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Finance 4. Producing Financial Projections for the Business

When you are thinking about starting-up in business, it can be useful to discuss the accounting aspects of the business with an accountant or someone with accounting experience of a similar type of business. This will help you structure your financial projections in a realistic manner. For example, some businesses will not have to register for VAT (value added tax) either because their anticipated turnover is too low or because the product or service they provide does not attract VAT. Establishing the VAT position of the business will help with the projections since most people find the VAT part of cash flow projections to be the most difficult part to accommodate in their spreadsheets. You can’t just ignore it, on the basis that the calculation seems difficult, since 17.5% of income and of much expenditure of a business spread over the 3 month accounting period for VAT can have a significant impact on cash flow. You can talk to the Enterprise Team at BU (see the end of the information sheet for details) for help with finding an accountant, or contact the local Business Link via www.businesslink.gov.uk.
There is a tendency to accept figures produced in spreadsheets as being correct just because they are in print. However, care should be taken to ensure that at each stage the figures produced look reasonable and reflect the sort of outcome you would expect. When working with figures it is always good practice to double check!

It is possible to buy software systems that enable you to produce financial projections for a business and which integrate the profit and loss, cash flow and balance sheet of the business. Otherwise you can try to build such a spreadsheet. An example of a layout of such financial reports is given in information sheet Finance 9.
The profit & loss account and cash flow forecast cover a period of time such as a month or a year, the balance sheet of a business is a statement of the financial position of the business at a fixed point of time. Thus, a balance sheet could be produced at the start of an accounting period or at the end of an accounting period. You could, if you want produce a balance sheet at the end of every month.

A Balance Sheet is a statement of the assets and liabilities of a business at a given point in time. 

Example 1 Balance Sheets
	BALANCE SHEETS

	
	
	
	
	
	
	
	
	

	END OF MONTH
	1
	2
	3
	4
	5
	6
	

	
	
	
	
	
	
	
	
	

	Fixed Assets
	14.5
	14
	13.5
	13
	12.5
	12
	

	
	
	
	
	
	
	
	
	

	Current Assets
	10
	10
	15
	20
	25
	30
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Current Liabilities
	8.5
	14
	20.5
	27
	33.5
	38
	

	
	
	
	
	
	
	
	
	

	Net current Assets
	1.5
	-4
	-5.5
	-7
	-8.5
	-8
	

	
	
	
	
	
	
	
	
	

	Net Assets
	16
	10
	8
	6
	4
	4
	

	
	
	
	
	
	
	
	
	

	Represented by
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Shareholders funds
	
	
	
	
	
	
	

	Initial capital
	20
	20
	20
	20
	20
	20
	

	Loss for the period
	-4
	-6
	-2
	-2
	-2
	0
	

	Loss brought forward
	0
	-4
	-10
	-12
	-14
	-16
	

	
	
	
	
	
	
	
	
	

	
	
	16
	10
	8
	6
	4
	4
	

	
	
	
	
	
	
	
	
	


These balance sheets shown in Example 1 are based on the profit and loss accounts and cash flow forecast from the Finance 3. Information Sheet
In order to follow the calculations it is worth mentioning the following points;

· The fixed assets are being depreciated over their useful life for the business at 0.5 per month so that after 6 months their value has been reduced by 3 from their original cost of 15 down to 12. 

· The current assets in the first month include the sales income not yet received from customers (debtors) of 5 plus the closing bank balance of 5 = 10. In the subsequent months the debtors include two months worth of sales income. In those later months the bank balance is negative and it is included in current liabilities because it is then a liability of the business to the bank.

· The current liabilities include the amount due to suppliers for cost of goods sold plus the amount due for overheads (together called trade creditors) plus the accrual for the accounting fees. In subsequent months it also includes the bank overdraft. It should be noted that the accrual for the accounting fees becomes cumulative since it is not paid until after the end of the full 6 month period. 

· The 20 of other income has been treated as the owner’s capital in the business, and that, together with the cumulative profit and loss, constitutes the shareholder or owner’s funds in the business. It is a “balance” sheet since, if it is correctly calculated at any one time, the shareholder or owner’s funds in the business should balance with the total net assets of the business. 

· In this case the business has lost 16 over the 6 month period and the net assets and shareholder funds have both been reduced from 20 to 4, a reduction equal to the loss made by the business in the period. 

· It is interesting to note that the owner’s funds and the net assets have remained stable at 4 for the last 2 months of the 6 month period. That is consistent with the fact that the business made neither a profit nor a loss in the sixth month. 

The examples of the simple, integrated profit & loss account and cash flow forecast in the Finance 3. Information Sheet and the Example 1 balance sheets show the manner in which these three parts of any financial projections are interconnected and why they are worth modelling properly. A failure of the balance sheet to balance is an indication that the profit & loss figures are inconsistent with the cash flow projection figures. 

Whenever financial projections are prepared for a business they should include at least 4 sections 
1. Trading & profit & loss account

2. Cash flow forecast

3. Balance sheets

4. A list of all the assumptions made in compiling these figures
The reason for item 4 is that you may change you assumptions many times or be asked to change the structure of your model or to test the sensitivity of the financial model to certain changes such as a 20% reduction in sales levels. Changes made in haste may cost hours of additional time trying to find out why the model no longer balances. Also a reader of the plan can read the list of financial assumptions instead of having to ask about them. If you would like help in planning the financial aspects of your business start-up then why not find out how the BU enterprise support team can help you.
To find out full details of the enterprise support on offer at BU contact Rhyannan Hurst at rhurst@bournemouth.ac.uk or on 01202 961511.
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