

 Decreasing the number of shifts; 

 Selling machines in good technical condition; 

 Sorting out machines that are not in a decent condition (Kresalek, 2003). 

 

The tasks that need to be solved during the planning phase of material instruments were 

summarized by Pupos (2010): 

 The capacity of available material instruments need to be estimated and determined. 

 A decision has to be made on the stock (amount) of tools needed and their 

permeability needs to be determined. 

 Creation of the resource-scale, demand needs to be compared with the permeability. 

 In case of there is a lack of resources – based on the result of  related economic 

calculations – a decision has to be made about the necessary investment, or one has to 

find another solution to terminate the deficit. We need to emphasize that – as we will 

see during the financial planning phase – the selected solution will have a fundamental 

effect on the financial plan. 

 In line with planning the material instruments the workforce as a resource needs to be 

planned as well. It has to be considered whether the necessary amount of well-

qualified workforce is available to operate the instruments. 

 In case there is balance between demand and permeability the expenses of operation 

must be planned. It is the decision making competency of the leadership whether to 

include the plan for expenses in this phase or in the financial planning phase. 
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6.2. Plan for human resources 

 

While planning the demand for workforce one needs to take into consideration whether the 

necessary amount of qualified workforce is available at the corporation to be able to operate 

the instruments. According to Chikán (2005) „Human resources are the structured sum of the 

skills, professional knowledge of workers employed by the corporation and their place in the 

division of labour.” Since we are talking about people – understandably – this field has to be 

considered as high priority. Planning the workforce as a resource appears on all levels and at 

all times of the planning process. Workforce demand planned in terms of the business plan is 

part of the corporation‟s operational workforce management. The dispersion of the workforce 

demand follows the time frame of the production plan. The workforce plan related to the 

different economic sections must be high priority – in line with the extensional dispersion of 

the corporation (Pupos, 2010). 

 

It should be emphasized that the plan for human resources is not the same as the corporation‟s 

workforce plan: it is more than the mechanical summary of headcount. This statement comes 

from the special characteristics of the human as a resource (for example humans are 

innovative, their performance cannot be stored, and they are capable of making decisions) and 

from its strategical role explained by these characteristics. Within the corporation the resource 

plan must colligate all related elements of human resources, which we nowadays call human 

resources management. Only this perspective and approach ensures (can ensure) the 

achievement of personal and corporate goals long term (Pupos, 2010). 

 

The fields of human resources management are the following: 

 Basic tasks of workforce management (headcount management); 

 Organizing the working process; 

 Wage- and income management, motivation; 

 Workforce development, training, continuing learning; 

 Labour relations. 

 

Mandatory elements of the plan for human resources are the following: 

 Workforce plan; 

 Plan for wages and other workforce-related expenses; 

 Indicators for the planned utilization of human resources. 

 

Below we summarize the most important information about putting together a plan for human 

resources based on the work of Kresalek (2003) and Pupos (2010). 

 

 

6.2.1. The work force plan 

 

The role of the workforce plan is to outline the size and composition of the workforce 

headcount, and in some cases – using special planning methods – and to predict the number of 

working hours. 

Creating the workforce plan includes the following steps: 

a) calculation of the workforce-demand; 

b) determining the workforce-coverage; 

c) creating the workforce-scale (comparison of demand and coverage); 

d) in case of missing coverage working out the necessary tasks to terminate the deficit. 
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Establishing the plan – both short and long term – needs analysis based on external and 

internal information. Sources of external information can be: national economic programs, 

information received from advocacy groups, centers and departments of labour and local 

governments, related legislations, etc. Internal information related to the corporation can be 

attained from different company records, statistics, job descriptions, different policies 

(collective contracts, labour guidelines, etc.). 

 

a) Planning the workforce-demand 

 

Planning the workforce headcount covers primarily the employees of the corporation. It is 

recommended to always plan the headcount – as a general rule – according to the demands of 

the company, for groups trained based on related group-forming criteria and in structures 

determined in advance. The most common group-forming criteria and the groups based on 

these according to Kresalek (2003) are the following: 

 According to the activity based on the job by main categories of activity: 

o Ones who do physical work; 

o Ones who do intellectual work. 

 According to the categories based on the activity of the company: 

o Ones with primary activities 

o Ones with secondary activities. 

 Recording the workforce can be completed by organizational sectors 

 Recording based on the types of jobs and certain job groups is an option as well. 

 Based on the composition in terms of professional qualifications 

 Based on the duration of employment and the age of employees 

 Categorizing based on time devoted to work is an important factor when calculating 

the demand and coverage and creating the workforce-scale. 

 Sorting employees by gender can be necessary for analyses or statistical surveys. 

 

The aspects mentioned above are not comprehensive. The Unified Ranking System of 

Occupations (FEOR-08) includes the complete list of topics discussed here. While solving the 

tasks that occur during the practical planning considering related regulations is an important 

aspect. These are also necessary to gain an integral understanding of the different headcount 

categories. 

 

Labour staff headcount: The total number of employees at a company at a certain time or at an 

average of a time period. 

 

Statistical staff headcount: The labour staff headcount minus the number of employees that 

are not at work for a specific reason, with the additional number of extra staff members that 

are continuously working for the employer based on a specific agreement. During the 

practical realization of the workforce planning phase this headcount must be used, this is also 

the basis for the numeralization of the workforce coverage. 

 

Employee headcount: The total number of workers present at the company on work days. This 

category of headcount is difficult to plan, since it depends on many circumstances. It can be 

influenced by sickness, or omission without verification. This category can be estimated 

based on the factual figures of the previous period(s). The ratio of average employee 

headcount and average statistical staff headcount is the indicator that describes the utilization 

of workforce. Based on the previous definitions: 
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100
headcount staff lstatistica Average

headcount employee Average
  (%)indicator n utilizatio Workforce   

 

 

From the previous correlation based on the equation below the predicted ratio of absent 

employees can be calculated: 

 

(%)indicator n utilizatio Workforce%100  (%) employeesabsent  Predicted   

 

The necessary headcount can be determined based on the nature of activity, the type of 

workforce, the available information and tightly connected with these the amount of 

workforce expenditure numeralized by the result of related calculations. The general context 

of necessary workforce headcount is the following: 

 

person one ofcapacity  The

eexpenditur  workforceofamount  )(necessary expected The
 headcount  Workforce   

 

 

The concrete content of the numerator and denominator – which is the unit used to record the 

demand and capacity – is determined by the previously listed factors. The planning process 

can be: 

 Planning based on the norm hour demand; 

 Planning based on the service norms; 

 Determination of the workforce-demand of work completed in an open space or field; 

 Planning of the headcount demand of work tasks completed continuously, without 

breaks. 

 

A decisive element of planning the headcount is the numeralization of workforce capacity, in 

other words the planning of working hours. Working hours are considered to be the nominal 

time period, that is spent at work be the employee for the purpose of completing work. The 

length of duty time is determined by the Code of Labour, and this is called the mandatory 

working time – of a certain function – based on the working order. As it is already known, the 

length of the working time is 8 hours daily. While planning the working time realistically 

several factors must be considered. The related planning process includes the following: 

 

    Number of calendar days 

–  Weekly days off 

–  Holidays 

=  Working days of the working order 

    (Legal working days; Number of feasible working days) 

 

According to current regulations every employee is allowed two days off weekly, and does 

not have to work on holidays set in the regulations mentioned before. Working days included 

in the working order are the number of feasible working days. This needs to be decreased by 

the full-day absences: regular yearly days off, sick days, days on medical leave, allowed days 

off without pay. Considering these correctional units we can calculate the number of 

mandatory working days, as shown in the equation below: 
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    Number of feasible working days 

–  Full-day absence 

=  Number of mandatory working days 

 

In case the planning is carried out with working hours – this is common conduct – the 

working days of different working force categories need to be multiplied by the legal duration 

of the working day. Based on this we can use the following correlation: 

 

Number of feasible hours (hour) = Number of mandatory working days (day) x The legal 

duration of a working day (hours/day) 

 

Based on the factual figures of the previous (basic) period partial daily absences can be 

planned, when an employee shows up at work with the purpose of completing work, but for 

some reason does not complete the full length of the legal working time. Therefore the 

number of feasible hours must be decreased by the number of these hours to get to the number 

of mandatory working hours. Based on the previous information: 

 

Number of mandatory hours (hour) = Number of feasible hours (hour) – Number of partial 

daily absences (hour) 

 

The mandatory hours determined based on the equation above – regarding the physical 

workforce headcount – equal the working hour demand for the activities included in the 

production plan. 

 

While creating a plan for the working hours analyses of the data from previous periods can 

provide an important base. The most often used indicators deducted from the working time 

balance are: 

 Workforce utilization indicator; 

 Working time utilization indicator; 

 The utilization indicator of the basis of working time. 

 

One can determine the individual indicators using the equations below: 

 

100
(day) days  workingfeasible ofNumber 

(day) days workingmandatory  ofNumber 
  (%)indicator n utilizatio Workforce   

 

100
(hour) hours  workingfeasible ofNumber 

(hour) hours workingmandatory  ofNumber 
  (%)indicator n utilizatio  timeWorking   

or 

100
)(hours/dayday   workinga ofduration  Legal

)(hours/dayday   workinga ofduration  Average
(%)indicator n utilizatio  timeWorking   

 

The average duration of a working day can be calculated using the equation below: 

 

days workingmandatory  ofNumber 

hours workingmandatory  ofNumber 
  )(hours/dayday   workinga ofduration  Average 

 
 

 



 

 

74 

 

100
(hours)  time workingof Basis

(hour) hours workingmandatory  ofNumber 
  (%)  time workingof basis  theofindicator n Utilizatio 

 
Basis of working time (hours) = Number of days based on the working order (days) x Legal 

duration of a working day (hours/day) 

 

From the indicators mentioned previously we can deduct: 

 

Utilization indicator of the basis of working time (%)= 

Workforce utilization indicator (%) x Utilization indicator of the basis of working time (%) 

 

Based on the correlations mentioned above individual headcount numbers can be calculated 

the following way: 

 

son)(hours/perperson  onefor  hoursmandatory  ofNumber 

(hours) jobor activity given for  hours workingnecessary  ofNumber 
  (person)headcount  Physical 

 

In case a norm can be considered for the activity, the headcount can be calculated based on 

the following: 

 

on)hours/pers (normperson  onefor  hours normmandatory  ofNumber 

hours) (norm jobor activity given for  hours normnecessary  ofNumber 
  (person)headcount  physicalDirect 

 

In case a norm cannot be considered for the activity, the necessary headcount of the applied 

technology is the base for the plan of the headcount demand as follows: 

 

(%)indicator n utilizatio Workforce

shifts) ofNumber  x (person)headcount  ical(Technolog
  (person)headcount   totalExpected   

 

b) Determination of the workforce-coverage 

 

In addition to the calculation of the headcount demand the planning of the workforce 

coverage is also an integral part of the workforce plan, which aims to show from where and 

how will the corporation be able to provide the necessary workforce. The planning process 

therefore includes the assessment and projection of the workforce supply with considering 

both the internal and external supply, the latter appearing in the environment of the company. 

Analyzing the internal situation is based on records found at the corporation. This gives an 

opportunity to explore the workforce-flow within the company, for example transition of 

employees between departments, workplaces or jobs, promotions and demotions. Exploring 

the external workforce supply means the exploration and analysis of the company‟s market 

environment and potential labour market. Based on the results of this analysis the workforce 

coverage plan can be created, which includes the predictable headcount of the given time 

period broken into the necessary categories, for example supply-, working groups, or 

departments. In terms of the level of being detailed, the plan for workforce demand should 

provide guidance, this should be followed during the planning process. 

 

c) Creating the workforce balance (comparing demand and supply) 
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This part of the plan is to determine whether the demand and supply are in balance. The 

workforce plan is only complete when there is balance between these two. To ensure this 

certain, sometimes repeated adjustments (iteration) are necessary, so the first comparison 

usually does not show equal demand and supply. Differences can vary greatly, they can 

appear on the department level, but extra supply or lower than necessary supply can appear on 

the company level as well. The task is to remove these differences, and to find solutions with 

which balance can be ensured. Solutions can come from within the company or from outside 

of it. To reduce differences within the company employees can be retrained, extra hours can 

be introduced, the number of shifts can be increased, the productivity can be increased, etc. In 

case there is no sufficient number of workers. In case of extra capacity the opposite of the 

actions mentioned before can provide a solution for the leadership of the company. If internal 

solutions are not enough, the lack of capacity needs to be covered with going to the labour 

market and hiring new employees. 

 

 

6.2.2. Plan of salaries and other labor-related expenses 

 

We explain the planning process of salaries and other labour-related expenses based on Pupos 

(2010). The planning process of the related expenses needs to be in harmony with the system 

of motivations of the company. Workforce-expense is the total cost of work taken, so it 

includes all direct and indirect compensation for employees. This needs to be handled as a 

priority, since compensations are the main tools of motivation. The size of compensations 

influence the performance of employees greatly, and through this effects the effectiveness of 

the company‟s production. 

 

Companies can create detailed workforce-expense plans, which includes all expenses, 

spendings related to human resources by title. In case of a broad salary plan the individual 

elements only appear in the result plan (as part of the fiscal plan) and liquidity plan. The 

workforce-expense plan includes the following elements: 

 Expenses related to individuals: 

a) salaries: 

- wages; 

- other income; 

b) social expenses: 

- associated expenses, contributions of the employer; 

- other expenses, contributions; 

 Expenses related to training, education, continuing education; 

 Other, related workforce-expenses. 

 

Planning of the total wage bill can be carried out: 

 In a broad way by supply groups and main departments; 

 In a detailed way, broken down by the items of the wage system. 

 

The planning process can be carried out by departments in an autocrative way, in other words 

in a centralized, top to bottom fashion. Equations that can be used are the following: 

 

n)(HUF/persosalary  average Planned(person)headcount  Predicted(HUF) bill  wageTotal   
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More detailed plans are created based on the wage system by supply goups, working groups 

and departments. This planning process includes the following elements:  

 Planning of basic- and parent wages (in line with the applied compensation forms); 

 Planning of wage supplements; 

 Planning of supplemental salaries; 

 Planning of premiums and rewards; 

 Planning of other items. 

 

In addition to the total wage bill, companies plan the average wages as well. The average 

wage is the ratio of the total wage bill and the number of employees. Calculating this is 

important for checking the level and rate of wages and for planning the improvement of 

wages. 

 

Additional income includes renumerations rightfully awarded to the employee or voluntarily 

given by the employer, for example messing allowance, refunds related to transportation to 

and from work, refunds related to housing expenses, holiday bonuses. These income elements 

can be planned with the help of the predicted headcount and the factual figures of previous 

time periods. 

 

Social expense items include associated expenses paid by the employer, like contribution to 

health and pension insurance, employer contribution, healthcare expenses, renumeration 

during medical leave. 

 

Additional expenses include accident- and pension insurance paid by the employer, 

recreational and cultural expenses, sick-pay supplement, etc. The planning process of these 

items lies on the basis of the wage expense with taking related regulations into account, and 

based on the factual figures of the basic time period. 

 

Planning the expenses related to training, education and continuing education should be 

carried out based on the tasks included in the training plan of the company. Bigger 

corporations usually have an independent training plan. The base of the training plan is the 

strategic plan of the company. Included in these items are scholarships, cost of trainings and 

further education, and contributions to vocational training as well. 

 

Other related workforce expenses contain items that cannot be included in the categories 

above. These can be for example expenses related to hiring, sometimes paid to recruitment 

companies. 

 

6.2.3. Plan for the indicators of the expected utilization of human resources 

 

While creating a plan for human resources it is also important to compose indicators that 

show how the actual values appear compared to the plan, and that help review the correlation 

with other plans. This basically means that we compose the related indicators based on the 

integrated planned numbers. 
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6.3. Plan for the floating capital demand 

 

We explain the planning process of the floating capital demand based on the work of Pupos 

(2010). 

 

Floating capital is the supply value of certain categories of circulating instruments, that is 

permanently illiquid to ensure continuous production, so functions as capital. Based on the 

interpretation of the concept these groups of circulating instruments include: 

 Value of the insurance material supply; 

 Supply of self-made stocks; 

 The determined ratio of claim supplies; 

 Insurance funds. 

 

6.3.1. Planning the material demand 

 

The related theoretical knowledge – that we need for the tasks of planning – was included in 

several different courses. Therefore we only discuss the most important topics, that are 

emphasized and necessary during the creation of the business plan. Our goal is the synthesize 

the information discussed before. While observing the correlations we will need related 

professional knowledge taught before. 

 

Based on previous studies we know, that a majority of the estate of a company is in 

circulating instruments, that belong to the following categories: supplies, claims, stocks and 

cash. It is also known that the production process is based on the circulation of floating 

instruments, it is an essential condition that the different groups of circulating instruments be 

present together. Within circulating instruments there is a predomination of supplies, the 

quality of management of these supplies therefore influences the results.  

 

Supplies include: 

 Materials; 

 Unfinished production and products; 

 Young, store and other animals; 

 Ready-made products; 

 Products; 

 Down payment for supplies. 

 

In the following section we will review the planning process of purchased supplies (materials 

and products, or commercial supplies), since purchasing the materials and products is the 

basis of all the other types of supplies. But from this it follows, that when planning the 

amount of materials necessary for a company one has to start with the production plan. We 

have already covered, that the production plan contains the type and amount of products that 

are planned as well as the timing of the production. The plan of material needs has to be in 

line with the granularity, time-related segmentation and timing of the production plan. The 

importance of this is also supported by the fact, that material costs can only be planned – as 

part of the financial plan – based on this, and this is necessary for the timing of expenses – 

included in the plan for the financial turnover. 
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To create the plan we need to know: 

 Tasks of production; 

 Norms of using materials; 

 The volume of other activities. 

 

During the practical planning process the plan for the material needs is only created for the 

type of material playing an important part in the consumption. Necessary supplementary 

materials (subsidiary, fuel, lubricant, heating material, etc.), other than the basic materials can 

be planned based on the characteristics of the usage. These characteristics of usage are 

determined by different, simple statistical methods (average calculation, proportioning, etc.). 

The total necessary amount of materials is calculated with the series of consumption for the 

single items of usage characteristics and parameters of planning period. For example if the 

specific fuel oil consumption is 8 liters/100 km, the planned running performance is 50 

thousand km, the total amount of fuel oil needed is 50 000x8 = 40 thousand liters. 

 

The most common usage standards of materials are the following: 

 Net material usage standard: this shows the amount of material actually built in the 

product. 

 Gross material usage standard: In addition to the net standard it includes the waste, 

loss created during production. The implementation of stock materials is based on this. 

 Acquisition standard: In addition to the gross standard it includes the specific material 

usage of excess caused by waste and the specific transportation and storage wastes. 

 

The correlation between the standards explained previously is shown in the graph 6.2. 

 

Acquisition standard 

 

 

Gross standard  +  Waste + Other specific losses 

 

 

 

Net standard   +   Junk 

 

Figure 6.2 Correlations between the standards of material usage 

Source: Own compilation 

 

In practice material usage standards are also expressed in the percentage of gross material 

usage standards. The basis of comparison is therefore the gross standard, this constitutes a 

100%. 

 

The demand for material can be planned by types of materials based on the equation below: 

 

Demand for primary material = Planned production × Acquisition standard 

 

The planned demand for primary materials is the basis of the plan for the direct cost of 

materials. Based on the correlation already mentioned: 

 

Direct cost of materials = Demand for primary material × Unit price 
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When knowing the demand for primary materials can we create a plan for the acquisition of 

primary materials. The planning process can be carried out based on the balance-method. 

According to this: 

 

Starting supply + Acquisition = Usage + Ending supply 

 

Based on the previous correlation: 

 

Amount to be purchased = Usage + Ending supply – Opening supply 

 

The usage is based on the usage plan. The starting supply equals the ending supply of the 

previous period. It is more problematic to determine the size of the ending supply. Planning 

the ending supply usually happens with the help of the average supply. Based on this: 

 

2

supply Flowing
 supply Minimalsupply Ending   

 

The minimal supply is the level od supplies, which a company cannot go below. The flowing 

supply covers the demand for materials between two consecutive times of purchases. The 

minimal supply can be calculated based on the equation below: 

 

Minimal supply = Stock supply + Insurance supply 

 

Check questions: 

1. What is the resource-scale? 

2. What is the difference between capacity and permeability? 

3. List at least 5 suggested solutions for a situation where a group of machines turn out to 

be too tight of a resource! 

4. List at least 5 suggested solutions for a situation where a group of machines turn out to 

be too broad of a resource! 

5. What are the mandatory elements of the plan for human resources? 

6. Which steps are included in the creation of the workforce-plan? 

7. Describe the indicators calculated from the working time balance (name and 

calculation)! 

8. Describe and give a short introduction of the material usage standards and the 

correlation between them! 

9. Describe and give a short introduction of the supply categories! 

 

 

Competence developing questions: 

1. Describe the basic correlations of the planning process of resources! 

2. Summarize the tasks that need to be completed during the planning process of material 

instruments and the correlation between them. 

3. Describe the professional aspects of creating the workforce-scale! 

4. What kind of factors influence the workforce expenses? 

5. Describe the professional aspects that the plan of material needs is based on! 

 



 

 

80 

 

77..  FFiinnaanncciiaall  ppllaann  

(László Szőllősi) 

 

Because of the close interaction between real and nominal processes during business 

operations, financial management needs to think through and quantify the effects of both 

investing and financing decisions required for implementing the strategy. The process itself is 

called financial planning and its outcome – its quantified form – is the financial forecast (also 

called financial plan). Brealey és Myers (2005) say „Without a financial forecast, the 

corporate is a black box.” Both the external environment – investors, creditors, state, etc. – 

and the stakeholders are interested in perspicacity and the gathering of reliable pieces of 

information concerning the corporate. 

 

The principal goal of financial planning is to present a trustworthy and detailed financial 

forecast that reflects the planned activities of the business well. While other parts of the 

business plan show the character of the corporate and its business environment, the financial 

plan focuses on the asset, financial and income status and the outcome of operations of the 

firm. Investors find out from the financing plan what kind of a yield they can realize on their 

investments and what kind of a return they can calculate. Creditors are informed about the 

debt service capacity of the borrowers or, the continuity of loan repayment and interest 

payment. When financial forecast is made only for the management, its detailed and precise 

preparation is still important. 

 

Each plan is in relationship with others, thus each plan has an effect – within a relevant period 

– on the forecast of the year, and each plan has a financial implication, too, which is the 

integral part of the financial forecast of the relevant year. Long-term forecasts focus on the 

whole corporate, they quantify the strategic goals. Medium-term financial forecasts can be 

interpreted as generous financial projection of the strategic plan. The short-term financial 

forecast is planned for a year, its primary goal is to assure the liquidity of the corporate, and 

thus it quantifies the short-term sources including the cash-flow of the forecasted year of the 

strategic goal. It must be emphasized that rolling modelling prevails definitively in financial 

forecasting, which is an obvious consequence of above mentioned interactions. Each forecast 

has to comply with the important requirement of continuously ensuring the foresight for the 

selected period. The length of the period is in opposition to the reliability of the pieces of 

information that means the longer the period is the less the certainty and the accuracy of 

gathered information is. To meet the requirement for the forecast, data have to be adjusted by 

the differences between forecasted and actual figures. Forecasted figures of the next period 

have to be updated and modified. 

 

The financial forecast summarizes some detailed plans (revenue, production, purchase, 

resources, investment) referring to different areas of the business activity. The financial 

forecast plays an important role in ensuring consistency among the detailed plans. The 

objective of financial forecasting is to create financial policies that are responsible for 

continuous financial balancing of a corporate. A financial forecast comprehends the 

preparation of the profit and loss plan, the balance sheet plan and the financing plan (Maczó, 

1999). Thus, in the frame of the financial forecast, each component of the business plan, the 

capital demand and the resource structure and relating details of the financial plan have to be 

quantified. 
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The main components of the financial plan are the following: 

 Profit and loss plan: 

o Forecast for revenues and the capitalized value of own performances 

o Forecast for inputs and production costs 

 Balance sheet forecast 

 Cash flow forecast 

 Other analysis containing financial information 

 

Profit and loss-, balance sheet and cash-flow calculation unseparably link to each other. 

Figure 7.1 illustrates the interfaces among each part of the financial plan and their 

consistency. 

 

 
Figure 7.1. Interrelations among profit and loss-, balance sheet- and cash-flow 

statements 
Source: Horváth & Partner, 2000 

 

Through controlling the financial feasibility of the business concept, the financial forecast has 

a significant role in ensuring consistency among the pieces of information introduced in other 

parts of the business plan. Consistency exists between the quantity of products/services 

produced and the quantity of inputs used for their production; produced and sold quantities; 

sold quantity and revenue; used inputs and production costs; and, financing structures and 

cash-flows, etc. When this consistency does not exist, investors may feel distrust and creditors 

may not provide loans. Revenues, production costs, achievable profit, asset status and cash-

flows that are important in respect of liquidity for a period are presented in the financial 

forecast. It is advisable to show all economic ratios and the results of different economic 

analyses, too. 
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Several techniques are known for preparing the financial forecast. Those that are based on 

traditional logical computations can be applied the same way like those financial forecasting 

models that are supported by different computer softwares. A financial forecast can basically 

be prepared by two concepts. There is a stock and a turnover approach forecasting. When 

preparing a financial forecast based on stock approach, stock figures are used whose foremost 

character is that they refer to a date, e.g. the stock of receivables, loans and raw materials, etc. 

The balance sheet forecast is also prepared according to this approach, assets and sources are 

compared in respect of a period. During forecasting on the base of the turnover approach (e.g. 

profit and loss forecast, cash flow forecast), turnover figures for a period are shown as 

increasing and decreasing items. For this reason, the cash flow forecast is principally based on 

the comparison of expected revenues and expenditures. All interfaces become evident when 

besides increasing and decreasing items, both opening stock relevant to a period and closing 

stock planned for the end of the period are given. There is namely a close relationship 

between the figures of the forecasts based on stock and turnover approach. The difference 

between increasing and decreasing items equals with the difference between the closing and 

the opening stock. This is the principle of the equality of assets and sources on the balance 

sheet. These can be interpreted as follows: 

 

opening stock + increasing items – decreasing items = closing stock 

opening stock + increasing items = decreasing items + closing stock 

increasing items – decreasing items = closing stock – opening stock 

 

In order to recognize and understand the consistency, consider the figures in table 7.1. and 

7.2. By comparison of assets and sources, needed loan can be determined for the closing date. 

 

Table 7.1. Data concerning planning of stock approach 

unit of measure: million Ft 

Description Opening stock Closing stock Change 

Assets 100 110 10 

Sources (Equity and 

Liabilities) 
95 100 5 

Credit demand 5 10 5 

Source: Pupos, 2010 

 

Table 7.2. Data concerning planning of turnover approach 

unit of measure: million Ft 

Description Closing stock 

Total revenues 345 

Total expenditures 350 

Net cash flow -5 

Source: Pupos, 2010 

 

The credit demand of the corporate is 5 million Ft. This demand on sources can also be 

determined by turnover approach. Relating data are summarized in table 7.2. Based on the 

turnover approach, the difference between revenues and expenditures result in the credit 

demand, as well. In relation to the figures in above tables, the equation of the balance sheet is 

defined as follows, when we suppose credit demand from the balance sheet of the beginning 

of the period is the opening stock, the credit demand from the sales figures is the increasing 
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(decreasing) item and the credit demand from the balance sheet of the end of the period is the 

closing stock: 

 

Opening stock (5) + Increasing item (5) = Decreasing item (0) + Closing stock (10) 

 

So, additional resource need is 5 million Ft that is shown in table 7.1. in stock approach. In 

opposition to this, table 7.2. presents the missing resource as a balancing item. There is a 

close relationship between these forecasts of different approaches, moreover, they can be used 

for controlling each other. 

 

It has to be noted that accounting and financial knowledge is needed to prepare and control a 

financial forecast, for this reason, the majority of entrepreneurs needs external accounting 

experts or consultants in this field. 

 

 

7.1. Profit and loss plan 

 

The aim of profit and loss plan is to provide an accurate picture of the company‟s expected 

profit. It is a synthetic document, summarizing all the factors which affect the company‟s 

profit. Less detailed profit plans are suitable for defining medium term plans and for the first 

draft of the yearly plan. This method can provide the planning of the estimated dividend, the 

own resources of investments, and the due instalments of long term liabilities, thus it gives a 

picture of the profit before taxation. Planning goes from backwards to the front (from down to 

up). Optimum counting plans require an optimalizing planning method and the goal is to 

estimate the value of maximum profit. The detailed profit plan is the mirror of the actual 

profit and loss statement, so the relating regulations of accounting, company peculiarities, 

accounting policy, etc. must be taken into consideration. Profit and loss statements can be 

made either by total cost method or by turnover cost method. 

 

Profit estimation presupposes the valuing of outputs and production inputs, that is, the valuing 

of net sales incomes, own performance capitalised, other incomes, production costs and other 

expenses. The inputs and estimated outputs must be figured in their natural units. 

 

Sales plan, or output accounting gives the basis of the business plan and of all other activities 

and plans. As a first step, one must plan the sales objectives (see chapter 4). In practice, 

companies usually divide the income draft to main and secondary activities.  

Trading companies have such peculiarities which must be reflected in their sales plans, which 

thus includes the planning of goods and their purchase. 

 

The planning of production costs is necessary for the production going undisturbed. 

Production cost plans provide important information both about estimated profit and 

provident cost accounting and control. Costs equal the quantity of expenses multiplied by unit 

price. Planning can be based on cost elements (or types), cost centers and cost per unit. 

 

The basis of any cost planning is the preliminary knowledge of the volume of expenses 

expressed in their natural units. Such expenses are the material-type, staff and other expenses. 

It is reasonable to plan each expense type in a detailed, featured way. The production process 

pass along the turnover of current assets, thus it is indispensable for the continuous production 

that all types of current assets are available at a same time. Inventories give the biggert share 

in current assets, so their management greatly influences profit. Inventories include: materials, 
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work in progress, porker and other animal (except breeding animals), finished goods, goods, 

advances for inventories. 

 

Apart from helping the accurate planning of costs and inventories on the basis of the material 

purchase plan, the business plan specifies the company‟s most important suppliers. It provides 

useful information for financers so that they can evaluate risk factors. During the actual 

material demand planning, only the most important materials, the so called „A” class 

materials are focused on.  

Hereafter, we review the planning tasks concerning purchased inventories, that is, materials 

and goods (retail inventories), because of these other inventories are. Consequently, the 

starting point of the planning of materials is found in the production plan. As we have seen, it 

contains the products the company wants to produce, their quantity and the scheduling of 

production. The material demand planning goes in accordance with the details of the 

production plan and its scheduling. We can estimate material costs in the cash flow plan on 

the basis of the material demand plan. The financial plan, then, uses cash flow plan for 

scheduling expenses. To set up material demand plan, one must know the production 

procedure, the material input norms and the volume of other activities. 

 

Planning by cost elements is a widespread method, since cost elements are the primary 

forms of company costs. Their systematic accounting affects the results of every company 

activity. This primary accounting concerns the reasons of incurring costs and not their areas of 

use. This aspect is reflected in cost element categories: 

 

Material-type costs can be planned primarily on the grounds of the material demand plan, 

while the estimation of material-type services are based on the business plan. For the costs of 

goods sold (CoGS) the trading plan provides basic information, but in the case of service 

companies, other categories must be regarded: cost of goods sold percentage, margin, margin 

percentage, and gross profit margin.  

 

100
salesnet 

sold goods ofcost 
(%) sold goods ofcost  of level   
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Staff costs are planned on the grounds of labour force demand plans and waging and 

incentive bonus schemes. Three items must be regarded: wages and salaries (labour costs), 

other related employee benefits and contributions on wages and salaries. Labour cost covers 

the cash and in-kind salaries and wages paid for workers as the offset of executed living 

labour and which can be time-proportionate and performance-linked. The planning of labour 

costs varies accordingly: to define time-proportionate salary, the duration of labour time must 

be defined first – usually set in labour hour – and the unit price of the labour – usually in 

gross hourly wage rate – must be defined. In case of permanent employers, we can express 

wages in the form of gross monthly salary, which is the expense of a 40-labour hour week as 
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prescribed by laws. The starting point of planning performance-linked staff costs is the 

quantity of executed labour in a given period (for example pieces, kg, m2). If we multiply this 

with the unit price, we get labour costs. 

 

Other related employee benefits include amounts paid for private individuals, other than 

wages and salaries, together with non-deductible VAT and income tax paid by the employer. 

We can plan here for example travel allowances, costs of homeland posting (by own car), and 

cafeteria benefit costs. 

 

Contributions on wages and salaries are pension insurance contributions, health insurance 

contributions, health service contributions, labour market contributions, vocational training 

contributions, and any other, tax-like payables which are assessed on the basis of labour costs 

or the number of employees. These are prescribed by the prevailing laws.  

 

Depreciation expenses can be planned according to the estimated changes in value of 

intangible and tangible assets and the relating accounting regulations. Depreciation planning 

is inseparable from the planning of fixed assets (Table 7.3.) because depreciation is reducing 

their values, therefore, in a given period, the closing net value of a given fixed asset must 

equal the difference of closing gross value and closing depreciation balance. Apart from 

depreciation, the value of fixed assets is reduced if they are sold, given as contribution in kind 

to another company or discarded, etc. Purchase, received contribution in kind, and self-

manufactured assets increase the value of fixed assets. 

 

Table 7.3 Planning of fixed assets and depreciation 

unit of measure: thousand Ft 

Description 
Months 

Total 
I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

Opening gross value              

   Increase              

   Decrease              

Closing gross value              

Opening depreciation              

   Budgeted depreciation              

   Unbudgeted depreciation              

   Decrease              

Closing depreciation              

Opening net value              

   Increase              

   Decrease              

Closing net value              

Source: Own construction 

 

Depreciation planning is based on the expected useful economic life of assets, and their 

residual value at the end of useful life. Useful economic life is an estimated period over which 

the company is allowed to depreciate the value of assets and charge its costs to its profit and 

loss account. The length of period is affected by the expected physical wear, obsolescence and 

the relating regulations. The latter prescribe the depreciation rates for various types of assets – 

supposing the use of prorated straight line method – with regard to the length of period. It is 

possible to diverge from these prescriptions in certain cases, so other rates and methods 

(declining, diminishing balance, accumulative, units of output method) can be used as well. 

The company must settle its own rules in the accounting policy, and planning goes in 

accordance with that. In the accounting of corporate income tax payable, if the used 
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depreciation method clashes the rules set in the Act on Corporate Tax and Dividend Tax, the 

tax base must be corrected accordingly. 

 

Other expenses can be drafted by considering both the planned activities in the financial year 

– for example sales of tangible assets – and the factual and estimated data of the former year. 

 

Planning by cost centers is as important as cost element planning because costs usually 

occur for definite purposes. Since a given company can pursue versatile activities – 

producing, service, etc. – the occurrence of a cost cannot be always directly connected to a 

definite activity, so in these cases, the place of cost occurrence should be defined. Such cost 

centers are storage, factory supply, repair yard, etc. Cost center planning also breaks down 

costs to elements, then allocates them directly on activities and costs per production unit on 

the basis of various cost drivers. These costs are called compound costs.  

 

We must be careful in using cost elements in evaluating cost structure. Certain cost elements 

may contain undue costs, which must be detected and separated. This can be done by 

particularizing items in the most detailed ways, which, on the one hand, provides information 

about the composition of cost elements, on the other hand, it secures that future cost plannings 

should include only reasonable costs items (Maczó, 1999). Figure 7.2. illustrates this: 

 

 

Accounting cost elements 

 

 

Direct costs ----------------------------------- Indirect costs 

 

 

Costs per unit ----------------------------------- Cost centers 

 

 

Cost per unit accounting  Cost center accounting 

 

     

 

     Figure 7.2 Cost specification 

 

Source: Maczó, 1999 

 

Direct costs - charged directly on cost units (products, services) – unambiguously belong to a 

given cost unit. Indirect (general) costs – collected in a separate cost center – cannot be 

definitely attached to one given product/service, but they cover expenses of every cost unit in 

a given period. 

 

Eventually, cost units must bear all the occured indirect costs, which means that indirect costs, 

collected in cost centers must be allocated among the affected cost units. Cost centers thus 

have considerable role in cost accounting and sales/manufacturing costing. The correctly 

defined cost centers serve as solid bases of measurement, control and influence (Maczó, 

1999). 
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The planning of costs per unit – when cost units are broken down to cost elements – 

grounds the planning of direct manufacturing costs of revenues, in parallel with the principles 

laid down in the company‟s sales cost accounting regulation. The various planning methods 

can be used separately or can be combined. 

 

As a result of absorption calculation, the entire calculation schema is as (Maczó (1999)): 

 

1) Explicit material cost 

2) Explicit wages cost 

3) Contributions of explicit wages 

4) Special costs on production 

5) Other explicit costs 

6) General operating cost applied explicitly 

7) Explicit cost of production (1+2+3+4+5+6) 

8) General operating cost not applied explicitly 

9) Shortened operating cost (7+8) 

10) Cost of sales 

11) Administrative general cost 

12) Other general cost 

13) Total cost of production (9+10+11+12) 

 

Under market economy circumstances, the role of the calculation varies. Prices of products do 

not depend on the costs and the expected profit directly, those are determined by the market. 

The economic concept of marginal cost based calculation is that in competitive market 

environment, the price is a market category, so it is a subject of negotiation of prices (Maczó, 

1999). The structure of the calculation is therefore the following: 

 

1) Explicit material cost 

2) Explicit wages cost 

3) Contributions of explicit wages 

4) Special costs on production 

5) Special costs on sales 

6) Other explicit costs (e.g. machinery cost) 

7) Total explicit cost (1+2+3+4+5+6) 

8) Contribution margin (9-7) 

9) Realized price (market price, agreed price…) 

 

All explicit costs that appear in the calculation are meanwhile marginal costs, that is, the 

lower limit of price negotiation. The upper limit of price is the real outcome of price 

negotiation. The difference between lower and upper limit is the contribution margin that 

defines the extent of specific contribution to general cost coverage (Maczó, 1999). 

 

With the help of activity based budgeting, the cost of production can be determined more 

reliable than so far. We group costs into cost centres according to activities, then, with the 

help of some factors that express a sort of causal link, we assign them to products/services or 

other cost objects. Business process analysis begins with constructing a process flow diagram 

that illustrates the various process activities. Activity based budgeting arranges all costs into 

activity based cost centres. Then, each cost centre is assigned to an object according to a 

factor that reflects the object‟s demand on the activity. The most important goal of this 

method is that assigned costs have to reflect the real driving force of business processes. The 
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theoretical background of activity based budgeting can be formulated as follows: Business 

resources are consumed during carrying out an activity, and it is done in the interest of the 

product (Maczó, 1999). 

 

The basic concept of the calculation can be read below: 

 General costs are to be charged on products/services to the extent of their resource 

usage 

 Since resource usage is connected to the product through a cost driver, various usages 

have different cost drivers. 

 The more cost drivers we use, the more accurate the result is. 

 

Identification of activities: 

 Grouping costs according to activities 

 Creating ledger records on cost centers and cost units 

 

Thus, we can define how costs are assigned to activities: 

 Direct assignment when costs are assigned to activities and/or a given product 

 Assignment based on activities or causality: the causes must be decided by which we 

assign indirect costs to activities. 

 

The basis by which the ledger costs are assigned to the cost resources of activities are called 

resource factors (like labour hour input, production area). The resource factors are, on the one 

hand, in logical connection with the relating activities, on the other hand, actual statistical data 

are needed by which the costs can be assigned to activities. After defining resource factors, all 

data must be collected which are necessary to define the quantities of resource factors relating 

to separate activities. If we assign costs to activities on the basis of executed labour hours, we 

must know how many labour hours were executed during the performance of the given 

activities. These quantities are the resource consuming factors (like labour hour, acre). By 

these factors, the costs relating to certain activities can be defined. 

 

The production process can be divided into separate actions (see Figure 7.3.) which consist of 

different cost elements, with some resource usage behind. An activity is the compound of 

actions with the same cost driver. Activity centers measure the costs of each activity. By this, 

one can concretely define how much the manufacturing price of given products/services (cost 

unit) is. 
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Figure 7.3 Activity based cost accounting 

Source: Maczó, 1999 

 

Practically, it is advisable to separate the costs of production into three groups: 

 Simple direct costs can be charged on a given cost unit by direct assignment 

 Allocated direct costs can be charged on a given cost unit on the basis of activity or 

causality with the help of a resource factor (allocation basis). 

 General costs are not in causal relation with the given cost unit, so can be charged on it 

only by the means of a cost drive (sales income, direct cost). (Maczó 1999). 

 

Process cost accounting means the allocation of general costs on the performances of given 

cost centers, not on products. 

 

Rolling budgeting. The costs of the base period are revised and adjusted to the criteria of 

plan period. Such item of correction is the reduction of extraordinary costs relating to the base 

period, yet the plan period costs, the price changes and the planned increase in staff costs 

serve as increasing items, or positive adjusting items. 

 

Cost planning based on norms/rates is applicable in planning of cost per unit. The method 

is based on various material and cost norms. 

 

Flexible budgeting is used in cost center method. Cost planning is carried out in cost groups 

in the light of cost features and percentage of flexibility. Cost feature is an index number, 

expressed in natural unit, the change of which greatly affects the relating cost group. 

 

Percentage of flexibility is calculated in the following way: 

 

 

100 
% change featureCost 

% changeCost 
  %yflexibilit of Percentage   

 

A Cost change % = percentage of flexibility * cost feature change % 

Action I.   Action II.   Action III.    Action IV.  

Activity I.     Activity II.      Activity III.    

 Activity center I.     
   

     
  

Activity center II. Activity center III.      
   

PRODUCT/SERVICE       
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Zero-Based-Budgeting can primarily be used in planning implicit (general) costs. The 

method focuses on functional areas. It does not originate from the figures of the base period, 

but is based on activities that shall be done, that is costs are planned taking the activities into 

consideration. 

 

It is important to notice that separation between fixed and variable costs is inevitable in 

relating analysis and pricing. Fixed costs are not dependent on the level and volume of goods 

and services produced by the business. They arise even when there is no production. Typical 

fixed costs are depreciation, basic salary and its contribution. However, in several cases, the 

goal of the analysis decides which costs can be considered as fixed costs. Variable costs arise 

only when there is production. According to the relation between output and expenses, 

variable costs can be linear, progressive and degressive. 

 

A cost plan contains all expected production costs relating to the business operation and their 

grouping in relation to different criteria. A possible structure of costs is shown in table 7.4. 

 

 

Table 7.4 Planning production costs 

Unit of measure: thousand Ft 

Description 
Months 

Total 
I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

   Material related costs              

   Personnel costs              

   Depreciation              

   Other input costs              

Total explicit costs              

   General costs of sales              

   Marketing costs              

   Administrative costs              

   Other general costs              

Total implicit costs              

Total production costs              

Source: Own construction 

 

Aggregate revenue and cost forecasts are prepared on the base of the revenue and cost plan. 

These are then used to compile financial statement forecasts, like profit and loss forecast, 

balance sheet forecast and cash-flow forecast. 

 

Profit and loss forecast is prepared according to the revenue and cost plan. The accountancy 

system of the business stipulates what kind of an approach has to be applied when making 

profit and loss statement. The profit and loss of business operation can be calculated in total 

cost (table 7.5) or sales cost (table 7.6) approach.  

 

Major factors and their effects on profit and loss are shown in the profit and loss statement 

with application of the following profit and loss categories. 

 

± Profit or loss of business operation 

± Profit or loss of financial operations  

= Ordinary profit or loss of business operation 

± Extraordinary profit or loss    

= Profit before tax 
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- Tax liabilities   

= Profit after tax (±) 

- Dividends, share  

= Net income (±) 

 

Income from operation, which is the first category of the profit and loss statement, is made up 

of the difference of net sales revenues and operating costs. The second category is profit or 

loss from financial transactions which is the difference of income from financial transactions 

(interest gains, other interests and similar income, dividends and profit sharing, other) and 

expenses on financial transactions (interests payable and similar charges). When we plan this 

category, we need data from the cash flow plan (loan interests), and we estimate the amount 

of dividends from financial investments. The third category is profit or loss of ordinary 

activities which is made up of income from operation and profit and loss from financial 

transactions, its balance can be negative or positive. The fourth category is extraordinary 

profit or loss: the difference of extraordinary income and extraordinary expenses. Its planning 

can be implemented only on the basis of peculiar, non-recurring economic events realised in 

the planned year. Such events are, for example, the sale of intangible and tangible assets, their 

transfer without consideration, compensation liabilities, cash taken over. The fifth category is 

income before taxes, the amount of profit and loss from ordinary activities and extraordinary 

profit or loss, in other words, the difference of all revenues and expenses of the financial year. 

The regulations of the Act on Corporate Tax are authoritative on actual tax base, which is 

calculated from income before taxes by the use of items specified in the Act which either 

increase or reduce its value. After these calculations, we get the actual tax base. Income 

before taxes is reduced by corporate tax liability and the result is profit after taxes. If this 

profit does not provide full coverage for dividends and sharing payable, yet the balance of 

accumulated profit reserve is positive, we can use this for payment, but the amount must be 

put into the profit and loss statement. Profit or loss for the year (balance sheet profit) the 

balance of profit after taxes modified by the accumulated profit reserve used for dividends 

and sharings, reduced by dividends and sharings approved and paid. Balance sheet profit thus 

appears both in profit and loss statement and in balance sheet, as part the equity. The profit of 

the subject year increases accumulated profit after opening, loss reduces it. 

 

Table 7.5. Profit and loss forecast based on total cost method 

Unit of measure: thousand Ft 

Description 
Actual figures of 

previous period 
Forecast figures 

Net sales   

Capitalized value of own performances   

Other revenues   

    Material related costs   

    Personnel costs   

    Depreciation   

    Other input costs   

Profit or loss of business operation   

    Revenues of financial operations   

    Costs of financial operations   

Profit or loss of financial operations   

Ordinary profit or loss of business operation   

    Extraordinary revenues   

    Extraordinary costs   

Extraordinary profit or loss   

Profit before tax   

    Tax liabilities   
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Profit after tax   

    Dividends paid   

Net income   

Source: Own construction 

 

Table 7.6. Profit and loss forecast made by cost of sales method 

Unit of measure: thousand Ft 

Description 
Actual figures of 

previous period 
Forecast figures 

Net sales   

Explicit costs of sales   

Gross profit or gross loss of sales   

Implicit costs of sales   

Other revenues   

Other input costs   

Profit or loss of business operation   

Source: Own construction 

 

In the case of the above mentioned two methods for calculating profit and loss, different value 

categories are used but the results are the same. The reason for this underlies in the following 

equation: 

 

Total production cost = Applied cost of sales ± Change in stock of the capitalized value of 

own performances + Unallocated expenses 

 

When we consider the costs in table 7.6, we can find only the explicit costs of sold goods and 

the unallocated costs. We do not take the explicit costs of the capitalized value of own 

performances into consideration. In case of appropriation of profit and loss based on total 

cost, costs contain all costs of the corporate, of which there is a part that is included in the 

stock change of the capitalized value of own performances. Since, in case of this item, the 

cost transforms to property, we handle it as an adjustment tool, that is, we add it to the 

revenues when the change is positive, and deduct, when the change is negative. 

 

Producing and service companies often prepare, as part of the income statement, the plans of: 

 Hedge value 

 Indirect costs 

 Other incomes and expenses 

 Profit and loss on financial operations 

 Extraordinary expenses 

 

In trading companies – due to the peculiarities of their activities – the detailed profit plan is 

divided in the following way:  

 

    Net sales 

–  Cost of goods sold  

=  Margin mass 

–  Other explicit costs    

=  Gross margin 

–  Implicit costs 

+  Other revenues 

–  Other input costs     
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=  Profit or loss of business operation 

 

The profit and loss plan gives the basis of the profit usage plan, which defines the amounts of 

instalment, dividend payment, development. The profit after taxes covers the amount of 

dividend paid for owners in proportion of their shares, which, then, reduces accumulated 

profit. Hereafter, there is a preferred order of profit usage. If the company has loans, the profit 

must be turned to the repayment of the principals (interests payable were calculated as costs 

before). The rest of the profit can serve as source and reserve for developments. 

 

 

7.2. Cash-flow plan 

 

Cash flow, or liquidity plan is used to forecast and subsequently analyse the cash inflow and 

outflow which secure the continuous operation of a company. Please note that liquidity 

problems can occur even if we expect profitability, they do not exclude each other and this 

indeed poses great difficulties on companies. If a company sells a product or a service, its 

price is usually paid for later, for instance there are 8, 15, 30, 45, or even 60 days long 

payment deadlines, which must be considered during planning. A company can get favourable 

payment deadlines from its suppliers. Yet, it induces problems if a company must keep high 

amount of inventories to fulfil costumer demands, or, if customers do not pay in due time. 

This can upset the cash flow of the company. Therefore, it is crucial to know, by normal 

course of business, when and how much income the company can expect, when the cash 

appears on the bank account and when their payables are due. For example, besides a 

continuously growing rate of sales, the company might not consider that certain payables 

occur before the price of the sold products or services would be paid off. It is therefore crucial 

to separate, one the hand, that a company has income and costs which influence profit and 

loss; on the other hand, it must be known when the company receives cash, that is, when the 

actual cash flow occurs. 

 

The balance of cash flow is made up of the difference of actual incomes and expenses, but in 

most cases it does not coincide with the difference of sales revenues and costs. In the income 

column of the cash flow account every event must be indicated which goes with actual cash 

flow or bank transfer, that is, all incomes should be considered regardless whether they affect 

the profit or not. Liquid assets are increased by the actual net sales incomes, VAT, other 

incomes, investment subsidies, and short and long term loans. However, revenues of a given 

year do not contain the sales incomes of only that given year. Due to payment deadlines, they 

include the prices of items sold in the previous year but flowing in in the financial year, or 

sales income of the given year can come in next year. The expenditures column of cash flow 

plan includes only those expenses which are actually paid, that is, all expenses are accounted 

regardless whether affect the profit or not. There are cost items without actual cash flow, for 

example depreciation or transfer within the company. Yet, there are expenses which are not 

included in the profit and loss statement of the financial year, for example the payable costs of 

finished constructions, the VAT of costs, which are all payable to suppliers; or VAT payable 

to the tax authorities (in case of positive VAT payable balance). The peculiarities of payment 

deadlines have relevance here, because expenses can occur even if the relating purchase took 

place in the previous year and were accounted then as costs, but they relate to the financial 

year as expenses. Or, when purchase occurs in the given year, its costs are accounted then, yet 

the actual payment happens in the next year, without being accounted as expense. 
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It is essential to indicate the most detailed cash flow so that the company can forecast its 

demand for cash, for this reason, monthly or quarterly reports are used in most cases which 

can reveal the company‟s liquidity. It is reasonable to examine the short term cash flow 

especially in the case of such producing or service companies, where revenues come 

periodically, but expenses continually. Together with the cash flow plan, instalments and 

interest payments should be analysed. By the use of an accurate cash flow plan, the necessity 

of borrowing short term loans becomes predictable. 

 

The difference of the resources of income and future cash outflow gives the balance of net 

cash flow. The method and elaboration of the plan is settled by the company, yet production 

processes and company peculiarities should be taken into account. 

The cash flow plan – in terms of the features and time of cash flows – might contain only the 

cash flows of continuous operation, or it might include the cash flows of financing and 

investment as well. Apart from whether the liquidity plan contains these kinds of cash flows, 

their inclusion in a separate plan is reasonable, moreover, many banks require these to be 

parts of the business plan. 

 

In the process of making the cash flow plan, the first step is to specify the period. Since the 

plan values the resources of continuous operation, the period can be shorter than one year, but 

not longer. The period is usually a calendar year, but for example in the case of a 5-year term 

investment loan, a separate plan must be made for each year. In the case of loans borrowed for 

operational purposes, the cash flow plan should be broken down to monthly or quarterly 

periods. 

 

The second step is the forecast of revenues. Revenues (increase of liquid assets) include actual 

inflows, other incomes, other financial incomes, and extraordinary incomes. The elaboration 

of content must reflect the demands of the management. The greatest proportion of profit-

affecting revenues is realised as sales income, which can be estimated through balance sheet 

method either on the grounds of receivables, or on the average payment deadlines, and the 

estimated net sales income. When defining the revenues of a given time unit, only inflows 

coming from receivables must be indicated, which can be divided into income from current 

sales and income from receivables. The former includes income from sales (and its actual 

inflow) of the given period, the latter includes incomes from earlier receivables. The inflow of 

receivables in a given period is figured by the following relation: 

 

Realized receivables = 

Opening stock (Receivables) + Invoiced sales – Closing stock of accounts receivables 

 

Payment deadline defines the proportion of sales inflows in a given period and the proportion 

of inflows delayed to the next period. There are differences in payment deadlines in terms of 

customers, products, product lines, etc., but the basis of planning can be an average payment 

deadline, defined by factual data from former periods. 

Based on average payment deadline, the closing value of receivables is defined in the 

following way: 

 

(days) limt
period  theof days ofnumber 

period a of salesnet 
  sreceivable accounts ofstock  Closing ntitforpaymeime  

 

The financial management of a company includes the tasks of keeping and controlling 

receivables ledger, also prescribed by the relating tax regulations (for example VAT 
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accounting), and comparing factual and planned data. One widespread method in accounting 

receivables is based on „time”. It reveals the values and proportions of receivable inflow of a 

given period, so this method is season-sensitive. Customer Experience Matrix in accounting 

the values of receivables is more detailed than „time” ledger. 

In this method we compare the monthly sales data – in a table format – with the value of 

receivables from sales (Table 7.7.). The tabulation summarizes receivables, that is, how much 

income does not flow in from the sales of a given month. These data reflect the scale and 

dynamics of financial realisation. Percentage proportion of receivables is more demonstrative 

than absolute values. You can see these reference numbers in Table 7.8. (Pupos et.al. 2010). 

 

Table 7.7 Structure of receivables according to age 

Unit of measure: million Ft 

Description 
Months 

I. II. III. IV. V. VI. 

Invoiced sales (Revenue) 10000 15000 16000 11000 14000 10000 

Receivables at the end of the month 

I. 8000      

II. 5000 13500     

III. 2000 10500 14400    

IV. 0 3150 9280 9900   

V. 0 0 3200 8800 12600  

VI. 0 0 0 0 6600 8000 

Source: Pupos et al. 2010 

 

Table 7.8 Structure of receivables according to age 

Unit of measure: % 

Description 
Months 

I. II. III. IV. V. VI. 

Receivables at the end of the month 

I. 80      

II. 50 90     

III. 20 70 90    

IV. 0 21 58 90   

V. 0 0 21 80 90  

VI. 0 0 0 0 60 80 

Source: Pupos et al. 2010 

 

Take the values of month I. We can say that out of January sales, 20% flows in by the end of 

January, 50% by the end of February, and 80% by the end of March, the remaining 20% is 

paid in April. Consequently, if the company can keep the conversion of receivables steady, 

the values along the arrows are approximately the same. If the values are increasing – along 

any diagonal downwards – then the average term of receivables is increasing, which is the 

sign of operational disorder. The drop of values means the prompt return of receivables which 

has a positive effect both on the time of operational cycle and on the decrease of financial 

demands. 

 

Other incomes, other financial incomes, and extraordinary incomes were planned in profit and 

loss plan and are transferred from there to the cash flow plan. 
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The forecast of revenues not affecting profit are collected separately in a given period. These 

items are not included in the profit and loss plan, but they can be realised financially, for 

example tax refund, external cash managed by the company, paid-up capital raising, grants, 

and VAT payable. 

 

These items are summarized in Table 7.9. 

 

Table 7.9 Planning revenues 

Unit of measure: thousand Ft 

Description 
Months 

Total 
I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

Net sales              

Realized revenues              

     - from current sales              

     - from accounts receivable              

Other revenues              

Extraordinary revenues              

Total revenues influencing the result              

Opening stock of accounts receivable              

Closing stock of accounts receivable              

Value added tax payable              

      - VAT of revenues the month concerned              

      - VAT of accounts receivable              

Other revenues not concerning the result              

Total revenues not concerning the result              

OVERALL REVENUES              

Source: Pupos et al. 2010 

 

The fourth step of cash flow planning is the forecast of expenses. The greatest proportion of 

expenses is made up of normal operating expenses, as profit-affecting items. These expenses 

correspond to the production costs and expenditures included in the profit and loss statement. 

Smaller proportion is made up of expenses of economic events not affecting profit. 

 

Because of the cash flow approach, there might be considerable discrepancies between 

planned items and their financial realisation. One example is accounts payable, which must be 

indicated in the cash flow plan as a separate item, under the title of purchase expenses (that is, 

the settled amount of material-type costs), detailed on the basis of the material purchase plan. 

The value of accounts payable is based on balance equation. 

 

 

Procurement expenditure = Opening stock of payables + Procurement – Closing stock of 

payables 

 

The use of the average payment deadline helps planning purchase expenses and the relating 

values of accounts payable and accounts receivables. In this basis, the closing balance of 

payables is defined in the following way: 

 

(days) limt
period a of days ofnumber 

period a ofcost t procuremen
  payables ofstock  Closing ntitforpaymeimit  
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Other expenses relating profit (like labour costs, social security liabilities) are scheduled in 

the cash flow plan on the grounds of cost plans, with regard to their temporal realisation and 

to the legal regulations concerning the deadlines of financial settlements. We calculate tax 

payments by balance sheet method if their balance is positive, and by the payable amount in 

the case of taxes having zero quarterly balance. We retrieve data about the financial expenses 

from the profit and loss plan, while data are collected separately in the case of the 

extraordinary expenses and other current expenses. 

 

We classify those cash flows among the expenses not affecting profit which are basically 

determined by direct and indirect management decisions. These expenses might connect to the 

continuous operation, for example instalment of loans borrowed for operational purposes, tax 

payment, or long term investment decisions, or can be the results of the company‟s dividend 

policy, for example the increase in value of fixed assets (constructions, investments), 

distribution of dividends, repayment of long term loans.  The data of dividend distribution are 

retrieved from the profit and loss plan, while data of instalment are extracted from the balance 

sheet plan. 

 

Table 7.10. summarizes a possible structure of planning expenses. 

 

Table 7.10 Planning expenditures 

Unit of measure: thousand Ft 

Description 
Months 

Total 
I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

Material related (procurement) expenditures              

     - from current purchase              

     - from payables              

Personnel cost              

Other expenditures              

Total expenditures concerning the result              

Opening stock of payables              

Closing stock of payables              

Recoverable VAT              

Other expenditues not concerning the result               

Total expenditures not concerning the result              

OVERALL EXPENDITURES              

Source: Pupos et al. 2010 

 

The balance of the operating cash flow of a given period is the difference of the incomes and 

expenses of current production. If the balance is positive, it increases the opening value of 

cash, if negative, it decreases. If, on the whole, the amount of opening value of cash and 

operating cash flow is negative, a demand for financing arises. 

 

The quantifying of financing demand – consistent with those referred to above – concerns two 

areas: 

 resource demand of ongoing operation; 

 resource of demand of development (investment). 
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The financial cash flow plan should show: 

 Capital demand of constructions and investments which help company expansion, and 

its timing 

 Changes in value of tied-up current assets, and scheduling of demand. 

 Amount remaining after dividend payment out of the cash of continuous operation 

 Extent and timing of drawing additional resources by capital raising and/or by 

borrowing short or long term loans (Maczó 1999). 

 

When figuring the demand for additional resources (financial demand), we cut down and 

correct operating cash flow by the amount of minimal or security cash. If the balance is 

negative after adding operating cash flow to the opening value of cash and subtracting 

security cash, a financial demand arises. This means, at the same time, increase in internal 

resources, suitable for financing other items. It can be calculated in the following way: 

 

Financing needs = Opening stock of funds + Operating cash flow – Security funds 

 

If there are loan interest liabilities, the amount of resource must be increased by the amount of 

interest payable and instalment. This modified financial demand is called cumulative financial 

demand. 

 

Cumulative financing needs = Financing needs – Interest payable – Loan repayment 

 

If its balance is negative, resource increase is necessary, yet it means resource growth 

simultaneously. The minimum amount of borrowed loan should equal the absolute value of 

the cumulative financial demand. In this case the closing value of cash equals the security 

cash. The calculation of the closing value of cash is based on the following: 

 

Closing stock of funds = 

Opening stock of funds + Operating cash flow – Interest payable – Loan repayment 

 

Closing stock of funds = 

Cumulative financing needs + Borrowing + Security funds 

 

The above mentioned information is summarized in table 7.11. 

 

Table 7.11 Quantifying of resource demand of continuous operation 

Unit of measure: thousand Ft 

Description 
Months 

Total 
I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

Opening stock of funds              

Operating cash flow              

Security funds*              

Financing needs              

Interest payable              

Loan repayment              

Cummulative financing needs              

Borrowing              

Closing stock of funds              

*Security funds: cash stock, under which funds cannot reduce. 

Source: Pupos et al. 2010 
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We get the resource demand of the development (construction) if we take the resource 

demand of constructions and the increase of the relating net working capital. The principle of 

normativity (one of the principles of financial accounting) prescribes the components of 

liabilities. One condition of borrowing long term loans is to possess a minimal own resource. 

It is usually 25% of the development costs. Apart from this, the sequence of resource use is 

also determined. First own resources are spent, then state subsidies and finally the loan. The 

demand for loan is indicated via the detailed numerical presentation of the material and 

technological aspects of the development (Pupos et.al., 2010). An example is illustrated in 

Table 7.12., which mirrors the composition of an actual sheet, not so detailed, but the total 

amounts are detectable. Besides the loan demand and the structure of resources, the schedule 

of financing and the economic effects of the construction are also compulsory parts. 

 

Table 7.12 Resource demand of development 

Unit of measure: thousand Ft 

Number Description Sum 

Own sources Other 

(e.g. 

financial 

support) 

Loan 
Assets Funds Total 

1. Buildings 36 702 - 9 331 9 331 - 27 371 

2. Machinery, equipment 19 629 - - - 12 000 7 629 

3. Other 4 267 - 4 267 4 267 - - 

4. Investment cost (1+2+3) 60 598 - 13 598 13 598 12 000 35 000 

5. Long-term working capital 1 650 - 1 650 1 650 - - 

6. Developmental cost (4+5) 62 248 - - - - - 

7. 
Other kinds of payment for 

development 
- - - - - - 

 
From it: - VAT 

            - Other 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

8. 
Total financing needs of 

development 
62 248 - 15 248 15 248 12 000 35 000 

Source: Pupos et al. 2010 

 

The total and final cash flow plan can be compiled in the light of the previously discussed 

planned data and it contains the cash flow of development and continuous operation. One 

possible structure of the cash flow plan is illustrated in Table 7.13. 

 

Table 7.13 Financial forecast of the corporation 

Unit of measure: thousand Ft 

Description 
Months 

Total 
I. II. III. IV. V. VI. VII. VIII. IX. X. XI. XII. 

Opening stock of funds              

Operating cash flow              

Capital investment              

VAT valance              

Net cash flow              

Security funds              

Financing needs              

Interest payable              

  - Short-term borrowings              

  - Long-term loan              

Loan repayment              

  - Short-term borrowings              

  - Long-term loan              
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Cumulative financing needs              

Borrowing              

  - Long-term              

  - Short-term              

Closing stock of funds              

Source: Pupos et al. 2010 

 

Net cash flow is the balance of the company‟s total revenues and expenses, that is, the balance 

of operating cash flow, capital investment and VAT balance. This amount increases or 

decreases the opening value of cash in a given period. The cumulative financial demand of the 

company includes the due interests and instalments of long term liabilities. It is important to 

note that there are compulsory numerical correspondences between certain items of the cash 

flow plan, the profit and loss plan and the balance sheet. For example: the 12th month closing 

cash equals the closing cash of the balance sheet; the closing value of short term loans equals 

the balance of the total amount of borrowed and repayed loans; the amount of paid interests in 

the cash flow plan equals the expenses on financial transactions in the profit and loss 

statement. 

 

The cash flow plan plays a crucial role in operative management in the making of short term 

financial decisions, while medium- and long term liquidity and financial decisions are based 

on the cash demand and cash coverage (financing) plans (Maczó, 1999). 

 

 

7.3. Balance sheet plan 

 

A company‟s balance sheet summarizes the cash value of its properties at a specific point in 

time in two perspectives. Assets show what the company owns, liabilities inform about their 

sources. The purpose of balance sheet plan is to reveal the effects the company‟s planned 

investment and financing decisions have upon assets and liabilities (Maczó 1999). Due to its 

complexity, no unified method applies to the composition of balance sheet plan, yet, as a 

principle we can accept the we can choose the most effective planning procedure only if we 

possess detailed information about every balance item in the plan period. 

 

The most important vertical and horizontal connections of assets and sources are illustrated by 

Figure 7.4. 

 

Assets Liabilities 

   

Fixed assets 
Own equity 

    

 
 

  

   

Long term liabilities    

Current assets      Net working capital 

Short term liabilities 

   
Figure 7.4 The most important vertical and horizontal connections of assets and sources 

Source: Maczó, 1999 
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Balance sheet plan demonstrates the planned horizontal connections of assets and liabilities 

by using distinguished financial indicators. In other words, balance sheet plan is a balance 

compiled to the last day of the plan period (Table 7.14). The same method is used here as in 

the making of the actual balance sheet, but here the planned economic events replace actual 

ones. During its compilation it is necessary to secure the prevalence of financing principles by 

the means of indicators (Maczó 1999). 

 

The balance sheet plan cannot stand on its own, because parts of the business plan are in 

direct or indirect connection with assets and liabilities. The most applicable method in 

planning is the principle of balance agreement: 

 

Closing stock = opening stock + increase – decrease 

 

Company peculiarities and the characteristics of balance items must be always taken into 

consideration. In the following pages we discuss the most typical forms of changes on the 

basis of the work by Pupos et.al. 
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Table 7.14. Structure of the forecasted balance sheet 

Description 

Actual figures of previous 

period 
Forecast period 

Closing stock Opening stock Closing stock 

A. FIXED ASSETS    

I. INTANGIBLE ASSETS    

I/1 Trade markets, patents    

II. TANGIBLE ASSETS    

II/1. Land and buildings    

II/2. Technical equipment, machinery, vehicles    

II/3. 
Other equipment, furniture, fittings, tools, 

fixtures 
   

II/4. Breeding livestock    

II/5. Investments, renovations    

III. FINANCIAL ASSETS (INVESTMENTS)    

B. CURRENT ASSETS    

I. STOCKS (INVENTORIES)    

I/1. Raw materials and consumable goods    

I/2. Work in progress    

I/3. Livestock (young, fattening, other)    

I/4. Finished goods    

I/5. Goods    

II. DEBTORS (RECEIVABLES)    

II/1. Trade debtors (Receivables from customers)    

II/5 Other debtors (other receivables)    

III. Securities    

IV. Liquid assets    

C. ACCRUED AND DEFERRED ASSETS    

TOTAL ASSETS    

D. SHAREHOLDERS’ EQUITY    

I. 
CALLED UP SHARED CAPITAL (ISSUED 

CAPITAL STOCK) 
   

III. Capital reserve    

IV. Accumulated profit reserve    

VII. Net profit (retained profit of the year)    

E PROVISIONS    

F. LIABILITIES    

II. LONG-TERM LIABILITIES    

I1/4. Investment and development credit    

III. SHORT-TERM LIABILITIES    

III/2

. 
Short-term credits    

III/4

. 
Trade creditors (Accounts payable)    

III/8

. 
Other short-term liabilities    

G. ACCRUED EXPENSES    

TOTAL SOURCES    

Source: Own construction according to the Accounting Law 
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7.3.1. Planning assets 

 

The value of fixed assets can be planned by the use of balance sheet method. Both gross value 

and depreciation should be taken into account during planning intangible and tangible assets 

(see Table 7.3). 

 

The causes of change in value of intangible assets are peculiar to the given company. 

Expected economic events (for example accelerated depreciation, discarding softwares due to 

obsolescence, capitalized value of research and development) serve as the basis of planning. 

 

The increase in value of tangible assets is drafted in the investment and development plans. 

The titles of their loss in value can be for example depreciation, discarding, or transfer of 

assets without consideration. At the same time, titles appoint the parts of the plan where they 

should be considered, for example transfer without consideration should be accounted as an 

extraordinary expense. 

 

Gross and net values of financial investments are not separated, possible increases and losses 

should apply to both. The turnover of financial assets can be planned in view of management 

decisions. The increases and losses can be taken into account according to the decisions made. 

 

We plan the value of current assets by balance sheet method. Inventories are divided into 

purchased and self-manufactured inventories. The necessary information for the planning of 

these two groups can be found in the sales, production and material consumption plans of the 

company. The planning of purchased inventories includes the planning of the necessary raw 

materials, other materials and goods. In the case of materials, increase is caused by purchase, 

loss is by consumption. To express the value of consumption in cash, it is necessary to know 

flat price. The starting point of planning goods is the value of closing data on inventories, then 

we use turnover time and the cost of goods sold (CoGS) as turnover data. Planning of self-

manufactured inventories is based on opening values and changes in inventories according to 

the profit and loss plan. 

 

The greatest proportion of receivables is accounts receivable. This category can be planned on 

the basis of turnover time by the use of Customer Experience Matrix. Due to its heterogeneity 

it is difficult to project other receivables. We can estimate the period‟s closing value on the 

basis of available data from the plan period and data from the base year.  

 

Changes in the value of securities are influenced by management decisions. In the case of 

decrease, great emphasis should be placed upon the amount of accounted loss in value, with 

regard to the relevant regulations. 

 

Cash flow plan shows the change in value of liquid assets. If continuity within the plan is 

provided, its closing value must equal the closing value of liquid assets in balance sheet plan. 

 

Accrued and deferred assets can be planned on the basis of planned economic events, taking 

the relevant directions of the Act on Accounting into consideration. 
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7.3.2. Planning sources 

 

Changes of own equity are caused by those economic events which are partly included both in 

the profit and loss, and cash flow plans. Besides, the regulations of the Act on Accounting 

must be regarded. The reasons of changes usually are various management decisions or legal 

changes, for example the raise of subscribed capital or the inclusion of non-repayable state 

subsidies in capital reserve. 

 

We must comply with the principle of prudence during the planning of provisions, besides 

considering relating risk factors and legal rules. Planning is based on the data of production 

and profit and loss plans. The planning of provisions does not go with cash flow. 

 

The starting points of long term liability plans are the opening values and the instalments of 

the period under review. Relevant basic data are found in the development, production and 

cash flow plans.  

 

Balance sheet method is used in the planning of advances and accounts payable (based on 

cash flow plan data). 

 

Short term loan plans are based on opening values and data about loan borrowings and 

repayment, included in cash flow plan. 

 

Closing stock of loans = Opening stock of loans + Borrowing – Loan repayment 

 

The category of other short term liabilities are composed of many factors, each of which is 

reflected in different plans. Labour force usage plan serves as a starting point to the planning 

of both liabilities to employees and social security liabilities. Taxes payable can be estimated 

according to the rules of taxation. Estimation of other short term liabilities starts from the data 

of basic year, corrected by the effects of significant changes of plan period. 

 

The same applies to the planning of accrued and deferred liabilities as to accrued assets. 

 

 

7.4. Other financial ratios, information 

 

7.4.1. Cash flow plan 

 

In management, three basic activities, like business operation, investing and financing can be 

separated. Operating activity is the elemental income generating activity of the company. 

Investing comprises purchasing and selling of fixed assets. Financing is an activity, during 

which changes occur in the structure and measure of own and external sources. The coherence 

between these three activities is ensured by the liquid assets. The cash flow statement draws 

attention to changes of liquid assets during a period. It shows the most important sources of 

liquid assets that flow in and out of the business and their usage (Maczó, 1999). 

 

The most important source of a company‟s revenue is the sales of products and services. In 

longer terms, operating activity shall make more money than the costs that are necessary for 

production. Another source of increasing liquid assets is to increase share capital and to 

undertake long-term liabilities. Moreover, the increase of liquid assets can be the result of 

selling buildings, machinery, equipments and other long-term investments (Maczó, 1999). 
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Ordinary usage of liquid assets on one hand is dividend paying, on the other hand the 

repayment of long-term liabilities (loans, borrowings). Supposing continuous operation and 

growth perspective in the future, a significant amount of liquid assets is used by establishing 

new fixed assets, carrying out investments and in relation to it, enlarging current assets‟ stock. 

However, long-term investing in another company affects the stock of liquid assets similarly 

(Maczó, 1999). 

 

In relating literature several kinds of cash-flow statement can be read. Below, a general 

method of cash-flow statement and its theoretical coherence is introduced. Based on Pupos 

(2010), with the illustration of an example the cash flow statement on the basis of liquid assets 

is represented. When discussing the cash flow statement, basic accountancy knowledge, more 

specifically the knowledge of balance sheet and effects of economic activities on balance 

sheet is assumed. For starting take the scheme of the balance sheet and its elementary 

interrelations. Because of the compulsory equality of the two sides of the balance sheet, the 

following algorithm can be written: 

 

ASSETS (A) = SOURCES (S) 

 

The items of the balance sheet can be grouped according to their effect on liquid assets as 

follows (figure 7.5): 

 

ASSETS 
     

 
 

fixed assets 
   

 
current assets current assets other than cash 

  
liquid assets 

 

 
accrued and deferred assets 

   

     SOURCES 
     

 
 

shareholders' equity retained profit 
 

  
other shareholders' equity 

 
provisions 

   

 
subordinated liabilities 

   

 
long-term liabilities 

   

 
short-term liabilities 

   

 
accrued expenses 

   
Figure 7.5 Structure of assets and resources 

Source: Pupos, 2010 

 

The equality of the two sides of the balance sheet is as follows: 

 

fixed assets + current assets other than cash + liquid assets + accrued and deferred assets 

 =  

retained profit + other shareholders‟ equity + provisions + subordinated liabilities + long-term 

liabilities + short-term liabilities + accrued expenses 

 

Liquid assets are expressed the following way: 
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liquid assets  

 =  

(retained profit + other shareholders‟ equity + provisions + subordinated liabilities + long-

term liabilities + short-term liabilities + accrued expenses) – (fixed assets + current assets 

other than cash + accrued and deferred assets) 

 

It is practical to arrange above algorithm so that investments and their sources constitute a 

group. However, the remaining items are the components of the working capital. This 

rearrangement fulfils the requirement that investment generating cash flows shall be defined 

realistic. Cash flow based on liquid assets meets this requirement. In compliance with above 

mentioned facts, the equation is the following: 

 

liquid assets = (other shareholders‟ equity + retained profit subordinated liabilities + long-

term liabilities – fixed assets) + 

 

                 Investments and their sources 

 

+ (provisions + short-term liabilities+ accrued expenses – current assets other than cash – 

accrued and deferred assets) 

 

                                              Assets and sources of continuous operation 

 

If above algorithm is true for the sum of the components, it should be true for their changes 

(Δ), too. That is: 

 

Δ liquid assets = Δ(other shareholders‟ equity + retained profit subordinated liabilities + 

long-term liabilities – fixed assets) + Δ (provisions + short-term liabilities+ accrued expenses 

– current assets other than cash – accrued and deferred assets) 

 

Under change, we mean the difference between the stock values in the beginning and the end 

of the year. As we want to know how above components affect the cash flow, it is necessary 

to analyze their effects more specifically. Please see figure 7.6. The two sides of the balance 

sheet should be interpreted as a mathematical equation, but this is not a sufficient condition 

for defining real cash flows. The reason for this is that the change in the stock value is not 

definitely associated with actual cash flows that is, it will not be an expenditure or a revenue. 

In figure 7.6 the signs „+” and „–” indicate the direction of corrections that need to be taken 

because of the accountancy system to eliminate the distorting effects of it in relation to the 

cash flow. 

 

The first item of profit and loss statement is revenue. It can occur that a proportion of revenue 

is not realized financially. Since the profit and loss statement does not take it into 

consideration, in relation to the cash-flow, correction has to be made through the change of 

the stock value relating to the revenue – receivables. So, the effect of each item on the cash 

flow has to be taken into consideration at all times. The base of the cash flow statement is the 

balance sheet and the profit and loss statement. However, other aspects have to be also taken 

into consideration when the real financial status of the company needs to be shown. 
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 Description Effect of change on cash flow 
 

1. Net income (NI)         

2. Amortization (A)        + 

3. INTERNALLY GENERATED RESOURCES (1+2)      

4. Stocks (Inventories)                increase       

                                                    decrease       

5. Debtors (Receivables)             increase       

                                                    decrease       

6. Securities                                 increase       

                                                    decrease       

7. Accrued and deferred assets   increase       

                                                    decrease       

8. Change in current assets other than cash (4+5+6+7)      

9. Provisions                                 increase       

                                                      decrease       

10. Short-term liabilities               increase       

                                                      decrease       

11. Accrued Expenses                  increase       

                                                      decrease       

12. Change in stock of short-term liabilities (9+10+11)      

 

13. CASH FLOW FROM OPERATING ACTIVITIES (3+8+12)    

14. Cash flow from other resources 

   Fixed assets                       decrease       

   Subordinated liabilities      increase      + 

   Long-term liabilities           increase      + 

   Other shareholders‟ equity  increase       

                                               decrease       

15. TOTAL CASH FLOW FROM OTHER SOURCES (14)    

 

16. TOTAL CASH AVAILABLE (13+15)       

17. Cash used 

                     for investments        

                     for repayment of long-term loans      

                     for paying dividends        

18. TOTAL CASH USED (17)        

 

19. NET CHANGE IN CASH (16-18)       

Figure 7.6 Theoretical scheme of changes in financial position 

Source: Pupos, 2010 

 

The outlined cash flow can basically be divided into three parts. The first part express the 

quantity of funds that derives from continuous operation. The second part gives funds from 

other sources that is sources flowing from different items into the corporate. Additionally, 

necessary adjustments are made in this group. The third group shows funds usage that realizes 

as a result of the investment. It provides information about the use of profit after tax. This 

group contains items that are ultimately tied. 

 

Table 7.15 shows the detailed structure of a cash flow statement approved by the accounting 

law. 
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Table 7.15 Structure of a cash flow forecast 

Description forecasted figures 

I. CASH FLOW FROM ORDINARY OPERATING ACTIVITIES  

1. Profit before tax  

2. Applied amortization  

3Applied impairment and reversal  

4. Difference between formation and use of provisions  

5. Profit and loss of sales of fixed assets  

6. Change in payables  

7. Change in other short-term liabilities  

8. Change in accrued expenses  

9. Change in receivables  

10. Change in current assets  

11. Change in accrued and deferred assets  

12. Tax paid and payable (after profit)  

13. Dividends and share paid and payable  

II. CASH FLOW FROM INVESTING ACTIVITIES  

14. Procurement of fixed assets  

15. Sales of fixed assets  

16. Dividends, share received  

III. CASH FLOW FROM FINANCING ACTIVITIES  

17. Revenue from issuing shares and raising capital  

18. Revenue from issuing bonds and debt securities  

19. Borrowing of loans and credits  

20. Repayment, redemption, termination of long-term loans and bank deposits  

21. Cash received definitively  

22. Withdrawal of shares, capital withdrawal  

23. Repayment of bonds and debt securities  

24. Repayment of loans and credits  

25. Long-term loans and bank deposits  

26. Cash given definitively  

27. Change in liabilities due to founders or other long-term liabilities  

IV. CASH FLOW (I+II+III)  

Source: Own construction according to the Accounting Law 

 

In summary, it can be stated that the cash-flow statement contains all data that appear 

separately in the profit and loss statement and the balance sheet. The advantage of its 

preparation is mainly its focus on strengths and weaknesses of financing decisions, financing 

strategies and dividends payment policy of the corporate. 
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7.4.2. Breakeven analysis 

 

In relation to a company‟s income generating ability it is crucial to review production costs 

according to categories and to analyze the interrelations between cost factors, turnover and 

selling price. The method for this is the revenue-cost-margin-profit structure and breakeven 

point analysis. 

 

The components of the revenue-cost-margin-profit structure are: revenue, production cost 

(fixed costs and variable costs), margin, and profit. The principle starts from the fact that 

fixed costs do not change as a function of the produced product quantity within a relevant 

period, for this reason, they have to be handled together with the profit. This means that the 

difference between sales revenue and variable costs has to cover the fixed costs of the 

company, and the remained proportion is the profit. The sum of the income and the fixed 

costs is the marginal contribution. The interrelations are illustrated below: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Graphical illustration of break-even analysis can be seen in figure 7.7, with the help of which 

the measure of marginal contribution and profit or loss can be clearly seen at different output 

and sales level. The diagram shows the result of the change in pricing principles and the profit 

that is the result of cost decreasing. Moreover, the diagram indicates the relationship between 

fixed-, variable- and total costs and revenue. The accurate diagram gives how many products 

shall be produced and sold to reach the breakeven point and also the capacity utilization that 

belongs to the level in question. So the analysis enables to determine the sales volume that is 

necessary to cover all fixed and variable costs. Where total revenues are equal to total costs, it 

is the so called breakeven point. Above the break-even point, further sales are profitable until 

the selling price is higher than the total costs of producing a unit product. 

 

 

 

 

net sales revenue = production costs + income 

 

 

fixed costs       variable costs 

 

after rearrangement 

 

net sales revenue – variable costs = marginal contribution 

 

    fixed costs             income 
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Figure 7.7 Graphical illustration of break-even analysis 

Source: own construction 

 

During breakeven-analysis, it is crucial to precisely determine the quantity of the output (sold 

product quantity) that belongs to the breakeven point. To do so, the following algorithm shall 

be used: 

 

tperunitiable
tyductquantiriticalpro

cosvarunitper  price sales

costs fixed total
C


  

 

Note that the denominator value is the contribution margin per unit that equals with the 

difference of the sales price per unit and the variable cost per unit. 

 

tperunitiableerunitalespricepinperunitonmContributi cosvarsarg   

 

In this way, above algorithm can also be written as follows: 

 

unitper margin on contributi

costs fixed total
C tyductquantiriticalpro  

 

While sales price per unit is bigger than the variable cost per unit, the difference is available 

to cover fixed costs. By the means of these overheads, the firm can cover all its fixed costs, 

and so, it reaches the breakeven point, over which, at company level, the company realizes 

profit. The company can test different conditions (different sales price, fixed and variable 

costs) to assess their effects on the breakeven point and, consequently on the profit. 

 

Above, linear approach of breakeven analysis was showed that assumes that revenues and 

costs change linearly in dependent of production. However, a non-linear approach to 

breakeven analysis can also be applied, when 2 breakeven points can be identified. In this 

respect, critical issue of the analysis is to determine the optimum product quantity that 

belongs to the maximum achievable income. 

 

Total fixed costs (FC) 

Total variable costs (VC) 

Total production cost (TC) 

Profit 

Total revenue (TR) 
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Attention has to be drawn to the interrelations among contribution margin, breakeven point 

and profit and loss categories. Contribution margin has to cover the unallocated costs and to 

the loss of financial and extraordinary operations. Contribution margin can be calculated as 

follows: 

 

Contribution margin = Net sales – Explicit cost of sales 

 

Gross margin can also be interpreted and calculated – totalizing all activities – at business 

level. 

 

Contribution margin at the breakeven point = Forecasted contribution margin – Profit before 

tax 

 

When revenue in the break-even point is known, we can acquire information about the pro 

rata temporis profit and loss of the company, and the difference between the forecasted and 

actual figures of sales and revenues, and what areas mean congestions, and where it is 

necessary to interfere consciously. 

 

 

7.4.3. Analysis of asset, financial and revenue situation of a company 

 

This part of the plan includes the analyses based on the projected figures and carried out for 

the management that is an efficient tool for comparing (monitoring) the planned and current 

data. Number of related analyses belongs to this category, which are not aimed at describing 

in this book, therefore only the methods will be explained that are considered the most 

important and not all of them. 

 

The analysis, carried out on the basis of the asset, financial and revenue situation of a 

company, conveys important information both for the management and the shareholders. 

Without being exhaustive we give a short overview of the issue: only the most common 

financial ratios are discussed. According to Béhm (1994) the financial analysis is suitable for 

expressing and evaluating the efficiency and the financial performance of companies. 

Financial ratios include several methods from the simplest to the most complex ones. In many 

cases a number in absolute value can provide as much information as an economic indicator 

(e.g. absolute profit). The economic indicators are various measures of statistics (rates, 

indices, averages). However the economic literature considers the economic indicators 

practically as financial ratios which are mostly based on simple rates. 

 

In case of the financial analysis of the business plan, only indicators with the same content are 

useful to be compared. The basis for the financial analysis is the comparison that can be 

temporal or spatial. Another important characteristic for the financial analysis is the period 

which should be long enough. Figures concerning a year can reflect only a status. A database 

that reflects several years is available to do dynamic comparison, too. Since the basis of the 

analysis is comparison, relevant benchmarks have to be chosen. The following benchmarks 

can be chosen: 

 ratios from previous years; 

 national averages or created indicators characteristic to the industry; 

 figures of companies with similar size and facilities; 

 indicators characteristic for the region; 

 data from financial institutions, etc. 



 

 

112 

 

 

The most important database of the financial analysis comprises from plan sections that are 

also the parts of the annual report. During successful analysis, the following aspects shall be 

emphasized: 

 controlling data from the balance sheet and the profit and loss statement; 

 the ability to read balance sheet and profit and loss statement, that is the 

knowledge of the composition of each item, the method of their assessment, their 

role in the company‟s business activities, their relations to other items and the 

possible characters and importance of their change; 

 rearrangement and completion of balance sheet data for analyzing purposes; 

 determining absolute and relative differences, revealing the causes of differences, 

determining and quantifying their effects played mainly on the profit or loss and 

revealing their effects on the asset status of the company; 

 grouping of differences according to their causes; 

 drawing final consequences and taking necessary measures. 

 

The basis for the asset status analysis is the balance sheet that for the income status is the 

profit and loss statement. The financial status of the company is determined from the figures 

of the balance sheet and the profit and loss statement. Based on the available database, the 

analysis can be the following: 

 comprehensive analysis: it generally contains only indicators that express the 

measure of the change and its direction. Causes are presented less detailed. 

 analysis based on value indicators: they also highlight cause-effect relations, and 

use text information of plan sections. 

 detailed analysis: During detailed analysis of each area, all important causes of 

differences can be revealed. Both value and quantity data are needed for this kind 

of analysis. 

 

Important requirements for financial ratios are to ensure the valuation and judgment of 

figures, and to provide the analyzer with clues of underlying financial conditions, so that 

consequences can be drawn, and to be able to compare a large amount of data. These 

requirement are valid not only for the financial ratios but also all economic ratios. The 

problem is that these requirement are not totally correct. During financial analyses, very 

complex processed have to be compacted into a single ratio, so ratios need to be chosen very 

carefully, based on high level of professional knowledge and skills. It is important to 

highlight, because there are dozens of ratios in relating literature. So one can easily make a 

mistake by „not seeing the forest from the trees”. Financial indicators – based on their content 

– can be lagging and coincident, or mixed (they can be calculated from figures of stocks or 

operating procedures). 

 

Based on the figures from the balance sheet and the profit and loss statement the asset and 

financial status of a company, the profitability and the efficiency of business activities can be 

analyzed. The system of indicators are presented based Katits and Suvák (1999) as follows: 

a) Liquidity measurement ratios 

b) Debt and credit ratios 

c) Profitability ratios 

d) Efficiency ratios 

e) Capital structure ratios 

f) Financial strength ratios 

g) Growth rates 
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a) Liquidity measurement ratios 

 

During the analysis of the financial situation of a company, it can be stated whether the 

company has enough funds for its economic processes, e.g. production of products or 

services. Liquidity measurement ratios (table 7.16) are the result of dividing current assets by 

short-term liabilities. They inform about the ability of a company to pay off its short-term 

liabilities when they fall due. 

 

Table 7.16 Liquidity measurement ratios 

Description Calculation Explanation 

Liquidity III. 

Current ratio 
100

sliabilitieCurrent 

assetsCurrent 
  

It generally characterizes the company‟s 

liquidity. Its value is acceptable, when it is 

larger than 1,3. 

Liquidity II. 

Quick ratio 
100

Stocks -assetsCurrent 

sliabilitieCurrent 
  

The adjusted ratio measures the amount of 

liquid assets that are to cover current liabilities. 

Liquidity I. 

Cash ratio 
100

funds Invested Cash 

slisbilitieCurrent 



 

The adjusted ratio measures the amount of 

liquid assets and invested funds  that are to 

cover current liabilities. 

Liquidity quick 

ratio 
100

sliabilitieCurrent 

assets Liquid
  

The adjusted ratio measures the amount of 

liquid assets that are to cover current liabilities 

Source: Pupos et al. 2010 

 

b) Debt and credit ratios 

 

By analyzing the asset of a company, the structure of the balance sheet, the proportion of asset 

and source groups and their change are analyzed. From the composition of assets, we can 

conclude to the stability and the flexibility of the company, moreover, to its specific activities. 

The composition of the sources inform about the equity ratio and the viability of the company, 

and the extent to which the company is independent on external capital. After knowing the 

structure of assets and sources, it is important to analyze how much the origins of the asset fit 

to its shapes, that is, whether fixed assets are financed by internal or external sources and 

current assets are financed by short-term or long-term liabilities. Ratios represent to what 

extent the company is able to repay its long-term liabilities. The most important debt and 

credit ratios are shown in table 7.17. 

 

Table 7.17 Debt and credit ratios 

Description Calculation Explanation 

Debt ratio 100

equityrs'shareholdet

debt total


otaldebt

 

It expresses the value of the long-term 

liabilities and the structure of the long-

term sources. It represents the ratio of 

the long-term external sources to the 

total long-term sources. Its value 

cannot exceed 60-65%. 

Equity ratio 100

'st

equityrs'shareholde


 equityshareholderotaldebt

 

It represents the ratio of the 

shareholders‟ equity to the total long-

term sources. Its value is good when it 

exceeds 30-35%. 
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Debt coverage 

ratio 
100

equityrs'shareholde

debt total
  

It represents the coherence or the lack 

between the shareholders‟ equity and 

the total debt. 

Debt service 

coverage ratio 

100

sliabilitie term-long ofinterest  andt installmen due

a


 nmortizatioofitretainedpr

 

It expresses whether the company‟s 

debt service (instalment and interest) 

due the next year can be repayed by the 

available sources. The value of the 

ratio can be considered as safe, when it 

is over 1,3 

Equity strength 100

sources total

equityrs'shareholde
  

It represents the ratio of the 

shareholders‟ equity (called up share 

capital, accumulated profit reserve, 

revaluation reserve, tied up capital, 

capital reserve and retained profit) to 

the total sources that cover the assets. It 

is a general requirement that its value 

shall be higher than 30%. 

Change of 

shareholders‟ 

equity I 

100

equityrs'shareholde

profit retained
  

It represents the extent of the increase 

of shareholders‟ equity. It is the ratio of 

the paid up share capital to the increase 

of the capital that is generated in the 

reference year. 

Change of 

shareholders‟ 

equity II. 

100

capital share up called

profit retained
  

It represents the extent of the change in 

original capital (called up share capital) 

in the reference year, that is, the extent 

of profit that can be generated by a unit 

called up share capital.  

shareholders‟ 

equity to called 

up share capital 

ratio 

100
equityrs'shareholde

capital share up called
  

It represents the total increase of 

shareholders‟ equity in proportion to 

the called up share capital. When the 

value is below 100%, it represents a 

decrease in the asset of the company. 

Liabilities ratio 100

sources

sliabilitie
  

It is the ratio of the company‟s external 

sources (long-term-, short-term- and 

subordinated liabilities) to the total 

available sources that cover assets. It is 

a general requirement that its value 

shall be below 70% 

Fixed assets 

coverage ratio I. 100

assets fixed

equity rs'shareholde
  

It measures the ability of a company to 

cover its debt obligations. Its value is 

good, when it is nearly 100% or above 

it. 

Fixed assets 

coverage II. 100
.lequity rs'shareholde

assets fixed


 itiestermliabilong
 

It measures the ability of a company to 

cover its debt obligations by long-term 

sources. 

Working capital 

coverage 100

capital working

capital gnet workin
  

It indicates the measure at which the 

company covers its current assets by 

long-term sources. 

Source: Pupos et al. 2010 
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c) Profitability ratios 

 

Profitability ratios are used to analyze the effectiveness of business operations. During the 

comprehensive analysis of profitability each profit and loss category is compared to a 

benchmark, the analysis reveals and quantifies factors that influenced or could have 

influenced the economic activity. Different profit and loss categories and benchmarks can be 

applied. The company does not need to calculate all profitability ratios, it is enough to 

calculate ratios that can provide useful information about the company‟s profitability level. 

The most common profitability ratios are summarized in table 7.18. 

 

Table 7.18 Profitability ratios 

Description Calculation Explanation 

Return on sales 

revenue 
100

category revenue

category loss andprofit 
  It indicates the ratio of the profit to the revenue. 

Average coverage 

ratio 
100

salesnet 

margin gross
  

It indicates the amount of remaining revenues from 

the sales of products and services after deducting 

explicit costs of sales to cover implicit costs and 

profit. 

Return on capital 100
capital of components

category loss andprofit 
  It expresses the yield of the shareholders‟ equity. 

ROE 

(Return on Equity) 
100

equity rs'shareholde

incomenet 
  

The yield of the shareholders‟ equity. It is the profit 

after tax generated by a unit shareholders‟ equity. 

Return on assets 100

assets of components

category loss andprofit 
  

The return on assets informs about the income 

generating capacity. It indicates how profitable a 

company‟s assets are in generating revenue. 

ROA 

(Return on Assets) 
100

assets total

incomenet 
  

The return on assets informs about the income 

generating capacity of total assets. It indicates how 

profitable a company‟s assets are in generating 

revenue. 

ROI 

(Return on 

Investment) 
100

assets fixed

incomenet 
  

The return on investment informs about the income 

generating capacity of fixed assets/capital. It 

indicates how profitable a company‟s assets are in 

generating revenue. 

Return on costs 100

categorycost  production

category loss andprofit 
  The value of profit generated by a unit cost. 

Return on wages 100
cost wage

category loss andprofit 
  The value of profit generated by a unit wage. 

profit and loss categories: (1) profit and loss of business operation; (2) profit and loss of ordinary business 

operation; (3) profit and loss before tax; (4) profit and loss after tax; (5) retained profit; (6) gross margin; (7) 

relational outcome (inland, abroad, etc.). 

sales revenue categories: (1) net sales revenue; (2) net sales revenue + other revenues; (3) net sales revenue + 

other revenues + financial revenues; (4) net sales revenue + other revenues + financial revenues + extraordinary 

revenues. 

Components of capital: (1) shareholders‟ equity; (2) external capital; (3) total capital; 

Components of assets: (1) fixed assets; (2) current assets; (3) total assets; 

Source: Pupos et al. 2010 
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The major influencing factors of return on capital ratio are shown by below interrelations. 

According to these interrelations, by comparing the figures of two or more periods, factors 

can be defined that influenced the change of profitability. Internationally, the ROE ratio is 

applied to compare companies. 

 

equity rs'shareholde

revenue salesnet 

revenue salesnet 

incomenet 

equity rs'shareholde

incomenet 
  

 
overrateapitalturnenueseturnonrevitaleturnoncap crr   

 

The return on assets ratio (ROA) is a very important financial ratio, it is also used in the 

international practice. Its major influencing factors (return on sales revenue and assets 

turnover rate) are represented by below interrelations. 

 

assets total

revenue salesnet 

revenue salesnet 

incomenet 

assets total

incomenet 
  

 

verratessetsturnoetseturnonass arevenue saleson return  R   

 

The higher the profitability ratios are, the better the profitability of the company is. These 

indicator values have to be compared with those of other companies or with the figures that 

are characteristic for the industry in question. 

 

 

d) Efficiency ratios 

 

Efficiency ratios are used to analyze how well a company uses its assets and whether its 

working capital management conforms to the expectations. These ratios are also called 

activity ratios (table 7.19). 

 

 

e) Capital structure ratios 

 

Companies finance a determined proportion of their assets by sources with fix capital costs. 

These can be borrowings, preference shares and lease. In these cases, companies are 

considered as a business unit that takes financial collateral. For this reason, these ratios are 

also called coverage ratios. The most commonly applied capital structure ratios are 

summarized in table 7.20. 

 



 

 

117 

 

Table 7.19 Efficiency ratios 

Description Calculation Explanation 

Asset turnover 
assets total

revenue salesnet 
 

It measures the efficiency of a company‟s use 

of its assets in generating sales revenue. 

Efficiency of 

capital employed employed capital

revenue salesnet 
 

It shows the sales revenue that a unit of capital 

employed can produce. 

Stock turnover 

ratio stock average

revenue salesnet 
 

It shows how many times a company sells its 

stock in a 12-month period. 

Receivables 

turnover ratio sreceivable

revenue salesnet 
 

It measures a company‟s efficiency in 

collecting its sales on credit. 

Creditor days 

ratio/ Creditor 

payment period dayper  revenue salesnet 

sreceivable
 

It shows how many days collapse between 

sales and actual payment. 

Debtor days 

ratio/debtor 

collection period dayper  purchase

debtors
 

It shows how many days, on average, it takes a 

company to receive payment from its debtors. 

Financing period 
period until stock is employed + creditor 

days ratio – debtor days ratio 

When the index is positive, the company has 

additional funding for that period. When the 

index is negative, the company needs to have 

short-term financing resources for that period. 

Source: own construction based on Pupos et al (2010) 

 

 

Table 7.20 Capital structure ratios 

Description Calculation Explanation 

Long-term 

liabilities ratio sliabilitie

sliabilitie term-long
 

It shows the proportion of long-term liabilities 

to total liabilities, that is, the proportion of 

external capital in long-term financing 

Long-term 

liabilities to 

share capital 

ratio 
capital share

sliabilitie term-long
 

It measures how much external capital falls to a 

unit share capital. 

Total loans to 

total assets 

ratio assets total

loans total
 

It represents the percentage of a corporation‟s 

assets that are financed by loans. It also shows 

whether the company can borrow more loans, if 

necessary, because there is asset coverage. 

Source: own construction based on Pupos et al (2010) 

 

 

f) Financial strength ratios 

 

Financial strength ratios contain cash-flow categories instead of the so far applied profit and 

loss categories. The reason for this is that for repayment of liabilities only mobile funds can 

be used. By interpretation of applied ratios it is necessary to define the cash-flow elements 

(table 7.21). 
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Table 7.21 Financial strength ratios 

Description Calculation Explanation 

Cash flow 

index 

sources generated internally + change in 

accumulated profit reserve + change in 

provisions 

It represents the measure of internal financing 

that exclusively results from business 

operation and sales. 

Cash flow-

turnover ratio revenue salesnet 

flowcash 
 

It represents how much cash-flow is resulted 

from a unit sales revenue. 

Dynamic 

indebtedness sliabilitie term-short  s.liabilitie term-long

flowcash 


 

It measures the percentage of total liabilities 

that are covered by cash-flow. 

Capital debt 

repayment 

strength flowcash 

sliabilitie term-short  s.liabilitie term-long 
 

It represents the years that are necessary to 

repay external sources, when CF does not 

change and is used exclusively for repayment. 

Internal 

financing 

strength assets fixed of book value in the increase

flowcash 
 

It represents how many times of the net 

investments could be financed by cash-flow. 

Dynamic 

liquidity sliabilitie term-short

flowcash 
 

It measures the percentage of short-term 

liabilities that are covered by cash-flow. 

Capital debt 

repayment 

capacity assets liquid - sliabilitie total

flowcash 
 

It represents the percentage of total liabilities 

that is covered by cash flow after deducting 

liquid assets. 

Source: own construction based on Pupos et al. (2010) 

 

g) Growth rates 

 

Growth rates show to what extent a company can finance its investments and operations 

exclusively with its internal financing sources (table 7.22). 

 

Table 7.22 Growth rates 

Description Calculation Explanation 

Internal growth rate 
bROA-1

bROA




 

The company‟s maximum growth without external 

financing sources. 

Sustainable growth 

rate bROE-1

bROE




 

The maximum growth rate that a company can 

sustain without external share capital, while its 

capital structure does not change. 

b: profit-retention ratio 
Source: own construction based on Pupos et al. (2010) 
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Check questions: 

1. Describe the components of the financial plan! 

2. What do you mean by forecasting in stock approach? 

3. What do you mean by forecasting in sales approach? 

4. What kind of budgeting do you know? List them and shortly describe them! 

5. Describe the profit and loss categories in the income statement and their content! 

6. How can the closing stock of accounts receivable be determined? 

7. Define the steps of forecasting revenues! 

8. What is the difference between sales revenue and realized income? 

9. How can the closing stock of accounts payable be determined? 

10. Define the steps of forecasting expenditures! 

11. What is the difference between expenditures and costs? 

12. How can the financing demand of the corporate be determined? 

13. Present the structure of the balance sheet! 

14. How can different asset items be forecasted? 

15. How can different source items be forecasted? 

16. Present the structure of the cash-flow statement! 

17. What do you mean by the revenue-cost-margin-profit structure? 

18. What do you mean by the break-even point? 

19. What do you mean by the critical product quantity? 

20. What kind of liquidity ratios do you know? Explain their meanings! 

21. What kind of debt and creditworthiness ratios do you know? Explain their meanings! 

22. What kind of profitability ratios do you know? Explain their meanings! 

23. What kind of efficiency ratios do you know? Explain their meanings! 

24. What kind of capital structure ratios do you know? Explain their meanings! 

25. What kind of financing strength ratios do you know? Explain their meanings! 

26. What kind of growth ratios do you know? Explain their meanings! 

 

 

Competence development questions: 

1. Present the interfaces between the financial- the sales-, the production- and the 

resource plan! 

2. What is the interrelation between forecasting in stock and sales approach? 

3. Present the technical coherence in forecasting by the types of costs! 

4. What is the role of forecasting by the types of the costs? 

5. What differences can you define between profit and loss statements prepared by total 

cost and sales cost method? 

6. What is the difference between profit margin and net profit? Explain them with the 

content of the indicators! 

7. Describe the role of the cash-flow statement and its interrelations! 

8. Describe the technical background of the vertical and horizontal interrelations of the 

balance sheet! 

9. What factors do influence – and how – the change in a company‟s liquid assets? 

10. Describe the process of the break-even point analysis (illustrate it graphically)! 
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88..  AAnnaallyyssiiss  aanndd  eevvaalluuaattiioonn  ooff  rriisskk  

(László Szőllősi) 

 

When making a business plan we have to consider the occurrence probability of events. If the 

probabilities are unknown we must speak of decision making in addition with uncertainty, 

otherwise we speak of decision making in addition with risk factors.  

 

A business plan is impressive if it addresses all risk factors entitled which can or are in effect 

of an enterprise or project. We differentiate risks according to their weight, or impact and not 

every of them enable us to be prepared. For the sake of the latter, we express alternatives 

while planning to show investors that we are prepared.  

 

When implementing a “What-If” analysis, or a risk assessment we try estimate impacts on 

performance indicators (such as: earnings, cash flow, equity etc.) rising through differences of 

effects as we are using best-estimates method, or probability indictors. First identify impacts 

and indicators of performance, then their probabilities. From these we can determine expected 

values.  

 

The goal of the “What-If” analysis is to select the critical variables and parameters that cause 

the greatest modification factor and impact. The sensitivity analysis can be carried out in 

many ways such as elasticity examination, critical values method, or as a scenario analysis.  

 

Elasticity, flexibility of variables are also examinable. These reflect of what happens if 

production factors are in one percent change, and how many percent changes in reaction with 

this (ceteris paribus). The result expresses the sensitivity in reflect of the indicator. If the 

result is higher than 5% it‟s considered critical according to EU standards. 

 

Another option to complete a sensitivity analysis is to make a critical value calculation. This 

reflects the input need of financial and technological values to a minimal expected result. 

Ceteris paribus is effect also. Here we note that the break-even point analysis is a kind of 

critical value test. 

 

As a third option we can find have a scenario analysis. Here most critical points are identified, 

and examined by an analysis. The scenarios analysis makes two outputs (usually a negative 

and a positive, or simply an A & B) in addition to the base-case. From these we can make a 

comparative analysis.  

 

The sensitivity analysis enables us to study the effects of one or a few (limited) variable value 

changes. In contrast, the probability of a Monte Carlo simulation analysis method enables 

examination of all the possible combinations. That allows us to study the distribution of the 

entire business plan outcomes. After appropriate modeling of the studied business we will be 

able to run computer simulations with random values. This method is very beneficial to 

quantify and study the risks using a sufficient sample size. 

 

Risk factors can be described differently. In the following one possible way will be 

introduced. 
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 Production Risk: Yield loss, quality change, production losses may manifest, which 

may be due to weather, disease, pests, equipment failure, etc... 

 Market risk: Market risk is primarily in relation with products, services or the 

purchase of raw materials, fluctuations in prices of services produced. We have to 

mention difficulties of selling produced goods and services. 

 Financial risk: The risk of financial activities in order to finance the assets of the 

business. Here we can highlight the changes in the loan interest rate, foreign exchange 

loss in case of exports, the loss of land lease rights, etc. 

 Random risks: Catastrophes may be considered here.  

 Legal risk: Governmental factors of outside environment which are through political 

facilitators.  

 Human risk factors: are often neglected, but the success of the enterprise can 

significantly affected by the managers‟ suitability, reliability, health and family 

relationships. In case of loans banks use these circumstances especially for small 

businesses. 

 

In addition we must distinguish between factors dependent and independent from an 

enterprise, because their control will be different. Dependent risk factors should be controlled 

preventively. An enterprise should use all its resources to take evasive maneuvers in order to 

evade negative effects. Examples include losses due to equipment failure, which risk can be 

reduced by regular fleet maintenance and continuous renewal or replacement. This is a 

decision to make by the entrepreneur. On the other hand, independent risk factors are 

irresistible, their impact can only be minimized. A good example is weather. An enterprise 

has no effect on occurrence, but it might suffer from its impact. Casualties may be lowered by 

insurance.  

 

The itemized list of risk factors must be collected and analyzed in detail and where it‟s 

possible quantified. The theoretical formula for risk estimate is occurrence probability 

multiplied by impact in performance indicators. Risks can be positioned through generous 

quantification and numeration, based on occurrence opportunity and impact (Figure 8.1) 

 

 

 

Figure 8.1. Positioning risk based on impact and probability 

Based on: NFÜ, 2008 

 

Based on the risk analysis we must formulate solutions the deal with probable impacts. Here 

are some methods to treat risks: 
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 Cancellation of project (parts). 

 

 Setting up reserves 

 Offloading risks by insurance mechanisms 

 Risk sharing 

 

 

Control questions: 

1. What is uncertainty and risk? 

2. What are elasticity indicators? 

3. What is a critical values analysis? 

4. What is scenario analysis? 

5. What are the essentials of a Monte Carlo analysis? 

6. How can we group risks? Describe them shortly! 

 

 

Competence development: 

1. What kind of risk analysis methods you know? Describe them shortly! 

2. When and where are these used? 

3. How can we control dependent and independent risk factors of an enterprise? What‟s 

the main difference between them?  
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99..  CCoonnttrroolllliinngg  tthhee  bbuussiinneessss  ppllaann  

(László Szőllősi) 

 

The original function of yearly business planning is to retain and/or involve equity, but 

through decades this have expanded with the following: 

 Comparison of financial performance on yearly basis 

 Balance of objectives (comparisons of business units) 

 Measuring costs 

 Evaluation of performance 

 Forecast of operating profit and sales volume 

 

After planning is finished launch of plans can be initiated. Whilst original goals emerge a 

deflection phenomenon can occur. If the business plan was prepared dynamically data should 

be recorded continuously during execution. So, the plan becomes more and more exact as we 

approach in implementation. Ongoing monitoring of the business plan is closely linked to the 

plan and to comparison of the actual and expected data. Critical differences should be 

addressed with dispatch packages. 

 

The primary purpose of plan monitoring is continuous tracking, and gaining feedback. 

Controlling is a tool to ensure that everything is accurate and correct. The main task of 

controlling is to investigate the execution of operative goals, and to evaluate. It‟s common 

that the financial year was positive by its end, but failed to meet objectives provided by the 

business plan. In this case, a more thorough examination is required because the strategy 

might have failed, it wasn‟t well defined, or couldn‟t adapt to the environment. Any of these 

can highly endanger sustainability.  

 

An essential element of the business plan is implementation and analysis of factual data. 

Monitoring is surveillance, controlling is operational supervision. Its name is originated in its 

function as it “controls” (“to control”). Controlling is a comprehensive management tool used 

to controlling functions and it is a management subsystem which is responsible for planning, 

controlling and coordinating information flows. Thus controlling is a mainstay of 

management: it allows the manager to operate the enterprise goal-oriented, and in line with 

the environmental changes. The development of the controlling system allows management to 

solve problems in a new innovative way. A properly designed controlling system provides a 

secure; state of the art performance for the company. 

 

The purpose of controlling is to maintain coordinating, responsive, and adaptive abilities of 

managers to reach corporate goals. During controlling plans are continuously compared with 

actual data accordingly to a planned structure. Analysis of differences result in appropriate 

decision making and finding responsibles. A controlling system cannot be operated without a 

well-functioning responsibility system.   

 

A controlling philosophy manifests first-time during planning, as all costs and expenditures 

must be designed to, recorded and later accounted where they actually incurred (cost centers). 

Costs of cost-centers can be projected into exact products, which enable us to find out more of 

unit profitability and self-cost. Essentials of theoretical controlling thinking based on Tóth 

(1999):  
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 Goal orientation: Continuous goal setting is an important factor of controlling. All 

evaluation and measuring is based upon the latter. To evade the defensive state we 

must set up goals in reach. 

 Congestion orientation: These are weak points of an enterprise, which turn out 

problematic for the first if stressed. 

 Future orientation: Past is only interesting for us if it has concrete effect on the future. 

 Cost awareness: Costs can only be accepted if they are in favor of future income.  

 Variance and cause analysis: Comparison of planned and factual data. An analysis of 

differences can reveal hidden causes and based on these we can propose additional 

measures 

 Analysis of difference and decision making: Analysis of difference is considered as a 

learning process also. By analyzing favorable and non-favorable decisions managers 

can gain knowledge of reasonable decisions in relation with cost-benefit principle 

 

Controlling has evolved in profit-oriented companies, thus its principles are related to 

profitability as well. Management is in need of support which enables effective coordination 

and transparent operation given the available resources and environmental conditions. The 

sound basis of controlling makes these available. Tóth, 1999; Maczó, 1999; Horváth & 

Partner, 2000 put emphasis on the following:  

 

 Controlling based quantified and measureable performance management 

 Personalized liability; 

 Responsibility and authority united; 

 Drafting clear and agreed objectives; Plan agreement 

 Response to unplanned differences  

 Obligation of competent personnel to forecast and to act  

 Management support through co-ordination of subdivisions  

 

The aforementioned are considered the foundations of controlling since decades. Current 

financial and economic circumstances put more pressure on companies these days, such as 

need of information, customer-orientation, global view etc. These have an effect on the 

previous, by adding more factors. 

 Customer-orientation, market-orientation 

 Self-controlling, emphasized controlling concept, conceptual thinking in controlling 

 Process approach 

 Strategic thinking: controlling is in service of the long term corporate strategy as it is 

involved in the development, transition and pursuit.  

 Objectives, goals and their needed performance must be transparent, sufficiently 

simple and known inside the organization.  

 Use of financial and non-financial aspects during the design and evaluation of 

performance-planning.  

 Support of information technology during controlling 

 Shorten planning cycles 

 

Application of all these principles will lead to a consistent, flexible, cost-benefit based 

controlling system.  

 

The control loop (figure 9.1.) is a conceptual image that shows the position of controlling 

inside the operations of an enterprise. Planning, management (basically controlling: 
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measuring, and analysis) and feedback are equal areas of the loop. Planning is a time-limited 

phase which is between execution (addressing goals) and the start of implementation. 

Management is also time-limited but is between the aforementioned and the reaching of a 

goal. Also it contains more phases in connection with organizational hierarchy and cycles of 

them. The circle is complete when it starts to address future tasks, forecasts, information 

based on past experiences.  

 

 

 

 
9.1. Figure: Controlling loop 

Based on: Maczó, 1999 

 

Utility of planning can be derived from the utility of the other two phases. This approach 

suggests that planning, management (controlling) and feedback should have the same 

consistency in structure, form and content. (Maczó, 1999) 

 

A scheme for a controlling system is described in figure 9.2. The process can be divided into 

5 main pillars namely: planning, implementing, accounting, processing and controlling. The 

scheme puts emphasis on the importance of planning, which is a key element of operating an 

enterprise. This represent the goals, databases of planned and achieved goals and their 

differences. (Tóth, 1999) 
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9.2. Figure Controlling processes of financial enterprises 

Based on: Tóth, 1999 

 

While modernizing plans we must underline that time has changed since the socialist regime, 

and its centralized economic policies and both these have affected planning. Plans today are 

only made in order of an enterprise own success. Needs of controlling changed accordingly:   

 A plan is considered good if it‟s feasible in terms, but cannot be over-fulfilled. 

 A plan is considered good if it‟s not underestimated. Underestimation leads to 

resource vacancy.  

 A plan is considered good if it can be controlled. “To plan without controlling makes 

no sense.” (Maczó, 1999) 
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Yearly financial planning will lose its significance in favor of long term planning in the 

future. A more sound method of planning will take place, which will take into account the 

limits of annual planning, and will encourage the use of foresight, financial and non-financial 

indicators, and less detailed but more accurate planning methods.  

 

Control questions: 

1. How would you describe the logic of controlling 

2. Describe the principles of controlling!  

3. What is the professional content of the controlling-loop? 

 

 

Competence development: 

1. Describe the controlling operation inside a financial organization throughout 

highlighting the importance of operative planning!  
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