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ABSTRACT

Business planning is seen by many authors as an important step in the entrepreneurial
process, supporting companies in business development. However, there is no unanimity
about the importance of the business plan, since both benefits and costs arise from business
planning. This paper intends to contribute to this debate by analyzing the business plan in
the context of corporate entrepreneurship through a literature review. Since business plan-
ning requires the spending of company’s resources but helps the company obtain financing,
our analysis leads to the conclusion that business planning may be like an investment, that
is, it is necessary to spend resources to gain more resources and, hence, the choice of the
company to plan will depend on the evaluation of whether the funding obtained will surpass
the resources spent.
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RESUMO

Planear um negocio é visto por muitos autores como um passo importante no processo
empreendedor, apoiando as empresas no seu desenvolvimento. No entanto, nfo ha unani-
midade sobre a importancia do plano de negoécios, uma vez que do planeamento surgem
tanto beneficios como custos. Este artigo pretende contribuir para este debate, analisando
o plano de negdcios no contexto do empreendedorismo corporativo através de uma revisao
da literatura. Dado que planear o negocio requer o uso de recursos, mas ajuda a empresa a
obter financiamento, a nossa analise leva a conclusdo de que o plano de negdcios assemelha-se
a um investimento: ¢ necessario despender recursos para obter mais recursos e, portanto, a
escolha da empresa em planear dependera da sua avaliagdo de que o financiamento obtido
ultrapassara os recursos gastos.
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1. INTRODUCTION

Entrepreneurship has been linked with the concepts of new entry and innovation and
described as the exploitation of new opportunities by entrepreneurs (Ardichvili et al., 2003;
Choi and Shepherd, 2004; Lumpkin and Dess, 1996; Shane and Venkataraman, 2000;
Stevenson and Gumpert, 1985). It refers to companies’ entry into new markets (when they
are able to identify and exploit a new business opportunity), or to innovations or rencwals
within the companies (Lumpkin and Dess, 1996; Shane and Venkataraman, 2000; Sharma
and Chrisman, 1999). While entrepreneurship can take place in the creation of a company
(start-up entrepreneurship), the focus of this paper will be the entrepreneurship that takes
place within established companies — corporate entrepreneurship (Thornberry, 2001), which
results from their need to continue innovating and acting entreprencurially so that they can
maintain or gain a competitive advantage and continue to grow (Covin and Miles, 1999;
Thornberry, 2001).

Entrepreneurship is also an important contribution to economic growth. Several stud-
ies have analyzed the relationship between entrepreneurship and economic growth. For
instance, Castafio et al. (2016), that used different datasets to determine the effect of several
indicators related to entrepreneurship (e.g. characteristics of the entreprencur, Research &
Development (R&D) policy) on economic growth (Gross Domestic Product (GDP) per capita)
and found a positive effect. Galindo and Méndez, 2014, used panel data of 13 countries to
assess the effect of entrepreneurship and innovation on economic growth (GDP) and found
a positive effect. In turn, Audretsch and Keilbach, 2004, found that entrepreneurship capital
(defined by the authors as the endowment in factors that contribute to the development of
new businesses) leads to economic growth (GDP).

However, it is not a one way relationship. Entrepreneurship can have a positive contribu-
tion on economic growth but economic development will also lead to new opportunities for
entrepreneurs, acting as an incentive to act entrepreneurially (Galindo and Méndez, 2014).
The positive effect of entrepreneurship on economic growth can occur in several ways.
For instance, the knowledge created by entrepreneurial activities leads to the development
of new things (e.g. new products, capacities), through innovation and investment on R&D
(Audretsch et al., 2008; Cumming et al., 2014). Even when entrepreneurs do not develop
something new they can contribute to economic growth just by creating new firms, increasing
total production in the economy and, thus, increasing employment, wages and competition
(Audretsch and Thurik, 2004; Minniti and Lévesque, 2010). In short, Given the relevance
of entrepreneurship to economic growth it seems vital that governments create incentives
and policies to stimulate entreprencurial activities, thus generating more positive prospects
to potential entreprenecurs that the benefits will surpass the costs (Audretsch and Keilbach,
2004; Cumming et al., 2014; Freytag and Thurik, 2007).

To act entrepreneurially companies follow a process (that may be different among
them) — the entrepreneurial process, which is essentially the pursuit of a possible oppor-
tunity (Ardichvili et al., 2003; Choi and Shepherd, 2004; Stevenson and Gumpert, 1985).
Authors have different perspectives of the stages that integrate this process. One stage that
is mentioned by some is the conception of a business plan (Ardichvili et al., 2003; Haber
and Reichel, 2007), which acts as a support in the exploitation of the opportunity, allowing
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entrepreneurs to gather and analyze crucial information and to make forecasts about what
will be the value created to the company (Chwolka and Raith, 2012; Honig, 2004). Although
the business plan is thought by some as a fundamental support in business development,
others disagree given that it also generates costs (Karlsson and Honig, 2009). Thus, the
business plan will be further analyzed in this paper to help understand the debate between
planning and not planning.

The paper will begin with an analysis of corporate entrepreneurship to determine its
benefits and the different types of corporate entreprencurship that can take place in a firm.
Then it will be presented the entrepreneurial process and its various stages. The paper will
then focus on the topic business plan, namely its goals, the planning process, and the benefits
and costs of the business plan formulation.

2. CORPORATE ENTREPRENEURSHIRP

Corporate entrepreneurship is according to Sharma and Chrisman (1999: 18): “the process
whereby an individual or a group of individuals, in association with an existing organiza-
tion, create a new organization or instigate renewal or innovation within that organization.”
That is, it occurs within a company or organization already established in the market and
can consist on the formation of a new business, an innovation or renewal in the company
or the creation of a new organization, using the resources of the existing company (Sharma
and Chrisman, 1999; Thornberry, 2001; Wolcott and Lippitz, 2007).

The main purpose of corporate entrepreneurship is to create economic value for the
company, contributing to the company’s performance and competitive advantage. The de-
velopment of something new in the company, which occurs in corporate entrepreneurship,
will also result in an increase in the entrepreneur’s knowledge and skills (Covin and Miles,
1999; Thornberry, 2001), and may later reflect in more benefits for the company. However,
corporate entrepreneurship does not only result in benefits for companies. When a company
chooses to be entrepreneurial, it has to take into account that it is also engaging in a risky
activity since a significant investment of the company’s resources is required and there is
no certainty of success (Thornberry, 2001; Wolcott and Lippitz, 2007). Thus, risk-taking
behavior becomes an essential characteristic of entrepreneurs. They must be willing to face
risky situations so that they can have truly entrepreneurial initiatives (Miller, 1983).

Corporate entrepreneurship can then occur in four ways according to Thornberry (2001).
First, by encouraging the company’s employees to have entrepreneurial initiatives — Intrap-
reneuring; second, by developing a new business within the company — Corporate Ventur-
ing; third, through the Organizational Transformation of the company; and finally, by the
company’s change of the competition rules to which it is subject — Industry Rule-Bending.
These four types of corporate entrepreneurship are presented in Table 1.
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Table 1: Types of corporate entreprenecurship described by Thornberry (2001)

Types of Corporate Entrepreneurship

Companies aim to turn their workers into entrepreneurs, allowing

Intrapreneuring . . s
P s them to create innovations within the company.

Creation of a new business within a company that distinguishes itself

Corporate Venturin, .
P g from the current business.

An innovation or a reorganization of resources leads to the development

Organizational Transformation . ..
of new business opportunities.

The company tries to change the competition rules in the market in

Industry Rule-Bending which it operates

Intrapreneuring, also defined as intrapreneurship, is a concept that is also used in the
literature to refer to corporate entreprencurship in the general sense (Russell, 1999) or to
identify the situation in which ideas for new products emerge from one or more individuals
within a company (Covin and Miles, 1999). However, this paper focuses on the definition
given by Thornberry (2001). Intrapreneuring is therefore the type of corporate entrepreneur-
ship that occurs when companies aim to turn their workers into entrepreneurs so that the
company’s employees create innovations in the company’s business (Thornberry, 2001). The
increased involvement of the company’s workers in the business can lead to more opinions,
which may increase innovation activities in the company. However, there are also conse-
quences, such as higher employee management costs and the risk of confidential information
escaping, as there may be more people accessing potentially confidential information about
the company (Barringer and Bluedorn, 1999).

Corporate Venturing is the concept used to describe the creation of a new business within
a company that distinguishes itself from the current business, resulting this new business from
the creation of a new product, an innovation or a new market opportunity. This can lead to
the formation of new divisions within the company and a change in its strategy (Narayanan
et al., 2009; Sharma and Chrisman, 1999; Thornberry, 2001; Vanhaverbeke and Peeters,
2005). Companies may incur in internal or external Corporate Venturing. In the first case,
the new business is formed within the domain of the company, while in the second case there
are investments by the company in businesses external to its domain, either to develop or to
create them (Covin and Miles, 2007; Sharma and Chrisman, 1999). This type of corporate
entrepreneurship is positive for companies since it contributes to their heterogeneity (by
increasing their business portfolio), to their competitive advantage and to the development
of skills (Narayanan et al., 2009; Vanhaverbeke and Peeters, 2005). However, it can be dif-
ficult for companies to change their organizational structure and processes, which is essential
when they incur in Corporate Venturing (Narayanan et al., 2009).

Corporate entrepreneurship through the Organizational Transformation of a company
results from an innovation (e.g. product innovation) or a reorganization of resources, which
leads to the development of new business opportunities (Covin and Miles, 1999; Dougherty,
1992; Thornberry, 2001). It is possible to find this type of transformation associated with
other concepts in the literature such as the terms strategic renewal (Guth and Ginsberg, 1990;
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Sharma and Chrisman, 1999), organizational renewal (Dougherty, 1992) or organizational
rejuvenation (Covin and Miles, 1999), since it consists in the renewal of an existing company
through a significant change in its strategy (e.g. marketing strategy), structure, processes and
resources combination. What happens is therefore a transformation of the company and not
the formation of a new business (Covin and Miles, 1999; Guth and Ginsberg, 1990; Sharma
and Chrisman, 1999). This will lead to the creation of wealth and economic value for the
company, to the increase of its competitiveness, and possibly to the creation of value for its
customers (Covin and Miles, 1999; Guth and Ginsberg, 1990; Thornberry, 2001).

In the studies of Guth and Ginsberg (1990) and Sharma and Chrisman (1999), the concept
of strategic renewal is associated with a transformation of the company and its businesses,
but the concept defined by Covin and Miles (1999) bares more similarities to what Thorn-
berry (2001) calls Industry Rule-Bending — the company’s change of the competition rules
in the market in which it operates. Covin and Miles (1999) describe the strategic renewal
as the situation in which the company considerably changes its form of competition and
its business strategy to influence its position in the market and its relation with competing
companies, and to better exploit market opportunities.

Thornberry (2001) presents these types of corporate entrepreneurship, but it is possible
to find others in the literature. For instance, Covin and Miles (1999) describe the following
types: sustained regeneration, organizational rejuvenation, strategic renewal and domain
redefinition. Organizational rejuvenation has already been mentioned in the topic of Or-
ganizational Transformation and strategic renewal in the topic of Industry Rule-Bending,
so only sustained regeneration and domain redefinition will be further briefly introduced.

Sustained regeneration refers to the companies “that regularly and continuously introduce
new products and services or enter new markets” (Covin and Miles, 1999: 51), actively in-
novating to exploit market opportunities and, therefore, engaging in strong entrepreneurial
activity. The firm must resort to its technical knowledge to be able to introduce new prod-
ucts/services or its current products/services in new markets, which might lead to a new
business and to an increase of the firm’s competitive advantage, allowing the company
to react to products short life cycles or to rapid technological changes (Dess et al., 2003;
Kantur, 2016; Kuratko and Audretsch, 2009). Domain redefinition, on its turn, results from
an innovation not only at the firm level, but at the market level as well. In this case, the
company “creates a new product-market arena that others have not recognized or actively
sought to exploit” (Covin and Miles, 1999: 54). This way, the company creates a new busi-
ness in a market space that has not been exploited, achieving a first mover advantage and,
thus, gaining a competitive advantage against the later entrants (Covin and Miles, 1999;
Kuratko and Audretsch, 2009).

3. ENTREPRENEURIAL PROCESS
The entrepreneurial process consists of “the methods, practices, and decision-making
styles managers use to act entrepreneurially” (Lumpkin and Dess, 1996: 136). Several authors

present the process as the identification and exploitation of an opportunity (Ardichvili et al.,
2003; Chot and Shepherd, 2004; Stevenson and Gumpert, 1985). Thus, the entrepreneurial
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process is a dynamic process of recognition and development of an opportunity, in which
there must be continuous evaluation and permanent search for new opportunities (Ardichvili
et al., 2003). The stages that constitute the entreprencurial process differ among different
authors, and it is not possible to identify a single process. Cardon et al. (2005), for example,
differ from other authors in describing the entrepreneurial process through a metaphor with
the paternity process, defining the stages of conception, gestation, infancy and toddlerhood,
childhood and adolescence, and finally maturity, as the company is formed and develops.
However, it is possible to find some similarities in the stages of these processes, which will
be presented in the perspective of a new business development. In Table 2 we present the
stages of the entrepreneurial process as described by several authors.

The initial stage is closely linked to the concept of market. Stevenson and Gumpert
(1985) describe the first stage of the process as the identification of the business opportu-
nity, in which the entrepreneur must have a market orientation to be able to identify the
opportunity. It is at this stage that the idea of the business to be developed arises, whether
it is a new idea or a new application of old ideas (Haber and Reichel, 2007; Stevenson and
Gumpert, 1985). Also, for Ardichvili et al. (2003), the first stage of the process is related
to the identification of the opportunity, in order to identify a market need that can be
suppressed with a new combination of resources. The authors consider this initial stage
the definition of the business concept through the identification of the market need, the
definition of the desired benefits and the establishment of how the resources will be used,
that is, the concept must include how the entrepreneur intends to supply the market need
and how the resources will be applied for this purpose.

Brockner et al. (2004) consider that the entrepreneurial process begins with the identifi-
cation and screening of an idea. In order to evaluate the idea, the company must carry out
an analysis, questioning several factors, such as whether there is a market for the product/
service it intends to offer, whether it has the capacity to supply it to the market and if it has
any competitive advantage over companies already established in the market. In addition
to these issues, the company should also regard other factors such as the risks to which will
be subjected to and how to manage them. Finally, the company must consider whether all
the investment needed for the project will be offset by the returns. These are questions that
must be considered at the beginning of the process to help the company understand if it is
possible to put the idea into practice but also throughout the process to reflect whether to
give up at some point in the process if the company comes to the conclusion that the returns
of the business will not be enough to offset the investment.
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Table 2: Stages of the entrepreneurial process described by different authors

Entrepreneurial Process
Author Stage
Stevenson and . 2. Identify 3. Identify & Determine 5. Determine
. 1. Identify how to . how to N
Gumpert ! . required organizational
opportunity capitalize on control
(1985) . resources structure
opportunity resources
E;ro(:)l;l;“h ctal. 1. Define business concept | 2. Define business model 3. Define business plan
Brockner et al. . ldcntlfy{ng 2. Procuring | 3. Proving the 4. Rollout 5. Product life
(2004) and screening resources business model hase cycle
the idea P e
3. Infancy and :ﬁgzjil}z:gnce
1. Conception . toddlerhood (high . . 5. Maturity
| . 2. Gestation (increasing .
Cardon et al. (commitment dependence ) (separation
(resource . independence e
(2005) to the . of the venture of firm and
acquisition) . of the venture
venture) from the entrepreneur)
from the
entrepreneur)
entrepreneur)
Haber and 1. Idea 2. Feasibility study of | °; Lstablishment 4. Operation stage
. . L phase (writing (initiation of the life cycle
Reichel (2007) | formulation the business concept .
business plan) of the venture)

The remaining stages of the process are more divergent across authors, but some point
out that the second stage is the moment to identify and/or obtain the necessary resources
(Ardichvili et al., 2003; Brockner et al., 2004; Cardon et al., 2005), in particular financial,
technological and human resources. Investors may be needed to obtain the financial resources
and, as such, the company must be able to prove the idea will be beneficial to them (Brock-
ner et al., 2004). Ardichvili et al. (2003) consider that in the second stage of the process
the company must determine what resources will use and how, through the definition of
the business model. This model should include a financial model, which explains the value
that the development of the opportunity will create and how it will be distributed to the
stakeholders. This should include the more detailed business concept as well (Ardichvili et
al., 2003), which feasibility should be analyzed at this second stage of the process, according
to Haber and Reichel (2007).

For Stevenson and Gumpert (1985), resources are only related to the stages 3 and 4
of the process. Thus, before evaluating the resources, the company must identify how to
capitalize on the entreprenecurial idea (stage 2), identifying the circumstances that can make
the idea profitable. It is only then that the necessary resources are identified (stage 3) and
how to control them is determined (stage 4), the fundamental being not the amount of
resources that are applied in the project, but the innovation of the company in the use of
these resources. The entrepreneurial process ends with the determination of the organiza-
tional structure (stage 5).
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In the third stage of the process, according to Brockner et al. (2004), the company has
to be able to demonstrate the feasibility of the business model, developing a prototype of
the product/service and testing it with potential clients. For Ardichvili et al. (2003), the
third (and last) stage is the time for the company to define a business plan, which should
include the estimation of the expected cash flows, the description of the opportunity de-
velopment activities, and the resources needed to develop it. Also for Haber and Reichel
(2007) 1t 1s in the third stage (which they refer to as establishment stage) that the business
plan is developed with the purposes of analyzing the financial viability of the business and
obtaining external financing. The fourth stage of the process, according to Brockner et
al. (2004), is the rollout phase, which entails the business/product launch. If the launch is
successful, the final stage begins, the business/product life cycle — maturity and renewal/
growth or maturity and decline (Brockner et al., 2004), which Haber and Reichel (2007)
call the operation stage.

4. THE BUSINESS PLAN AND ITS GOALS

Since the business plan is an important component and support of the entrepreneurial
process (Ardichvili et al., 2003; Haber and Reichel, 2007; Honig, 2004) it should be better
analyzed. The business plan is a formal document, which describes and develops the op-
portunity of a business identified by the entrepreneur and the strategy defined to explore it,
and is designed to improve the company’s performance in the market (Chwolka and Raith,
2012; Gruber, 2007; Honig, 2004). In addition to comprise a document that allows analyzing
the viability of the business, the business plan also consists of a project constituted by the
strategy that the company must follow to develop the new business (Fernandez-Guerrero
et al., 2012). Essentially, the business plan evaluates the current situation of the company
and presents the company’s vision for the future, through the prediction of the expected
situation for the company in the future after the development of the business (Delmar and
Shane, 2004; Honig, 2004).

The business plan is designed with the purposes of defining the business concept and
developing the ideas about the new business (Gruber, 2007). Planning is a support in the
entreprencurial process by enabling companies to make decisions regarding the various steps
to be taken in this process, including the fundamental decision on whether they should actu-
ally enter the market, thus contributing to their survival (Chwolka and Raith, 2012). The
plan also has the fundamental goal of gaining financing for the development of the business
which is sometimes the only reason why entreprencurs decide to make a plan (Bewayo, 2010;
Bianchi et al., 1998; Fernandez-Guerrero et al., 2012), since banks and investors typically
require a business plan before investing in businesses (Honig, 2004) as it gives them a per-
spective of the entrepreneur’s ideas allowing them to assess its potential and to assess if the
expected revenues are consistent with the actions planned for the business development.
This financing will be an important contribution from the business plan to the business
survival but, if entrepreneurs have many resources they may choose not to write a business
plan since external financing will not be so important to the business startup (Burke et al.,
2010; Castrogiovanni, 1996; Delmar and Shane, 2004).
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Another goal of some companies when designing a business plan, which departs from
the main purposes of the plan but may be equally important, is to gain legitimacy and cred-
ibility for their business. Sometimes, in this case, entrepreneurs do not really mean to use
the business plan as a support for the new business (Delmar and Shane, 2004; Honig, 2004;
Ivanisevic et al., 2016; Karlsson and Honig, 2009), but because they think it is something
supposed to be done when starting a business and that makes their business show potential
for success (Castrogiovanni, 1996). However, while legitimizing the business might seem
not that fundamental to its start, it can be important to gather the support of stakeholders
and to obtain resources, which in turn are fundamental to the business success (Delmar
and Shane, 2004).

In terms of the contents and structure of the business plan, these diverge from plan
to plan, companies do not follow a single model (Ivanisevic et al., 2016). However, there
are certain topics accepted as key elements of a plan. The plan should include among its
contents the description of the product or service, the definition of the business goals, the
identification of the steps necessary to achieve these goals, and a financial projection of the
business. It should also have a delineation of the company’s strategies (organizational and
financial), the expected results of these strategies and possible corrective measures in case
the expected results are not met. Thus, the plan consists of a set of commercial, financial,
statistical and economic information that allows the entrepreneur to understand the system
where the company will act, the restrictions that will be subject to and the resources avail-
able, and thus determine how these factors will affect it (Bianchi et al., 1998; Bracker and
Pearson, 1986; Brinckmann et al., 2010; Honig, 2004).

With the gathered information, it becomes possible for the entrepreneur to plan the
fundamental factors of a business, namely to predict production and to establish marketing
and management methods (Honig, 2004). Since the business plan is a support in the prepa-
ration of a new business, it should also provide information about potential customers, the
market in which the product is to be offered and the company’s competition (Brinckmann
et al., 2010; Honig, 2004). Finally, another common element in business plans is the SWOT
(Strengths, Weaknesses, Opportunities, Threats) analysis (Bracker and Pearson, 1986), which
allows to analyze the new business both at the company level (strengths and weaknesses) and
the external level (opportunities and threats).

Bracker and Pearson (1986) defined some types of business plans according to their
structures and content, distinguishing between structured plans (written plans), intuitive
plans (plans that are only in the mind of the entrepreneur) and unstructured plans (when
there is no structured planning in the firm). They also divided the structured plans into
strategic plans (long-range plans) and operational plans (short-range plans). However, the
authors concluded that the planning process has more influence on the company’s perform-
ance than the business plan itself.

5. THE PLANNING PROCESS

It is not only the business plan that affects business performance but also the planning
process itself. That is: the positive contribution of the business plan to companies stems
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not only from the business plan itself, but also from the whole process of defining the plan
(Brinckmann et al., 2010). The planning process is the process of researching and collecting
information that is fundamental to the business and its consequent analysis (Honig, 2004).
This process will start when the entrepreneur identifies an opportunity, making it neces-
sary to verify if this is in fact an idea that could benefit the company and what is the best
strategy for the idea to be of value to the company (McGrath, 2010). For this process it will
be fundamental that the entrepreneur has a developed planning capacity, since the more
time is spent in the formulation of the business plan, the less likely it is to achieve the goals
of the plan and, thus, the chances of business success will decrease (Gruber, 2007; Van
de Ven et al., 1984). The benefits of planning depend from the activities developed in the
planning and the time invested in the planning process as well, therefore, the entrepreneur
must be able to choose what is worth of time investment and focus only on the fundamental
activities (Gruber, 2007).

The process of developing the business plan should be gradual, beginning with simple
business planning activities (e.g. meetings and market analysis) that enable the entrepreneur
to acquire some knowledge. As the plan is developed, the entrepreneur and the company
gain experience and acquire more knowledge and as such can increase the investment in
planning activities, applying more and more resources to planning as the process unfolds.
This type of activity must occur simultaneously with other activities associated with the
development of the business (Brinckmann et al., 2010). However, it is not always benefi-
cial that business development activities occur simultaneously with the preparation of the
business plan. In the case of marketing activities, it may be more beneficial for companies
to develop them only after the business plan is complete. For example, the business plan
can help define the target customers of the business, so it might be more beneficial for the
entrepreneur to talk to potential clients only after the business plan is completed (Shane
and Delmar, 2004). Finally, when the planning is completed and the business plan written,
entrepreneurs should send the plan to the maximum number of people connected to the
business to be analyzed, increasing the chances of business success if more people analyze
it (Van de Ven et al., 1984).

Entreprencurs are not necessarily the ones who formulate the business plan, some-
times they approach consultants to prepare them, especially in the early stages of business
development (Bianchi et al., 1998). This aid can be beneficial for companies, like Van de
Ven et al. (1984) concluded in their study on new firms — success was superior in compa-
nies where there was greater support from consultants. Chrisman et al. (2005) argue as
well that consultant support in the planning process contributes to the performance of
the business, even though they recognize that the planning process leads to the learning
of entrepreneurs when they develop the plans without external help. This learning factor
should not be overlooked. Learning is one of the fundamental outcomes of a business
plan, since formulating the business plan will help the entrepreneur to acquire knowledge
about the new business (e.g. about competition or the market) which in turn will help the
entrepreneur to determine the best actions to develop the business, contributing to the
business survival. Learning will also help the entrepreneur to select the correct information
about the business to present to potential financers, increasing the chances of gaining the
financing needed (Castrogiovanni, 1996).
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Business planning is also affected by the type of companies in which it occurs, with a
difference in the planning between emerging companies and companies already established
in the market. In emerging companies there is a great deal of uncertainty that will affect
planning, given that as companies are starting their activity, they have little knowledge and
experience (Brinckmann et al., 2010; Gruber, 2007). This uncertainty can lead companies
to invest in a business plan as a mean to decrease it. Uncertainty can hinder the learning
gained by business planning and diminish the chances of business success (Castrogiovanni,
1996). Still, Delmar and Shane (2003) found in their study that planning is beneficial even
with the uncertainty present in new firms.

On the other hand, established companies have greater knowledge and information
resulting from their experience, which is reflected in a lower degree of uncertainty in the
business plans. The lower degree of uncertainty in established firms leads to a more positive
influence of business planning in these companies than in emerging ones. Also, the fact that
there is greater concern in emerging companies to reduce losses and that there is a great
shortage of information (thus planning costs can greatly outweigh the benefits) results in
a limitation of the costs incurred in market analysis and, therefore, these companies may
choose not to invest in the acquisition of fundamental information (Brinckmann et al., 2010;
Gruber, 2007). Even when emerging companies opt to invest in a business plan, they often
do not use them, as Karlsson and Honig (2009) found in a study of a sample of new firms,
where they discovered a progressive departure of the business from what was originally
defined in the business plan, since the main concern of concern of companies to write the
business plan was to gain legitimacy.

6. BENEFITS AND COSTS OF THE BUSINESS PLAN

The business plan may have a positive effect on the development of companies, but some
costs arise from its formulation. After many studies there is still no consensus about whether
the business plan is important to firm survival. While some studies have shown a positive
impact of the business plan in firm performance (e.g. Brinckmann et al., 2010; Burke et al.,
2010; Delmar and Shane, 2004), others have shown no impact (e.g. Honig and Karlsson,
2004; Lange et al., 2007; Tornikoski and Newbert, 2007). Some authors oppose to business
planning because it is time consuming and deviates the focus from activities that have a
more direct contribution to the beginning of the new business (Karlsson and Honig, 2009;
Shane and Delmar, 2004). According to Karlsson and Honig (2009), the fact that there are
successful companies that did not develop business plans at the beginning of their activity
can be given as evidence against business planning, yet, the business plan is still seen as an
important support for business development.

While the business plan is considered positive to firm performance because it is a sup-
port for the new business, Chwolka and Raith (2012) argue that in fact business planning is
beneficial to companies because it will contribute to a better analysis of business ideas, so
the chances that bad business ideas stay out of the market will increase, and this will lead
to only good ideas ever reaching the market. This way, the chances of business survival will
be greater.
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The benefits of the business plan will result from the predictions that can be made
through the formulation of the plan and from the business planning itself that will help
the company to choose the most beneficial approach for its business (Castrogiovanni, 1996;
Chwolka and Raith, 2012). An example of a fundamental forecast is the expected cash
flows. Their prediction and analysis allow the entrepreneur to understand whether it will
in fact be beneficial to enter the market (Chwolka and Raith, 2012). The business plan also
contributes to the acquisition of resources through financing (Burke et al., 2010) and to the
economic use of the company’s resources (Brinckmann et al., 2010). It may also improve
the company’s financial performance; however, this obviously depends on the fulfillment
of the plan. Sometimes, as mentioned earlier, entrepreneurs draw up plans without having
the intention of consulting and following them, so it is necessary to control the compliance
of the business with what is established in the plan, for the plan to have a positive effect in
the financial performance (Karlsson and Honig, 2009).

Essentially, the benefits of the business plan derive from the information it provides, since
its elaboration eases the collection and management of key business startup information
(Gruber, 2007; Shane and Delmar, 2004). This collection of information allows to define the
business concept and to better understand the market in which the company will operate,
and helps in the development of marketing activities, which results in the definition of the
necessary steps for the commercialization of the new product or service, and, therefore, al-
lows the business launch (Brinckmann et al., 2010; Gruber, 2007; Shane and Delmar, 2004).
This information will be important not only for the entrepreneur but to everyone involved
in the business development as well. Through the business plan the entrepreneur will con-
vey the information to the company and to stakeholders, allowing them to understand the
entreprencur’s vision for the business (Delmar and Shane, 2003).

In terms of costs, a relevant cost arising from the business plan is the opportunity cost
that results from the time spent in its preparation (Chwolka and Raith, 2012; Shane and
Delmar, 2004). The time devoted to the business plan could be used in other activities with
a more direct effect on the origin of the business, such as marketing activities, rather than
being spent on an activity that does not directly result in the formation of the business
(Shane and Delmar, 2004). This time spent will be reflected in a delay in the development
of the business, which according to Chwolka and Raith (2012) has two consequences — a
possible loss of the present value of future revenues (related to interest expenses) and a pos-
sible reduction of the revenues, since market conditions might change and new competition
may arise. However, while it is true that the company may be investing time that could be
useful in other activities, business planning entails a planning of activities that will result
in the saving of time when the business starts its development, since the entreprencur will
only focus on the necessary activities to achieve the business goals. Also, the information
collected to plan the business will allow a faster decision making in the business develop-
ment (Delmar and Shane, 2003). This shows indeed that benefits and costs of the business
plan are opposite to each other — as summarized in Table 3 — further dividing the debate
between supporters and opponents of the business plan.
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Table 3: Opposed benefits and costs of the business plan

Business Plan

Benefits Costs
- Planning of activities will result in the saving of time | - Time devoted to the business plan could be used in
when the business starts its development. other activities with a more direct effect on the origin

- Planning allows faster decision making when the | of the business (leads to opportunity cost) (Shane and

business takes off (Delmar and Shane, 2003). Delmar, 2004).

- Business planning can improve the adaptability of the
business (Castrogiovanni, 1996).

- Business plan improves decision making when it is
necessary to improvise (Burke et al., 2010).

- The business plan may make it difficult for
companies to adapt to new conditions

(Honig, 2004).

- Business planning contributes to the economic use of
the company’s resources (Brinckmann et al., 2010).

- The business plan contributes to the acquisition of
resources through financing (Burke et al., 2010).

- The writing of the business plan requires
the spending of company’s resources
(Karlsson and Honig, 2009).

Other costs include expenses with consultants who support the preparation of the plan,
the effort required by the planning activities, and the spending of company’s resources (such
as financial resources) that could be applied to other activities that would actually start the
business, such as searching for customers and suppliers (Chwolka and Raith, 2012; Karls-
son and Honig, 2009). The plan may also make it difficult for companies to adapt to new
conditions if they are in dynamic markets where product changes are frequent (Honig, 2004).
However, according to Castrogiovanni (1996), business planning can actually improve the
adaptability of the business, since the learning gained from it can help the entrepreneur to
understand how to adapt to certain situations before they occur.

Given that the business plan has costs and benefits, the entrepreneur must decide if the
business plan will be useful, according to the information available. If the entreprencur does
not have the necessary knowledge and experience the business plan will be an important
support to the new business; on the other hand, if the entrepreneur and the company have
extensive experience in business development and extensive knowledge about the new busi-
ness and market, the business plan might not be so relevant (Burke et al., 2010). However,
as discussed before, even in established firms the business plan can be an important support
given that these companies have less uncertainty and can benefit more from the information
it provides (Brinckmann et al., 2010). As such the business plan can be beneficial both when
the entrepreneur has great or little knowledge.

As discussed above, studies usually find a positive correlation between the business plan
and the firm’s performance or no correlation. This means that at most the business plan
has no effect on firm’s performance, which shows that usually the costs of the business plan
will not exceed the benefits.
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7. CONCLUSION

The purpose of this paper was to explore entrepreneurship at the firm level — cor-
porate entrepreneurship, and to determine how an entrepreneur within a firm should
proceed in the exploitation of an opportunity. The stages of the entrepreneurial process
might be different among authors, but it was possible to find some similarities, essentially
the need to first analyze the business and to eventually assemble the necessary resources.
Some authors mention the stage of writing the business plan as well, but there is no
unanimity about whether this is really a fundamental tool in the business development.
Some studies have demonstrated that the business plan has a positive effect on companies’
performance, helping them to thrive in the market and succeed (Brinckmann et al., 2010),
while others oppose by claiming that the time spent in its formulation should be spent
in activities that would result in a direct influence in the start of the business (Karlsson
and Honig, 2009).

The fact that some benefits and costs of business planning oppose each other or even
contradict each other can further contribute to this divide. But while writing a business
plan can lead to resource spending (Karlsson and Honig, 2009), at the same time it helps
the company gain financing, increasing its resources (Burke et al., 2010). Thus, business
planning may be like an investment — it is necessary to spend resources to gain more
resources. The choice of the company to plan will ultimately depend on its evaluation of
whether the financing obtained will surpass the resources spent. This applies to all benefits
and costs of business planning: to engage in business planning the benefits of planning
must surpass the costs (Chwolka and Raith, 2012), which means that the value of the
business plan must be determined by the entrepreneur before the business development
to ascertain whether it will benefit the company or not. Overall, the literature favors to
the conclusion that the benefits of the business plan tend to exceed the costs.
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