This section is analyzed
by all readers. The data
should show how you can
make a profit, have
positive cash flow and be
able to repay any debt.

FINANCIAl DAa ceovieeeiieiniieieeieneeeneeeanenens

Items to include are:

L.

10.

1.

Sources and Applications of Funding

Equipment List

Proforma Balance Sheet (with notes of explanation)
Break-even Analysis

Income Projections
This should be a three-year projection with notes of explanation.

12-month Cash Flow
Include notes of explanation.

Detailed Cost of Goods Sold Schedule

Financial Statements
Audited financial statements for past 3-5 years.

. Collateral

List of collateral offered to secure the loan.

Personal Financial Statements

Personal financial statements of all owners with 20 percent or more ownership.

Aging of Accounts Payable and Accounts Receivable (if an

existing business)
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v eeessss Sample Financial Data

@_

The most important thing for Catle Producers Marketing Coop at this point is to
acquire ample financing to take the organization to the next level. Current
production capacity of Larry and Linda’s Locker is too small to butcher as many
animals as the producers need to move, and the capabilities of the processing
plant will not facilitate anything other than fresh meat processing and freezing.
Many of the parts of the animal that are profit centers for large-scale packers are
presently cost centers for the cooperative as they must be properly disposed of.

Members’ sweat equity and their proposed willingness to sometimes take
slightly less than the best available market price for their cattle will help the
cooperative maintain its margins. At every opportunity, the private resources of
the members, and their volunteer time, will be used to offset the costs of
operating costs associated with:

« administration;

+ utilities, fuel, telephone;

» salaries and contract services; and

* repairs, replacements and preventive maintenance.

The cooperative’s ability to retain earnings and defer dividends will also serve
to help meet financial requirements of the new business.

27 101G [0 o OSSR $125,000
OWNET BOUILY w.vvcvvvvevseriesiestssiesisss sttt $260,000
3] 1= VL= o) 1 OSSR $40,000
EQUIPMENT PUFCNASE ...ttt $225,000
WOTKING CaPItal .....cocveveierieresecesseee e $100,000
Down payment for processing facility ...........cccoevveeieininneninnssenesess $100,000

(Note: Total purchase price on locker plant is $300,000, owner financing, 10
years, 10 percent interest.)

Cooper vacuum packing Maching ..o eeees
10 horsepower rotary vane vacuum pump ...

Lorenz smokehouse with microprocessor control
Used electric lift
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Year: 2000

Current Assets

CASN .ot bbb bbbt 21,468
ACCOUNES RECEIVADIE ... 8,000
INVENTOTY .ot 10,000
Prepaitl EXPENSES ....c.cuiiiciriei ettt ettt bbb 0
TOLAl CUITENE ASSELS ...oeiviicicee st 39,468

Property and Equipment

BUITAING ..ttt bbb 350,000
Machinery and EQUIPMENT ..ot 225,000
FUMNITUFE @Nd FIXTUES ..ovvcveiice ettt 3,000
VENICIES .o 20,000
LSS ACCUM DEPI ....veieceeieieirieis sttt 49,798
TOLAI ASSELS ... 567,670

Current Liabilities

ACCOUNES PAYADIE ...t 4,385
CUITent POrtion, DEDL .......cvviieece ettt 2,654
ACCIUEH EXPENSES ...ovvvvircrrrisiseieesssesesssss e ssssssss s sssssssessssssssssessssssssssssssessees 5,380
TAXES OWE ...ttt et b sttt n st 1,200
Total CUIrent LIADIITIES .....cccveeeeiiicie et 13,619

Long Term Debt and Equity

BANK LOBN ...ttt 125,000
BUIIdING PUICNESE ......coiieiiicriei e 200,000
TOtal LIADIIIIES ..ot 338,619
Stockholder’s Equity

(08 1071 - RS Lo T 260,000
Paid in Capital

Retained EArNiNGS ..ottt -30,949
TOtAl NETWOITN ..ot 229,051
Total Liabilities and Net WOITh ... 567,670
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Year: 2000

BE$ = Fixed Expenses/Gross Profit Margin

BE $=177333.3

For year 2000, Cattle Producers Marketing Coop is projecting to achieve 56.39 %
of sales

2000 2001 2002
SAES ... 100,000........ccc0unee. 200,000 .......ccneene. 300,000

Supplies
Gross Profit.....cceeveeiieescsecs 50,000......ccccevennen. 96,000 ......ccoeee. 181,000

Operating Expenses

Officer Salaries ..........ovvenieneenene. 40,000.....ccccnirnee 40,000 .....cvvrreenes 42,000

Office Salaries ........cccoeovvveniercinenn, 12,000.....ccccvevrrnene 12,600 ....coverirrnee. 13,230

Supplies - OffiCe ....vvvvviervrcriees 5100 550 oo, 580

WAV \V7=T (Y] o R 500 e 500 e 525

TrAVEL oo 250 e K10 315

Depreciation ... 1,060 .. 1,113

Freight/Postage ........ccoeveevevnenecnneeneens 450 i 500 i

Insurance

ULIlItIeS ..o,

Accounting/Legal

TAXES .o s

Telephone

Repairs and Maintenance ...........c........ 500 ... 500 . 525

AULO/TIUCK ..o 250 e 250 e, 265

Rent or Lease EXPENSE ......cccccovvvveerrieeninns O 3,000 .o 3,000
Total Operating EXpPenses..........coovvveenn. 62,110...cccircrnenn 65,960 ....oorreeriennns 69,113
Operating Profit ...........ccoovvnnienininne 212,110 30,040 ...ooveernee 111,887

Interest EXPENSe ........ccccovveevvcininine. 18,839 ... 18,839 ..o 18,839

Other Income
Other Expense

Net Income Before Taxes.......ccocuuue.e. -30,949 ..o 11,201 .o 93,048
Estimated Income Taxes

Net Profit ..., -30,949 ... 11,201 ..o, 93,048
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Name of Business

Cattle Producers Marketing Coop

1 2 3 4
month July Oct Nov Dec
Projected Sales 8000.00  8000.00 8000.00 8000.00
1. CASH ON HAND 260000.00 87633.33 81264.67 74894.00
2. CASH RECEIPTS
a. Cash Sales 2000.00  2000.00 2000.00 2000.00
b. Collections 0.00  6000.00 6000.00 6000.00
¢. Loan or cash injection 165000.00

3. TOTAL CASH RECEIPTS167000.00  8000.00 8000.00 8000.00

4. TOTAL CASH AVAILABLE 427000 95633.33 89264.67 82894.00

5. CASH PAID OUT
a. Purchases 1666.67 1667.67 1668.67 1669.67
b. Gross Wages 333333 3333.33 3333.33 3333.33
c. Payroll expenses 666.67 666.67  666.67  666.67
d. Outside Services 0.00 0.00 0.00 0.00
e. Supplies 208.33 20833  208.33  208.33
f.Repairs and Maint 41.67 41.67 41.67 41.67
g. Advertising 41.67 41.67 41.67 41.67
h. Travel 250.00  250.00 250.00  250.00
i. Accounting and Legal  1500.00  1500.00 1500.00 1500.00
k. Telephone 166.67 166.67  166.67  166.67
|. Utilities 1200.00  1200.00 1200.00 1200.00
m. Insurance 700.00 700.00  700.00  700.00
n. Taxes 1200.00  1200.00 1200.00 1200.00
0. Interest 0.00 0.00 0.00 0.00
p. Misc. 58.33 58.33 58.33 58.33
r. Subtotal 11033.33 11034.33 11035.33 11036.33
s. Loan Paymt 0.00 1.00 2.00 3.00
t. Owner's Wdrwal 333333 3333.33 3333.33 3333.33
u. Capital Purchases  325000.00

6. TOTAL CASH PAID OUT 339366.67 14368.67 14370.67 14372.67

7. CASH POSITION 87633.33 81264.67 74894.00 68521.33

5

Jan
8000.00
68521.33

2000.00
6000.00

8000.00

76521.33

1670.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11037.33
4.00
3333.33

14374.67

62146.67

OwnerlLarry and Linda Line

6

Feb
8000.00
62146.67

2000.00
6000.00

8000.00

70146.67

1671.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11038.33
5.00
3333.33

14376.67

55770.00

7

Mar
8000.00
55770.00

2000.00
6000.00

8000.00

63770.00

1672.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11039.33
6.00
3333.33

14378.67

49391.33

8

Apr
8000.00
49391.33

2000.00
6000.00

8000.00

57391.33

1673.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11040.33
7.00
3333.33

14380.67

43010.67

9

May
8000.00
43010.67

2000.00
6000.00

8000.00

51010.67

1674.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11041.33
8.00
3333.33

14382.67

36628.00

Date 29-Jun-00

10

June
8000.00
36628.00

2000.00
6000.00

8000.00

44628.00

1675.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11042.33
9.00
3333.33

14384.67

30243.33

11

July
10000.00
30243.33

frd
2000.00
8000.00

10000.00

40243.33

1676.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11043.33
10.00
3333.33

14386.67

25856.67

12

Aug
10000.00
25856.67

TOTAL

875360.00

2000.00
8000.00

24000.00
70000.00
165000.00

10000.00 259000.00

35856.67 1134360.00

1677.67
3333.33
666.67
0.00
208.33
41.67
41.67
250.00
1500.00
166.67
1200.00
700.00
1200.00
0.00
58.33
11044.33
11.00
3333.33

20066.00
40000.00
8000.00
0.00
2500.00
500.00
500.00
3000.00
18000.00
2000.00
14400.00
8400.00
14400.00
0.00
700.00
132466.00
66.00
40000.00
325000.00

14388.67 497532.00

21468.00 636828.00
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No audited financial statements are available at this time. BigFort CPA firm has
been retained to prepare audited statements for the past year.

Building and Property EQUILY: ..o $100,000
EQUIPIMENT, .ottt sttt $100,000
PEISONAI CD: ..ottt bbb $50,000

Personal financial statements are already on file at the bank.

e °

PayabIES: ... All bills are current
Account ReCeIVADIES: 0-30 ... senessenns $9,000
BL-60 o $1,000
B1-90 ..o 0
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Procedures

The goal of this discussion is not to make you into accountants but to provide an
understanding of some accounting terms and concepts.

There are basically two types of accounting systems, the cash system and the accrual
system. Many farmers and small businesses are on a cash system. This means you
recognize a sale when you receive the money; or you recognize an expense when you
write the check to pay the bill. In an accrual system, a sale is recognized when the
product is shipped. The money for that product may not come to the company until 30 to
60 days later. The same logic follows for an expense. An expense is recognized when the
service or material is used not when it is paid for, which could be 30 to 60 days later.

A processing plant would be on the accrual accounting system, in part, because the
Internal Revenue Service might require an accrual system.

If you are the owner of a company, what are you looking to receive from the company? A
return on your investment is probably your answer. The company has three primary
business objectives. The first is more of an obligation than an objective; that is to
provide the owners a return on the investment. This is accomplished by the other two
objectives, which are profitability and solvency. Profitability is the ability to generate
income. Solvency is the ability to pay debts as they become due. Financial statements
provide the management of the company with a way to examine and forecast the
company’s ability to achieve these objectives.

There are three basic financial statements. The income statement reflects the
profitability of the company. The balance sheet reflects the solvency of the company.
The cash flow statement tracks the cash of the company, where it comes from and what
it is used for.

The income statement, also called the P&L (or profit and loss) statement, shows how
much money the company made or lost for a defined period of time, one month, one
quarter or one year. The income statement is like your personal bank statement, it
reflects deposits (sales/revenues), expenses and whether or not there is any money left
at the end of the month.

The income statement formula is:
Sales — Expenses = Profit or (Loss).

Sales are everything sold (shipped) during the period. Expenses are all the costs to
produce everything that was sold plus the recurring period expenses such as the phone,
office supplies, etc. If sum of all of the expenses for the period is less than what was
sold, you made a profit.

The balance sheet shows what the company is worth at a given point in time. It is a
reflection of how much the company owns, how much it is due and how much the
company owes. It shows the company’s assets and liabilities, and the owner’s equity.

The formula for a balance sheet is:
Assets = Liabilities + Stockholder’s (Owner’s) Equity.

The asset side of the balance is divided into two areas, current assets that will be used
in one year or less and fixed assets which are long term (such as the building or
equipment). The liability side is also divided into two sections, current liabilities due in

B Financial Data - 443

Understanding Accounting

A processing plant
would be on the
aeerudd aecomting
system, in Par'{',
because the
Tnternal Revepue
Service W\iqk‘f'
require. an dceruad
systeim.



less than a year (like accounts payable) and long-term liabilities, which are due over a
longer period of time. A mortgage is a good example of a long-term liability. The other
half of the formula is the equity portion. This represents the amount invested in the
company. Examples are paid-in capital, stock in the company and retained earnings.
Retained earnings are the accumulation of profits (those not paid out as dividends to the
stockholders), which the company keeps to expand its assets and grow the company.

The cash flow statement summarizes the effects on cash of the operating, investing and
financing activities of the company. By understanding this statement, management can
see the effects of their decisions. For example, if the company’s operations do not
generate enough cash for its upcoming capital projects, then it may want to issue stock
to get the cash for the projects.

Besides management using the statement, outsiders such as investors, creditors and
others use the statement to assess the company in a number of different ways. Such as,
the company'’s ability to generate positive future cash flows, the company’s ability to pay
its bills and pay dividends, the need for external financing and the reason for the
differences between net income and sources and uses of cash.

Samples and explanations of all three statements are included in this section as well as
a further definition of terms you may run across in your work.
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Risk Analysis

[

Many value added firms may be heavy in fixed assets. A firm is using operating leverage
if it chooses to emphasize the use of fixed assets in their venture. To the extent a firm
uses debt to finance their operation, they are using financial leverage.

What issues or questions can a simple breakeven analysis help you address or answer?
Questions such as how many sales are required to break even? How many sales are
required to generate a profit? What is the effect on volume or breakeven from a change
in cost of materials? Breakeven helps to evaluate the impact of high fixed costs.

What does the breakeven sales formula tell you? It indicates how much you must have in
sales to pay the cost of the sales and still have money left over to pay operating
expenses, but have no profit. That is, total revenue equals total expense and, therefore,
operating expense is zero. The formula tells you the amount that sales must increase if
you are going to add a fixed expense or asset, but you do not want that cost to reduce
profit.

Here is a simple breakeven formula:
Breakeven sales dollars = fixed expenses/gross profit margin.
Gross profit margin percent = gross profit margin dollars/sales *100%
Gross profit = sales — cost of goods sold.

Breakeven sales units = fixed costs/price — variable cost per unit.

For instance, how much sales revenue must a new salesperson generate every year if the
person is to return to the company their salary and expenses, so the bottom line is not
reduced? Here, divide the person’s salary and expenses (a fixed expense) by the gross
profit margin of the company. What else does the formula tell you? It relates how much the
firm needs to generate in sales dollars to pay for each dollar increase in fixed expense.

What if the firm is a new venture and does not know what the gross profit margin is or
will be? A way to start assessing the impact of your decisions in this situation is to use
the source for financial ratios, Robert Morris Annual Statement Studies. The studies are
published yearly by Robert Morris Associates, an association of bank loan and credit
officers. The financial information is a compilation of raw financial data submitted by
member banks, then categorized by both sales volume and asset size. The information
provides only general guidelines but does represent a starting point for decision makers.
Many libraries and most banks have copies of the latest studies available for use.

$ %
SIS ..o s 1000 ..o, 100
CoSt Of QOOAS SOIA ... (G100 R 60
GFOSS MAIGIN ...ttt bbb 400 .. 40
Operating eXpense, fIXEA ... 300 e 30
Profit DEFOrE taX ......vvvereeeerrerieceser s 100 oo, 10

Breakeven sales dollars = fixed expense ($300)/gross profit margin % (40%) = $750.
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A cash flow forecast is
comprised of two cash
budgets. The cash
receipts budget and the

cash payments budget.

COSE OF SAIES ... 450.00
L 0TS 11T U o T STPSPR 300.00
EXPENSES ..ttt 300.00
PIOTIE <o et 0.00

A group of beef producers decides to start its own slaughter plant. To do so will require a
continuing marketing effort that will cost $30,000 per year. The question is, should the
executive steering committee approve such an ongoing expenditure? How much will the
sales effort need to generate in sales, just to pay for it? Checking Robert Morris
Associates ratios, manufacturers — meat packing, $500,000-$2,000,000 in assets, the
gross profit margin is 17.3 percent.

The breakeven sales for the marketing effort:
Breakeven sales $ - $30,000/.173 - $173,410.00

Can the sales effort generate enough sales to pay for itself? It is possible.

Sales to Attain a Certain Sales Volume
If the group decides it would like to generate $50,000 in profit the first year, on an
investment of fixed assets of $2,000,000, what is the sales volume required?

Breakeven sales $ - $2,000,000 + $50,000/.173 = $11,850,711.

Two questions surface for consideration. One, does the plant have the capacity to
produce that much sales? And secondly, will the firm be able to sell that much product?

|

A cash flow forecast will be required for all business plans, but more importantly is
required for a new operation to determine if the operating capital available is sufficient
to provide capital until the business generates a positive cash flow.

A cash flow forecast is comprised of two cash budgets. The cash receipts budget and
the cash payments budget. The key to both is to determine the timing, the timing of
receipts or payments.

In the cash budget, the first step to developing the cash receipt budget is to spread the
projected sales for one year over 12 months. For a start-up business, the sales would be
expected to be smaller at the start of the year, allowing for growth in the business. The
second step of the process is to time the receipt of the collections by use of the account
receivable collection period. A simple example will illustrate.
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Sales receivables are collected 30 days after the sale.

1710 311 2 T TP $1,000
710 311 2 TR $1,000
710 311 TR $1,000
16 411 2 T TR $1,000

Month 1 Month 2 Month 3 Month 4

SAIES ..o $1,000........... $1,000 .......... $1,000 ........... $1,000
COIECHIONS ... 0 e, $1,000 ........... $1,000 ........... $1,000
TOLal FECRIPLS ©.vvvvvirvcieeicieee e $1,000 ........... $1,000 ........... $1,000

Cash Payments

The focus of the cash payment schedule is to account for the timing of payments for
material, labor and overhead expense related to the manufacture of product; and the
payments for general and administrative expense, interest payments, taxes, dividends
and new plant equipment.

To continue the simple example, assume material is paid 30 days after receipt; labor
expense and factory overhead are paid when incurred. Taxes are paid every quarter,
interest once a month, and new equipment is paid for in month four.

Item $ Amount
= =] T | ST 100 per month
LBDIOE .. bbb 50 per month
INEEIEST .. bbb bbb 10 per month
TAXES ettt bbb R bbbt 10
NEW EUUIPIMENT <.e.iivevrieriieesseieessees ettt sns e sss s ens s s st st s s 500
o= Lo (0] Y 011/=] 1 1= Uo OSSR 25 per month

Summary of All Monthly Payments

MALEITAL ...vvovveecvieciecr e $100 ...occovnee. $100 ....covvne. $100
LADOK .o 50 s 50 s 50 s 50
FACLOry OFH ... 25 s 25 s 25 s 25
INEEIEST ... 10 i 10 o 10 e 10
TAXES .ottt 10 s

EQUIPIMENT ...t st 500
Total PAYMENLS ......cvocvrieerese s $85 ... $185 ..o $195 ... $685

Monthly Cash Flow
Month 1 Month 2 Month 3 Month 4

Cash rECEIPLS ....ccvververecrvereeee e $0 . $1000 ............ $1000 ............ $1000
Cash payments .......ccccovevvveniinenseeresssseens 85 e, 185 i 195 e, 685
New cash flow ..., L (C15) I $815 e, $805 ..o, $315
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The SBA cash flow format is designed in an easy to use manner with detailed
explanations on its use. This format will show the cumulative effect of purchases and
receipts along with loan receipts and disbursements. The net effect will be to show the
cumulative cash positive or negative cash balance. This forecast can not be completed
until key operating decisions related to sales, labor force size, purchases, loan receipts
and collection and payment cycles are made.

A cash flow format based on an SBA document is shown in the following document.

I Resources

Block, Stanley, Texas
American Bank/Fort Worth
Chair of Finance, Texas
Christian University, and Hirt,
Geoffrey A., Chairman,
Department of Finance,
DePaul University,
Foundations of Financial
Management; Richard D.
Irwin; Homewood, IL; 51
Edition; 1989.

Goulet, Peter G., Professor of
Management, University of
Northern lowa, Attacking
Business Decision Problems
with Breakeven Analysis; U.S.
Small Business
Administration; Management
Aids 1.009; 1978, 1981.

Robert Morris Annual
Statement Studies.
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Projected Cash Flow

[

CASH RECEIPTS

(a) Cash Sales

NAME OF BUSINESS ADDRESS 7 OWNER 7 TYPE OF BUSINESS PREPARED BY DATE
1 2 3 4 5 6 7 8 9 10 1 12 TOTAL
YEAR MONTH
m&_smpmi Actual m&_smgi Actual m&_smai Actual mw::.msi Actual mmzsm»i Actual mmzsmsi Actual mmzsmsi Actual mm:aﬁl Actual mm:amsi Actual mmﬁ_amnl Actual mmgamﬁl Actual mmgamﬁl Actual mmsamﬁl Actual
1. CASH ON HAND (Beginning of Month)

(b) Collections from Credit Accounts

(c) Loan or Other Cash Injection (Specify)

3. TOTAL CASH RECEIPTS (2a +2b + 2c =3)

4. TOTAL CASH AVAILABLE(Before Cash Out) (1+3
5. CASH PAID OUT

(a) Purchases (Mer

(b) Gross Wages (Excludes Withdrawals

(c) Payroll Expenses (Taxes, etc.)

(d) Outside Services

(e) Supplies (Office and Operating)

(f) _Repairs and Maintenance

(g) Advertising

(h) Car, Delivery, and Travel

(i) Accounting and Legal

(j) Rent

(k) Telephone

() Utilities

(m) Insurance

(n) Taxes (Real Estate, etc.)

(o) Interest

(p) Other Expenses (Specify Each)

(q) Miscellaneous (Unspecified)

(r) Subtotal

(s) Loan Principal Payment

(t) Capital Purchases (Specify)

(u) Other Start-Up Costs

(v) Reserve and/or Escrow (Specify)

(w) Owner’s Withdrawal

6. TOTAL CASH PAID OUT (Total 5a th

ESSENTIAL OPERATING DATA

(Non-Cash Flow Information)

A. Sales Volume (Dollars)

Accounts Receivable (End of Month)

Inventory on Hand (End of Month)

B
C. Bad Debt (End of Month)
D
E

Accounts Payable (End of Month)

F.  Depreciation

Source: Adapted from SBA FORM 1100



Definition of Terms for Projected Cash Flow

CASH ON HAND (Beginning of Month) Cash on hand same as cash position, Cash Position
Previous Month
CASH RECEIPTS
Cash Sales All cash sales. Omit credit sales unless cash is actually

received.
Amount to be expected from all credit accounts.
.Indicate here all cash injections not shown in Cash Sales
or Collections from Credit Accounts above. See Sales
Volume of Analysis
TOTAL CASH RECEIPTS Self-explanatory
TOTAL CASH AVAILABLE(Before Cash Out) .Self-explanatory
CASH PAID OUT

Purchases (Merchandise)

Collections from Credit Accounts.
Loan or Other Cash Injection (Specify) ..

..Merchandise for resale or for use in product (paid for in
current month)

.Base pay plus overtime (if any)

.Include paid vacations, paid sick leave, health insurance,
unemployment insurance, etc. (this might be 10 to 45%
of Gross Wages

Outside Services This could include outside labor and/or material for
specialized or overflow work, including subcontracting.
Items purchased for use in the business (not for resale)
.Include periodic large expenditures such as painting or

Gross Wages (Excludes Withdrawals).
Payroll Expenses (Taxes, etc.) ..

Supplies (Office and Operating)
Repairs and Maintenance

decorating.

Advertising This amount should be adequate to maintain sales
volume—include telephone book yellow page cost.

Car, Delivery, and Travel If personal car is used, charge in this column—include
parking

Accounting and Legal Outside services, including, for example, bookkeeping

Rent Real estate only (See 5(p) for other rentals)

Telephone Self-explanatory

Utilities Water, heat, light, and/or power

Insurance Coverages on business property and products e.g. fire,

liability; also workman’s compensation, fidelity, etc.
Exclude “executive life (include in Owner's Withdrawal).
Taxes (Real Estate, etc.) .Plus inventory tax—sales tax—excise tax, if applicable
Interest Remember to add interest on loan as it is injected (See
Loan or Other Cash Injection above)
.Unexpected expenditures may be included here as a
safety factor; Equipment expensed during the month
should be included here (Non-capital equipment); When
equipment is rented or leased, record payments here
.Small expenditures for which separate accounts would
not be practical
Subtotal This subtotal indicates cash out for operating costs
Loan Principal Payment .. .Include payment on all loans, including vehicle and
equipment purchase on time payment
.Non-expensed (depreciable) expenditures such as
equipment, building, vehicle purchases, and leasehold
improvements

Other Expenses (Specify Each).

Miscellaneous (Unspecified) ..

Capital Purchases (Specify)

Other Start-Up Costs Expenses incurred prior to first month projection and
paid for after the “start-up” position
.Example: insurance, tax, or equipment escrow to reduce
impact of large periodic payments
Owner’s Withdrawal Should include payment for such things as owner’s
income tax, social security, health insurance, “executive”
fe insurance premiums, etc.

Reserve and/or Escrow (Specify)...

TOTAL CASH PAID OUT Self explanatory
CASH POSITION (End of Month)...

..Enter this amoung in Cash on Hand following month—
See Sales Volume of Analysis

ESSENTIAL OPERATING DATA

(Non-Cash Flow Information)...

..This is basic information necessary for proper planning
and for proper cash flow projection. In conjunction with
this data, the cash flow can be evolved and shown in the
above form.

..This is a very important figure and should be estimate

carefully, taking into account size of facility and employee

output as well as realistic anticipated sales (Actual sales
performed—not orders received)

Previous unpaid credit sales plus current month’s credit

sales, less amounts received current month (deduct Bad

Debt below)

Bad Debt (End of Month) Bad debts should be subtracted from Accounts
Receivable in the month anticipated

..Last month’s inventory plus merchandise received and/or
manufactured current month minus amount sold current
month

..Previous month’s payable plus current month’s payable
minus amount paid during month

Depreciation Established by your accountant, or value of all your

equipment divided by useful life (in months) as allowed

by Internal Revenue Service

Sales Volume (Dollars).

Accounts Receivable (End of Month)

Inventory on Hand (End of Month)

Accounts Payable (End of Month).




Ratio Analysis

Following are some of the common balance sheet and income statement ratios used to
review the viability of a company. In reviewing the business plan, bankers and investors
would look at these ratios to determine if they are going to make a loan or invest in the
company. Ratios are only one tool used to evaluate a company. Each company is
reviewed based on its own financial statements.

Ratio Analysis Worksheet

A/P Turnover

Year Year Year | Industry
20 20 20 Standard
Liquidity Ratios
1. Current Ratio Current Assets 13
Current Liabilities '
2. Quick Ratio Cash + Accts Receivable 0.9
Current Liabilities '
Safety Ratio
3. Debt to Equity Total Liabilities 54
Equity '
Profitability Ratios
4. Gross Profit Ratio Gross Profit
(margin) Sales % % % | 18.10%
5. Operating Ratio Income from Operations
Sales % % % 2.10%
6. Pretax Ratio Pretax Profit
Sales % % % 1.60%
Operating
Performance Ratio
7. Sales to Assets Sales 14
Total Assets '
8. Return on Assets Pretax Profit
Total Assets % % % 3.80%
9. Return on Equity Pretax Profit
Equity % % % 7.40%
10.Inventory Turnover Cost of Goods Sold X X X 219
Inventory '
11.Inventory Turnover 365
Days Inventory Turnover days| ~ days | days | 17days
12.Accounts Sales
13.Collection Period 365
AR Turnover days days days 17 days
14.Accounts Payable Cost of Goods Sold
Turnover Accts Payable X X X 36.3
15.Accounts Payable 365
Days days days days 10 days
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The industry numbers

list at the right are the
median for companies
with under $2 million of
assets for Standard
Industrial Code #2011,
Meat Packing. Use these
numbers to compare to
your ratios. Differences

should be explainable.

See the sample ratio

analysis on the following

page.
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Ratio Analysis Sample

The following ratios are from the accompaning balance sheet and income statement of
ABC Corporation. This company is not in the meat packing industry. It is simply being
used to show where the numbers come from in making these calculations.

Ratio Analysis Worksheet Sample

Year

1996 Year Year | Industry
_ 1996 1997 | Standard
(in 000s)
1. Current Ratio Current Assets 650 20 27 13
Current Liabilities 325 ' ' '
2. Quick Ratio Cash + Accts Receivable| 325 L0 16 0.9
Current Liabilities 325 ' ' )
3. Debt to Equity Total Liabilities 925 24
Equity 1,075 09 | 06 :
4. Gross Profit Ratio Gross Profit 960
5. Operating Ratio Income from Operations | 600
Sales 2400 25% 27% 2.10%
6. Pretax Ratio Pretax Profit 440
Sales 2400 18% 23% 1.60%
7. Sales to Assets Sales 2,400 1 11 14
Total Assets 2,000 ' ' '
8. Return on Assets Pretax Profit 440
Total Assets 2,000 22% 26% 3.80%
9. Return on Equity Pretax Profit 440
Equity 1075 41% 41% 7.40%
10.Inventory Turnover Cost of Goods Sold 1,440 » %
Inventory 300 X X 219X
11.Inventory Turnover 365 365
Days Inventory Turnover 4.8 76days | 89days | 17 days
12.Accounts Sales 2,400
Receivable Turnover | Accts Receivable 200 120X | 108X | 219X
13.Collection Period 365 365
A/R Turnover 7 30days | 34 days 17 days
14.Accounts Payable Cost of Goods Sold 1,440
Turnover Accts Payable 300 22X | 26X 36.3
15.Accounts Payable 365 365
Days AJP Turnover 187 20days | 20days | 10 days
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Projected Income Statement

[ | 1 7 2 7 3 7 4 7 5 7 6 7 7 7 8 7 9 7 0 | 1 [ 12 | TOTAL |
SALES REVENUE Year 1

Less: SLAUGHTERED ANIMAL COST

Less: PROCESSING COSTS

Direct Labor

Indirect Labor

Labor Benefits - Health Ins., etc
Packaging Material

Operating Supplies

Uti
Maintenance and Repair
Other

TOTAL PROCESSING COSTS

GROSS PROFIT . '/ ! '/ | | | | | |

Less: OPERATING EXPENSES
Officers’ Salaries
Office Salaries
Benefits - Health Ins., etc.
Payroll Taxes
Advertising
Dues and Subscriptions
Insurance - Product Liability
Insurance - Property
Insurance - Unemployment
Insurance - Workmen’s Comp
Legal and Accounting
| Marketing Expenses
Monthly Amortization - Start-up Exp
Monthly Depreciation
Office Supplies
Postage
Property Taxes
Rent Building/Equipment
Telephone
Travel Expenses
Other Miscellaneous Expense
TOTAL OPERATING EXPENSES

INCOME TAXES . ! !/ [ /! ! | [ |

INCOME/(LOSS) AFTER TAXES




Definition of Terms for Projected Income Statement

INCOME STATEMENT .. .The Income Statement cover a period of time, i.e.. One month, one year.

As in January1,2000 to January 31,2000, or April 1,2000 to March 31, 2001.

SALES REVENUE Sale less any discounts offered.

Less: SLAUGHTERED ANIMAL COST .The cost of having the animals slaughtered by a third party.

Less: PROCESSING COSTS.. \May include slaughtering cost if done in-house.

Direct Labor Labor involved in processing and/or slaughtering.

Indirect Labor. .Supervisors or Line Foremen involved with processing and/or
slaughtering labor.
.The benefits related to the labor above and payroll taxes.
.Trays, shrink wrap, paper, boxes, etc.

Labor Benefits - Health Ins., etc ..
Packaging Material

Operating Supplies Gloves, rubber boots, knives, steels, aprons, storage racks, etc.
Utilities Utilities associated with processing and/or slaughtering.
Maintenance and Repair . .Repair and maintenance of equipment, refrigeration, lift trucks, etc.
Other If slaughtering, the cost of the inspector.

TOTAL PROCESSING COSTS . .Sum of the processing and/or slaughtering costs.

GROSS PROFIT...

.Sales minus Slaughtered animal costs and Processing costs.

Less: OPERATING EXPENSES .
Officers’ Salaries..
Office Salaries .
Benefits - Health Ins., etc. .
Payroll Taxes..
Advertising ...
Dues and Subscriptions.
Insurance - Product Liability ..
Insurance - Property
Insurance - Unemployment.
Insurance - Workmen's Comp...
Legal and Accounting
Marketing Expenses
Monthly Amortization - Start-up Exp..
Monthly Depreciation

.Costs not directly associated with Processing as defined above.
.Officers’ and top management salaries.

.Salaries for Office personnel, Human Resources, Purchasing, etc.
.Cost of Employee Benefits for non-production labor.

_Payroll taxes for Operating Expense labor.

.The cost of advertising in newspapers, radio, TV, including give-a-ways.
.Due for industry organizations and industry associated literature.
.Self-explanatory

.Self-explanatory

.Self-explanatory

.Self-explanatory

.Outside services, not the internal accounting department.

.Could include promotional cost, etc.

Amortization of intangible assets.

.The depreciation of fixed assets.

Office Supplies Copy paper, fax machine, computer if not capitalized, etc.

Postage Postage as used in the office, not incoming or outgoing freight on product.
Property Taxes. .Self-explanatory

Rent Building/Equipment.. .Copy machine, computers, etc.

Telephone Local and long-distance

.Cost of travel for marketing, selling, administration
.Expenses not classified elsewhere. Should be very small amount, if any.
.Sum of operating expenses.

Travel Expenses..
Other Miscellaneous Expense ..
TOTAL OPERATING EXPENSES ..

NET PROFIT FROM OPERATIONS .. .Gross Profit minus Total Operating Expenses

Less: INTEREST EXPENSE
Plus: INTEREST INCOME

.Interest expense on debt.
Interest income from banks, etc.

INCOME/(LOSS) BEFORE TAXES. .Net Profit minus Interest Expense plus Interest Income

INCOME TAXES.. .Federal and State Income taxes on Income Before Taxes

INCOME/(LOSS) AFTER TAXES .Income Before Taxes minus Income Taxes




_Uﬂ_u_m_u_”mn_ Balance Sheet Operations Twelve Months Ending

NAME OF BUSINESS ADDRESS 7 OWNER 7 TYPE OF BUSINESS PREPARED BY DATE
1 | 2 | 3 4 T s | % | 7 | 8 ] 3 0w [ u [ 1w TOTAL
YEAR MONTH
ASSETS
Cash
Accounts Receivables
Inventory

Prepaid Expenses

Deposits on Equipment and Building

TOTAL CURRENT ASSETS

Land

Building

Equipment

Start-up Costs

A lated Deprec

Accumulated Amortization

TOTAL FIXED ASSETS

TOTAL ASSETS

LIABILITIES AND EQUITY

Accounts Payable

Accrued Interest

Current - Notes Payable

TOTAL CURRENT LIABILITIES

Current - Notes Payable

TOTAL LIABILITIES

Common Stock

Retained Earnings

TOTAL EQUITY

TOTAL LIABILITIES AND EQUITY




Definition of Terms for Projected Balance Sheet

ASSUMPTIONS:
A. The projected financial worksheets assume the Accrual method of accounting.

B. The financial worksheets are meant to be a guide. Your financial worksheets may include more detail.

C. Ratios or percentages listed are guidelines only, for small companies under two million in assets.

BALANCE SHEET ... .The Balance Sheet is always as of a point in time, i.e. January 31,
2000.
ASSETS
Cash All of the money deposited in the bank.
Accounts Receivables ...The amount owed to you by your customers.
Inventory. The amount of product in process or ready to be sold.

...This would be insurance’s, utilities, etc.
...This would be used during start-up for down payments on equipment

Prepaid Expenses ..
Deposits on Equipment and Building..

or buildings.
TOTAL CURRENT ASSETS. .The sum of the current assets.
Land The amount you paid for the land to build your building on.
Building The cost of your building.
Equipment. The cost of the equipment in the building.
Start-up Costs Some start-up cost may be capitalized and amortized over a period

of time.
...The collection of depreciation for building and equipment. Land
does not depreciate.
...Total of the fixed assets less depreciation and amortization.
.Total of the fixed assets less depreciation and amortization.

Accumulated Depreciation.

Accumulated Amortization..
TOTAL FIXED ASSETS.

TOTAL ASSETS Total of everything the company owns.

LIABILITIES AND EQUITY
Accounts Payable
Accrued Interest..

.The amount owed to suppliers, vendors, and taxes.

.Interest owed on notes payable. May include other accruals such
as payrol
...The current amount of notes payable which is due in less than one
year.

.The sum of current liabilities.

Current - Notes Payable.

TOTAL CURRENT LIABILITIES .

Current - Notes Payable. ...The long term amount of notes payable due in more than one year.

.The sum of all liabilities that is owed by the company.

...The amount of money shareholders have invested in the company.
...The amount of money the company has made and not paid out to
the shareholders.