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1 Summary of the business planning process

1.1 Why do a Business Plan?

A Renewable Energy Service Company (RESCO) is a relatively simple business since it has a narrow focus and a clearly defined scope. But creating a business plan for even a simple business is time consuming and a lot of work. Why make a business plan when everyone knows that things will change and there is a good chance the plan cannot be followed exactly? First of all, you are required to provide the Department of Energy with a business plan as part of your proposal to engage as a RESCO for rural electrification in a given geographical area of Fiji. Your plan is needed to show Government that you know what you are doing and that you have thought out the problems and, most importantly, that you have a workable methodology and access to the necessary resources that will allow you to provide renewable powered electrical services to rural households reliably and cost effectively.

The second reason, perhaps the most important reason, is that making a business plan forces you to determine, closely examine and understand the important questions concerning the proposed business. Creating a business plan helps to bring the benefits and problems of the proposed business into focus. The business questions that must be addressed in a business plan are:

· Who – who will be involved in doing the business? What are their qualifications? How many staff are needed and how will they be organized?

· What – what exactly do you plan to do in the business? What is the mission of the company and what will its services and products consist of? What are the goals and objectives of the company?

· Where – Where will the business activities take place? Will they be dispersed over a large area or concentrated in one place? Is the “where” expected to change over time?

· When – What is the timing of the business? When do the important goals and objectives have to be met for the business to operate effectively? When will finance be needed to sustain the business? When will the business start to make a profit?

· Why – Why do the business? What are the reasons for pursuing this particular business instead of another? Why do you believe that this business is the best use of your skills and resources? What are the risks and why do you think they are acceptable?

· How – How are you going to succeed in the business? What will be the actions you will take to make the business succeed? How is the operating structure of the business to be organized?

· How Much – How much will be the expenses and the revenues? How are they expected to change over time? How much finance will be needed and where will it come from?

The business plan needs to answer all these questions in a rational, clear, concise manner explaining the assumptions used in creating the plan and showing why you believe that the RESCO business will be a success for your company;.

1.2 How many years should the business plan cover?

The RESCO business is a long term service business with the life of the solar batteries a critical factor in cash flow. To ensure that planning includes at least some turnover of major components and allows for the increased maintenance that occurs as systems age, the plan should cover at least ten years of RESCO operation. Since estimations are always much more accurate for the short term than the longer term, if there are a lot of special activities going on in the early years of the project – for example many new installations spread over many months in year one, two and three – it  may be useful for the first two or three years to have the business plan show monthly activities. After that, however the accuracy of predictions of income and expenses becomes increasingly inaccurate and operations probably become routine, so it is usually not worthwhile to use a more detailed time frame than annually from year three or four to the end of the plan term. Many writers of business plans only use yearly income and expenses for all years covered in the business plan.

1.3 Keep things clear and simple

It is well known that plans that work well are both clearly defined and as concise as possible. Complex plans with many branching contingencies and rarely work well when put into practice. Plans that are lengthy and dwell on numerous small details rarely end up being carried out.

Plans that work:

· are easy to follow and progress clearly from step to step

· show an understanding of which issues are important and focuses mainly on those

· include sufficient detail to show that all important issues are being addressed but not so much detail that the plan is unrealistic

· show an understanding that things change over time and that planning for the near term can be quite detailed and precise while planning beyond a five year horizon becomes increasingly vague and fewer details can be included.

In writing a business plan the same principles apply: keep it short, clearly state relevant information but leave out the irrelevant, keep things tightly focused and do detailed planning only for the short term.

For a RESCO business, no more than 5-10 pages of actual business plan will usually be needed. The structure of the RESCO business in Fiji is largely determined by the requirements of the Department of Energy (DOE) and many of the components of a general business plan can be either left out or will require little space for explanation.

In addition to the plan itself, there usually will be a number of pages of supporting documents sent with the plan making the total plan package typically 30-50 pages long.

1.4 Develop the plan as you would the business

Develop a business plan along the same lines as you imagine the business being carried out. The reader of the business plan should be able to form a step by step picture of just how your business will develop from beginning to the end of the term of the plan. Thus an outline of the business plan will be:

1. The statement of purpose for your business

2. Prior history of your business and how that prepares you to perform the stated purpose of the business.

3. The structural details of your proposed RESCO business including:

· Legal structure 

· Products and services 

· Physical resource structure

· Human resource structure 

· Financial resource structure

4. Business operational concepts

5. Risks and the proposed methods for their reduction

6. Supporting documents

2 Summary of the Department of Energy Requirements

Your business plan must show that your company will conform to the requirements of the Department of Energy for RESCO operators before your company will be considered to be a RESCO operator.

The structural concept is that the DOE will design renewable energy systems appropriate to rural use in Fiji and purchase the appropriate component parts. The RESCO will lease these systems from the DOE, install them, operate and maintain them following DOE guidelines. The RESCO will need to establish a cadre of trained maintenance personnel who will provide the technical services to the customers to meet the maintenance requirements set by the Department of Energy. The DOE will make available training programmes for technical and management personnel in RESCOs with the cost of training borne by the RESCOs.

The RESCO will be required to pay a lease fee for the renewable energy systems to the Department of Energy and make a monthly deposit into a Component Replacement Fund (CRF) for each system leased. The CRF will be managed by the RESCO but the Department of Energy will have to authorize withdrawals for the purchase of replacement components and will audit the fund from time to time. The RESCO will establish an initial user’s fee in negotiation with the Department of Energy that is intended to pay all these costs plus a reasonable profit.

DOE licenses will be issued to RESCOs for serving specific customer areas. The licenses will be automatically renewed every five years unless either the DOE or the RESCO should desire not to renew.

Collection of fees and the policies used for disciplining users that do not pay on time are responsibilities of the RESCO operator.

Should the FEA or an independent electricity grid extend into the RESCO market area, the DOE will pay the cost of removing all PV systems that are replaced by a grid connection.

3 Assembling the Business Plan

3.1 The Cover Sheet

The first page of the business plan is the cover sheet. It is the title page for your plan. It should contain:

· The name of the company

· The company address

· Company phone, email and fax contacts

· Names, titles, addresses, phone numbers and email addresses of owners or corporate officers

· Date of preparation of the plan

· Name of preparer(s) and their relationship to the company if not an owner or officer already named.

3.2 The Table of Contents

A Table of Contents provides a convenient outline of the Business Plan as well as allowing the reader to quickly go to each part of the plan. There is no need to have a very detailed Table of Contents and it should not be more than one page in length.

3.3 Statement of Purpose for the Business

The first thing you need to do is to define just what the business is supposed to accomplish. This is often called a “mission statement” or “statement of purpose” for the business.

The mission statement provides the reader with the name and nature of your business, its legal structure and a general outline of the scope of the business. If the plan is being prepared for a specific purpose, such as to obtain financing for company development, the details of the reasons for preparing the plan are also included. For example, if the purpose for creating the plan is to obtain a license for the supply of RESCO services to a specific region, the mission statement would include the geographic and demographic characteristics of the region being proposed to be served, the services to be provided and the time when service is proposed to begin.

3.4 Prior history of your business

In most cases, a RESCO will not be a completely new business since there needs to be some clear capability already developed to handle the tasks of the RESCO. In the business plan you will need to summarize that business for at least the past three years and show how that experience prepares the firm to perform as a RESCO in the targeted area. Included in the historical information will need to be the legal structure of the business, an organizational chart of the personnel in the business, financial statements (balance sheet, income statement, profit and loss statement) for the past three years and the name and contact information for the accountant and legal counsel for the company.

Included in this section should be some explanation of how the present business can logically develop into the RESCO operation. Also important is whether or not the existing business will continue in parallel with the RESCO business and if so how will company resources be divided between the old business and the RESCO. If they are to be separate, what components of the existing business will be shifted to the RESCO and how will the added resources that will be needed for the RESCO be obtained.

3.5 The RESCO structure

Summary of the proposed business

This is written after the rest of the plan is completed and provides the equivalent of an “Executive Summary” in a report. The intent is to give the reader an overview of the way the RESCO business will operate and show how you plan to carry out the tasks required by the DOE when it contracts with your company to manage a RESCO area.

Personnel Structure

State in detail the legal structure of the proposed RESCO (e.g. proprietorship, partnership, limited public corporation) and the names of the officers of the company. An organizational chart and description showing the personnel who will be involved in the business should be included with a brief description of each position and, where possible, the name of the person who will have that position.

Physical structure

The physical organization of the business also should be explained through maps and a description of where the physical resources of the company will be located. This should include the location of agents/employees for maintenance and fee collection, proposed spare parts stores and administrative centers. Each site listed should include a summary of the resources assigned to that location.

Products and services

List what products and services are proposed for the service area. What sizes of systems are expected to be installed? What types of installations (e.g. household, public building, school, clinic, store, office) are expected to be made and in what number? Note on a map of the service area the location of the different types of installations expected to be made.

Financial Resources

What financial resources are presently available for the RESCO business? What is the estimated amount and timing of the need for additional resources. Where do you think the additionally needed resources can be obtained?

3.6 Operational Concepts

Target market

Describe in words and include a map that shows the geographic area to be covered and the number of installations anticipated with their expected distribution. For clarity, the map should show what is expected for the timing of installations also. For example, a different symbol might be used for first year installations, second year installations, third year installations, etc. In most cases there will be no need to show individual houses, just the expected number of installations in village or community areas with an outline around the area. Special installations such as schools, clinics or government offices should be specifically noted on the map and in the text.

System installation methodology

How will installations be arranged? Who will install the systems, what standards of installation will be used, when will installations be made.

User training and education concept

How do you propose to educate users in the proper use of the systems and in their responsibility for operating and caring for them? Will there be special user training arrangements? How will user education be timed relative to system installation? Who will provide user education? Will user education be a one time effort, include several special sessions with users or be provided as appears necessary based on user problems that appear to be related to improper use? Who will receive user training?

Maintenance structure and methodology

Maintenance is one of the most important functions to be carried out by the RESCO. So it is important that you provide details of when, how and what will be done for preventive maintenance, maintenance in response to user requests and repair maintenance when there is a system failure. Specific information needs to include:

· How many users will a technician be responsible for

· How will the technician reach the user, e.g. by public transport, on foot, by bicycle, by company vehicle.

· Will there be scheduled visits? If so, at what intervals and what will be checked.

· What kind of maintenance records will be kept and where will the records be located?

· For visits that are requested by users when there is a system failure, how much maximum time between receiving the request and the visit will you guarantee?

· Where will spare parts be stocked for each service area and what type of parts are intended to be stocked.

· How will you keep track of spare part usage and maintain spare parts control? How will you account for the use of spare parts? Will there be periodic inventories of spare parts? What will happen to the components that have failed and have been replaced from the spare parts stock?

Fee collection and financial accounting

Amount proposed for initial user fees

How much do you propose to charge in user fees for each level of service you will offer? Show how you arrived at that fee structure by showing the specific justifiable costs you expect to have for operation and maintenance, inputs into the Component Replacment Fund, administration and profit.

The Component Replacement Fund

Where will the account for the Component Replacement Fund be located? Who in the company will sign for withdrawals? Who will be the person in the company to be contacted regarding auditing of the fund?

Collection Methodology

What will be the method used for collecting fees? Will you collect them directly using company staff or indirectly using a third party such as the Post Office? What is expected to be the cost of collection and how has that been determined? What will be your detailed policies regarding customer discipline for late payments including late fees, disconnections, removals and reconnection fees? What flexibility will be offered customers for payments, for example will payments always be for a specific day of the month, will pre-payments for extended periods be accepted, will there be any “grace” period between due date and user discipline for non-payment and will there be any specific process for arranging exceptions to the policy?

Operational budgets

One of the most important parts of the business plan is to provide details about your financial projections. Since the only part of your business that is of concern here is the RESCO component, there is no requirement to provide financial information for any other parts of your business, though if you want to, that can be valuable to show that your company has other resources should an unforeseen problem with the RESCO operations come up.

At the minimum, you need to show the RESCO’s estimated annual cash flow for the next 10 years. Also, show projected working capital requirements and how the company proposes to obtain the needed finances for operations where there are shortfalls in cash flow. This information is probably best provided in the form of a print out of a computer spreadsheet that clearly shows the details of projected income and expenses and shows the assumptions used to make those projections. An Excel spreadsheet suitable for use with individual PV system RESCO operations is attached as an example.

Risks and the proposed methods for their reduction

Another important part of the business plan is a section that details your evaluation of the risks of undertaking the RESCO operations. Do not be afraid to honestly detail the risks that are involved, it is much better to show that you are aware of the risks and are planning ways to get around them than to pretend that success is certain.

Market risk 

What is your estimate of the risk that households in the target area will not initially accept the services at a level of fee that will allow the company to provide service at a profit? That estimate can come from prior experience by your company, from market surveys, from experience in other company’s RESCO projects and even from the experience in other countries. Note that a common occurrence is that initially, much smaller numbers of households sign up for service than may be projected but after a few  months of successful operation, it is common for many more to sign up for services. What this means is that the risk of having low numbers of customers may be high in the beginning but often that risk gradually falls over time as customers see that you are providing the promised services and the systems are working well.

In the business plan you need to state what the company plans to do to reduce or at least to plan for this risk.

Operational risk

If the maintenance costs are much higher than estimated, the company will not be able to provide the full services planned and still make a profit. You need to estimate the risk that the components of the systems will not be as reliable as expected or that there will be unexpected problems with the installations that requires a much higher rate of maintenance than expected.

In the business plan, this risk can be significant and you will need to state what the company plans to do to minimize this risk.

Long Term Financial risk

A serious problem for a RESCO is that their fees are determined by their costs divided by the number of systems served so losing customers will cause fees to increase. Increasing fees causes more customers to be lost and this vicious circle can lead to financial failure for the company over the long term. You need to estimate the risk of this becoming a problem and indicate ways to make this risk small.

3.7 Supporting documents

Include copies of all documents that directly relate to the establishment and operation of the business. These will include:

· Proposed customer contract/agreement for all classes of customer to be served

· CVs of company officers and senior employees

· Job descriptions for the jobs shown on the company organizational chart

· Letters of reference related to credit history, company performance, officer character references, etc.

· Contracts, both completed and currently in force, for the delivery of products and services. Examples are leases, rental agreements, loan contracts, purchase agreements for real estate or major business equipment, sales contracts, service contracts and any other obligations that the company is presently required to meet or has met in the past.

· Legal documents relating to the business – partnership agreements, articles of association for a limited liability business, business registration papers, ownership papers for real estate and vehicles and any other papers relating to the operation of the business and its ownership of assets.
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