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Introduction

The Business Link is pleased to offer Immigrant Entrepreneur Services which are designed
specifically to help newcomers to Alberta start or grow a business.

This guide is one of many produced for immigrant entrepreneurs and those interested in small business
in Alberta. The publications cover a variety of areas including business planning, marketing, and
financing. As you work through these guides, you should develop a better understanding of starting,
operating, and growing a small business.

Government
of Alberta m

This guide was produced with the support of Alberta Employment and Immigration.
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Developing Your Financial Forecasts

Financial Forecasts. Those words can seem very intimidating for a small business owner, however
understanding where your business stands financially and where it is going are very important. Two
tools that can help you manage your finances are Cash Flow Forecasting and Break-even Analysis.

Cash Flow Forecasting

Cash Flow forecasting is a tool to properly manage the financial aspects of your business. It helps you
plan and prepare for future events and market changes. It helps answer questions such as:

Will I have enough to pay the bills as they come due?

Will I have to borrow money?

Will | have extra money that | should save or invest?

Will I have downturns in my business cycle?

Will I have enough money for capital expenditures?

Will I have to adjust my Accounts Receivable (A/R) and customer credit policy?

Basically a cash flow forecast is a summary of the amount of cash coming into :
and flowing out of your business over a period of time. This information can also ,
be used to create a Cash Flow Statement which answers the questions:

Where did the cash come from?
Where did the cash go?

Start-up businesses can create a Cash Flow Forecast from estimated amounts. Established business
can look over their previous bank and credit card statements to determine what amounts are paid and
when. For both types of businesses, the Cash Flow Forecast is a crucial tool that looks into the future
to answer the question, “Will | have enough Cash?”

The Cash Flow Statement looks into the past and answers many questions about how you handle
cash. One commonly asked question for those businesses struggling financially is,

“If | have so much profit, why is there no money in the bank?”

By understanding the Cash Flow Statement, you have an important tool that helps explain how you
have handled cash in the past.

The Cash Flow Forecast is a quick and easy tool to use. You can create the forecast in three easy
steps.

Step One: Determine Your Cash Inflows
Step Two: Determine Your Cash Outflows
Step Three: Reconcile the Inflows and Outflows

A sample Weekly Cash Flow Forecast is included (pg. 13). Refer to it as you work through this part of
the bulletin.
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STEP ONE: DETERMINE YOUR CASH INFLOWS

Cash Inflows are all the sources of cash coming into your business. These can include:

Receipts from Cash Sales
Accounts Receivable Collected
Fees Collected

Interest Collected

GST Refunds Collected

New Loan Proceeds

Cash Sale of Assets

An important step in determining what cash you can expect to come into your

business is to estimate what your sales will be each month. If you are an existing
business, past records can be used Accounts
as a starting point for your ]
estimates. Use the sales revenue Receivable
figure from the same month in the
previous year and add forecasted
growth. For example, if you had
cash sales of $5000 in July last year
and your industry is expected to owed to you
grow by 2% this year, you could
forecast your sales as $5100 this for sales that
year. Make sure when making your have not
estimates you are only including

the amounts

sales that are in cash each month. been paid
Credit sales will be counted in the
month they are actually paid. for yet.

For new businesses, sales forecasting can be trickier. This is where your market
research can help. You'll need to know the size of your market, how often and
when your customers will buy from you, how much they will buy and at what price
they will likely buy at. You will want to be realistic and conservative with your initial
projections. Show that your sales are slower initially but do increase as awareness
of your business grows with your target market.

Remember that Cash Inflows are only about cash directly coming in during that month. If you sell on
credit, only enter the part of each sale that is collectable in cash that month.
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STEP TWO: DETERMINE YOUR CASH OUTFLOWS

Cash going out of your business is a cash outflow. These may include:

Cash Purchase of Materials and Inventories
Payments on Accounts Payable

Wages

Maintenance Expenses

Lease Costs

Utilities

Insurance

Supplies

Loan Repayments

Start-up Costs

Only record the actual cash payments you will make. If you are extended credit by
your suppliers, only record the portion of the accounts payable you will be paying. If
a yearly expense will be paid in installments, record the amount to be paid only in
the months the cash will be leaving your business. If you will be estimating your
expenses, be generous in estimating the amounts. Don't forget to include in your
Cash Outflows how much you will be paying yourself, your employees, and Canada
Revenue Agency (payroll remittances, GST, etc.). It may be easier to track
amounts due to Canada Revenue Agency by setting up a separate account for
“Payroll Remittances”, “GST Payable” and “Corporate Tax Payable”.

STEP THREE: RECONCILE THE INFLOWS AND OUTFLOWS

Accounts
Payable

the amounts
you owe for
purchases
you have not
paid for yet.

Reconciling means to compare one group of similar numbers with another group and identify the

differences. These differences, when accounted for, should make both groups match.

Each month, you should reconcile (compare) the net cash flow with how much cash you have on hand.
This is much like you would reconcile your personal cheque book. Just add your Net Cash Flow to your
Beginning Cash Balance to get your End of Month Cash balance. That figure is used as the beginning

balance for the next month.

Once you know what your cash is, coming in and going out, the formula is very simple.

Cash Inflows - Cash Outflows = Net Cash Flow (surplus or deficit)

Add all your inflows together then subtract the total of your outflows. Whatever is left will be your Net

Cash Flow, surplus (positive amount) or deficit (negative amount).
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Using Your Cash Flow Forecast
Line of Credit

Now that you've created a Cash Flow Forecast, what benefits can you draw
from this information? How should you use this record? )
A changing loan

This forecast can be invaluable to you as a business owner. It will help you

establish budgets, income statements and show how long term debt will be with a maximum
repaid. The Cash Flow Forecast can give you early warning if your expenses

are running out of line or sales targets are not being met. You will see from amount available.
the projection if a temporary line of credit will be required. Remember that

this will have to be paid off from surplus cash in a future month. Review the It's usually a

4 Month Cash Flow Forecast (pg. 14). This is a Cash Flow Summary for
each month. Note the projected Closing Cash Balance at the end of each
month.

“demand loan” in

There is more you can learn from the Cash Flow Forecast. It will show any which the loaner

cyclical or seasonal trends your business will face and if you will have enough

sales overall to cover your expenses. If, for example, the bulk of your sales can “demand”
occur in the spring and fall and your expenses will be constant all year, you

need to make sure that the cash you bring in from your sales in the good payment at any
months can hold you over during the slow months. You will also need to

examine your budget for low sales months to see if any adjustments can be time.

made. Can you lower any expenses? For example, can you curtail buying
unnecessary equipment or should you lay off staff or find a cheaper supplier?

The Cash Flow Forecast can also be used to help prepare the three Financial Statements. These are
the:

Balance Sheet

Income Statement

Statement of Cash Flows
Look at the sample Conversion of June Cash Flow Forecast _ (pg. 15). In the first section, the Cash
Flow Forecast, you see the beginning bank balance, cash inflows, cash outflows, and ending cash

balance from June. Each of the inflow and outflow items are used to create either the Balance Sheet or
the Income Statement and has an effect on the Statement of Cash Flow.

For instance, collection of $1,425 of Accounts Receivable (A/R) shows as a decrease to Accounts
Receivable on the Balance Sheet. This also shows as an increase to cash on the Statement of Cash
Flow next to the item “Change in A/R”. This ‘change’ is the result of an increase to cash and a
decrease to Accounts Receivable.

When you look at the Income Statement, you see the Net Income for the month as $1,400. (Note that
even though it is in brackets and may look like a negative number or a loss, this is an accounting thing
revolving around Debits and Credits. Debits and Credits always have to balance. A deposit of $4,000
in sales to the bank is a Debit — therefore the sales themselves have to be a Credit. (A Debit is a “left
hand entry”; a credit is a “right hand entry”).

This $1,400 of Net Income is carried to the Balance Sheet as “Net Income to Date” and is the starting
point on the “Statement of Cash Flows”, in the section titled “Operating Activities”.
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The Statement of Cash Flows is broken down into three sections:
Operating Activities
Investing Activities
Financing Activities

Operating Activities are all those things you do in the normal course of your business. Thus the starting
point is your “Net Income”. From this you add or subtract cash changes that show up on the Balance
Sheet, such as collection of Accounts Receivable, or payments to Vendors (A/P), or Shareholder
Loans.

Investing Activities are all those things you do with your other “Assets” whether they are changes in
“Fixed Assets” such as the sale of a trailer, changes in “Investments” such as the redemption of a 30
day GIC, or purchase of other assets, such as a “Joint Venture”.

Financing Activities are all those things you do with your other “Liabilities” whether they are changes in
“Loans” such as a new bank loan, dividends paid to Shareholders, or the buying or selling of your
company’s shares.

Look at the Statement of Weekly Cash Flow _ (pg. 16). This is the same information as the Weekly
Cash Flow Forecast but grouped to match the Statement of Cash Flow. That is, each item is
categorized into:

Operating Activities
Investing Activities
Financing Activities

From here you can see how the Cash Flow Forecast (future oriented) fits into the Statement of Cash
Flow (past oriented).

By understanding your Statement of Cash Flows, you can see whether your “Operating Activities”
produce enough cash to support themselves, or whether you need to sell assets “Investing Activities”,
or borrow money “Financing Activities” to meet your cash needs. This highlights the need to manage
your cash wisely.

Ways to Improve Your Cash Flow

Obviously every business person would like to report a positive cash
flow each month. Sometimes this may not be possible, especially for
seasonal businesses. There are steps that you can take to improve
your cash flow.

1. Increase Your Sales: More sales may increase cash
inflows but remember that it could also increase your
Accounts Receivables and require more inventory purchases
on your part. Use your cash flow plan to see if you can
sustain a major increase in sales.
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Collect Your Receivables: Revenue can be lost if you are not aggressive in collecting
overdue accounts. You should have a clear process for pursuing collections. You may need to
send out a series of letters to overdue customers informing them that their account is past due
and what steps you will take if it is not paid. You can also reward customers that pay early
with a small discount (2% for example) and charge a late payment fee for those that are past
due.

Invoice Immediately: Don’t wait until the end of the month to prepare and send out invoices.
This could cause you to have to wait for an additional 30 days for payment. Prepare your
invoices immediately upon delivery or as soon as the work has been done.

Review Your Credit Terms: Reduce the amount and time of credit given to customers. This
should cause more customers to pay cash for their purchases and reduce the bad debt
expenses for your company. Be cautious though, tight credit policies could seriously limit your
customers’ buying ability and sales may decrease. Try to find a balance between sales and
limiting your unpaid receivables.

Seek Deposits for Work in Progress: Develop a policy that customers pay a certain
percentage of the total invoice up front or at multiple stages of the project. Note: The Province
of Alberta requires that some prepaid contractors have a license and be bonded. For more
information, contact The Business Link .

Remember that your Cash Flow Forecast is a valuable tool to you as a business owner. This cannot be
overemphasized. Continually use it! Check your actual month end figures with your projected figures
and see how accurate your estimate was. Make adjustments as necessary.

Break-Even Analysis

Another valuable management tool is the Break-Even Analysis. This figure helps you determine what
volume of sales is required to cover all of your costs. Once you cross the break-even point, all sales
are profit makers.

Three factors are incorporated in calculating your break-even point.

1.

3.

Fixed Costs

These are costs that remain the same regardless of how much you sell. They include things
like your rent, insurance, taxes, utilities, loan repayments, advertising, etc.

Variable Costs

These costs change based on how much product is produced or sold. They are sometimes
referred to as “cost of goods sold”. They include your materials, packaging, some labour costs,
transportation and freight. You will want to know this on a per unit basis.

Variable Profit

This amount is often referred to as the Gross Profit. It reflects the Sales Price less the Variable
Costs (Cost of Goods Sold) and is used in the Break-Even Dollars calculation. The Variable
Profit will decrease as the Variable Costs increase, and it will increase as the Variable Profit
decreases.
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4. Unit Price

The price at which you will sell your product or service.

You can calculate how many units you need to sell to break even and how many sales in dollars are
required to break even. Here are the formulas you will need:

Variable Profit = Unit Price — Variable Cost per Unit

The Variable Profit calculation is used in the following formulas:

Break-Even Units = Total Fixed Costs
Variable Profit

And

Break Even Dollars = Total Fixed Costs
Variable Profit =+ Unit Price

Here’s a simple example:

Let’'s assume your fixed costs are $5000 a month, variable costs are $8/unit and you plan to sell your
product for $20/unit.

may come directly
Break-Even Units= $5000 = 417 Units
$12 from personal
Break-Even Dollars= $5000 = __$5000 = _$5000 :
$8,333 in sales savings and by
($20-$8) + $20  $12 + $20 60% selling or
mortgaging
So we've learned that to break even, or just cover all of our costs, you
would have to make $8,333 in sales that month which would equal 417 personal assets.
units sold.
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If you find you are not breaking even, there are 3 adjustments you can make to rectify the issue.

1. Lower Your Variable Costs: See if you can find a cheaper supplier, control your inventory,
schedule staff more effectively or consider more efficient technology.

2. Control Your Fixed Expenses:  Examine to see if any budget cutbacks can be made.

3. Raise Your Price: Unless you are in a very price sensitive market, customers won't
particularly notice a small increase in price. Even 4-5% can have a positive impact on your
profit.

As the business owner, you can use this Break-Even Analysis to make key decisions. You know where
your sales need to be so you can now set goals and allocate your sales force and marketing initiatives
accordingly. You can also determine the impact of price adjustments on your profit. Determining your
break even also works well with your cash flow analysis. For slow months, you can monitor your
expenses to keep losses to a minimum.

Ratio Analysis

The final management tool we are going to look at is Ratio Analysis. Ratios provide a quick and easy
way to summarize and compare financial information over a period of time. They help answer
guestions about business stability, efficiencies, and identify areas of concern.

While there are many different types of ratios, we are going to look at two of the most commonly used
types:

Liquidity Ratios

Profitability Ratios
Liquidity ratios are used to determine if there is enough cash on hand to meet short term needs.
The Acid Test Ratio: also called the “Quick Test” ratio is used to identify liquidity issues. Is there

enough “cash” on hand to pay upcoming bills? A desirable ratio is 1:1; that is $1.00 of cash on hand for
every $1.00 of current bills. The formula is:

(Total Current Assets minus Inventory) + Total Current Liabilities

Profitability ratios answer the question, “How financially successful is the business?”

One key indicator is the Gross Profit Margin . This tells you what percentage of revenue is used to
cover costs directly related to the product or service you provide.
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A 30:1 ratio (or 30%) means that 30¢ of every $1.00 of sales covers direct costs. The ratio (or
percentage) should be relatively stable over time. Large swings could mean irregular accounting
policies, mathematical or allocating errors, or possible theft. Watch for downward trends. This could
mean productivity is lagging and may lead to profitability problems in the future. Formula is:

(Net Sales minus Cost of Goods Sold) + Total Revenue

Another important profitability ratio is the Net Profit Margin . This ratio measures profitability as a
percentage of revenue after all your expenses, including taxes, interest and non-operating costs. This
ratio tells you what percentage of your sales you get to keep after all expenses. Formula is:

Earnings After Taxes + Total Revenue

Conclusion Determining

your break even
As you can see, knowing the financial health of your business is very

important to its success. It doesn’t have to be difficult to plan for also works well
profitability. Knowing how your sales relate to your expenses is the
foundation of any financial forecasts. Make developing your financial with your cash

forecasts an ongoing part of your management.
flow analysis.
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Additional Resources

Books

Financial troubleshooting: an action plan for money management in small and growing businesses /
David. H. Bangs and Michael Pellecchia

HG 4027.7 B15 1999 c.3

Cash flow forecasting / edited by Andrew Fight
HG 4028 C45 F53 2006

Financial management 101: get a grip on your business numbers / Angie Mohr
HG 4027.7 M63 2003

Websites

www.bdc.ca/en/advice centre/tools/business plan/Pages/default.aspx

www.score.org/template gallery.html
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WEEKLY CASH FLOW FORECAST

Sample Service Company
Weekly Cash Flow Forecast - June

Sample Weekly Cash Flow

Total cash flow
Jun-06 Jun-13 Jun-20 Jun-27 change for June
566 354 38,554 (396) 566
Cash Inflows
1,000 1,000 1,000 1,000 4,000
800 200 50 375 1,425
! 24 24
"H# $ 3,500 3,500
%& 40,000 40,000
b ) *+%, 20,000 20,000
Total Cash Inflows (add rows 6 to 11) 1,824 41,200 21,050 4,875 68,949
I
Cash Outflows
$-%&(./ 01 22 0 1,000 1,000
H-% .1 800 800
$-% 3. * | 189 189
$-%*.45 1,800 1,800
6" $ - %**. 3,000 3,000
( 7, 60,000 60,000
2 ( 236 236
Total Cash Outflows (add rows 15to 21) 2,036 3,000 60,000 1,989 67,025
I I
Net Cash Flow - Increase / (Decrease) (row 12 minus row 22) (212) 38,200 (38,950) 2,886 1,924
Closing Cash (Bank) Balance (row 3 plus row 24) 354 38,554 (396) 2,490 2,490
Shortage Closing cash balance
This column carries
forward to the
4 Month Cash Flow
Forecast
and
Conversion of June
Cash Flow
Forecast




4 MONTH CASH FLOW FORECAST

Sample Service Company
4 Month Cash Flow Forecast
June to September

14

4 Mth
1 ' June July Aug Sept Summary
2 566 2,490 1,046 21 566
3
4
5 8
6 5 &, 4,000 4,400 4,840 5,324 18,564
7 1,425 1,200 1,200 1,200 5,025
8 24 24
9 " # 3,500 3,500
10 %& 40,000 40,000
11 ' $ 20,000 20,000
12| Total Cash Inflows (add rows 6 to 11) 68,949 5,600 6,040 6,524 87,113
13
14
15|Cash Outflows
16 1,000 1,000 1,000 1,000 4,000
17 800 800 800 800 3,200
18 * 189 208 229 252 878
19 ' 1,800 1,800 1,800 1,800 7,200
20 6’ 3,000 3,000 3,000 3,000 12,000
21 2 ( 60,000 60,000
22 ' 2 236 236 236 236 944
23| Total Cash Outflows (add rows 16 to 22) 67,025 7,044 7,065 7,088 88,222
24
25
26]Net Cash Flow (row 12 minus row 23) 1,924 (1,444) (1,025) (564) (1,109)
27
28
29| Closing Cash (Bank) Balance (row 2 plus row 26) 2,490 1,046 21 (543) (543)
Shortage
Comments:
*l9 8 < =5 5 =% = +
*9 8 i< : 5 =8 = 2 +
* =5 5 =% = /
5 8 8 5 =%-= +
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CONVERSION OF JUNE CASH FLOW FORECAST

Sample Service Company
Conversion of June Cash Flow Forecast to:
Balance Sheet, Income Statement, and Statement of Cash Flows

Cash Flow Forecast Balance Sheet Income Statement Statement of Cash Flows
Total cash
flow Opening Current Closing Opening Current Closing
change for Balance, Month Balance, Balance, Month Balance, June
June June 1 Changes June 30 June 1 Changes June 30 Changes | Totals
566 566 1,924 2,490
I Operating Activities
Cash Inflows
4,000 18,000 4,000 22,000 4 |Net Income 1,400
1,425 2,250 (1,425) 825 / [change in AIR 1,425
! 24 24 (24) 0 / Change in GST Payable (refund) 24
Cdsh Outflows
"# $ 3,500 80,000 (3,500) 76,500 / Change in A/P (1,000)
%& 40,000 60,000 (40,000) 20,000 / Change in GST Payable (GST Due) (189)
Change in S/H Loan (advance) (3,000)
! ) *+%, 20,000 0 (20,000) (20,000) N/g,{tl Cash Provided by Operating Activities (1,340)
Total Cash Inflows 68,949 /| [
Investing Activities
Cash Outflows Cash Inflows
/ 01 22 0 1,000 (2,300) 1,000 (1,300) |Change in Fixed Assets (trailer sale) 3,500
1 800 (4,000) (800) (4,800) [Change in Investments (30 day GIC) 40,000
* 1 189 (189) 189 0 Cash Outflows
' 45 1,800 (9,000) (1,800) (10,800) [investments (Joint Venture) (60,000)
6' 3,000 (5,500) 3,000 (2,500) // Net Cash Provided by Investing Activities (16,500)
( 60,000 0 60,000 60,000 / [ [
/ Financing Activities
' ' 2 ( 236 (675) 236 (439) / Cash Inflows
/ [Change in Loans (new loan) 20,000
Total Cash Outflows 67,025 / Cash Outflows
/ [Change in Loans (loan payment) (236)
Net Cash Flow (cash increase) S E— / Net Cash Provided by Financing Activities 19,764
T /
Ending Cash Balance (Bank Balance) / 1]
[ / Net Cash Increase for June —— 1,924
Other GL Accounts
9 > ' » (5,000) (1,400) (6,400) Cash (Bank Balance), June 1 566
? 5 @ ' (129,176) (129,176) / [
[ / Cash (Bank Balance), June 30 2,490
| 0 0 0 5,000 1,400 6,400
L June [
I # 2 2 Balance Sheet Summary Net Summar
| |48 8" 8 #2 8 at month end Income Cash flow out for Operating Activities (1,340)
8 " + Bank balance increased by $1924 Cash flow out for Investing Activities (16,500)
Outstanding A/R significantly reduced Cash Flow in from Financing Activities 19,764
Additional cash came from [Net Cash Increase 1,924
* sale of fixed assets, cashing
investments, loan This company had to borrow money to make ends meet.
Payables have been reduced
Large investment was purchased
<
= [ # $% #& '()% # "k +  -- JC 0 1, 1 $% 2 3+




STATEMENT OF WEEKLY CASH FLOW

Weekly Basis for June

Sample Service Company
Statement of Weekly Cash Flow
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Total cash flow
Jun-06 Jun-13 Jun-20 Jun-27 change for June
566 354 38,554 (396) 566
[ 1
" 12 5
1,000 1,000 1,000 1,000 4,000
800 200 50 375 1,425
! 24 24
0 "-(6" 1 5,449
[ |
" 5
"# $ 3,500 3,500
%& 40,000 40,000
0 -1 1 43,500
[ |
v 5
[ T $ ( ) *+%, 20,000 20,000
0 | | - 1 20,000
Total Cash Inﬂtljws 1,824 41,200 21,050 4,875 68,949
Cash Outflows
"12 5
$-%&./ 01 22 0 1,000 1,000
$-% .1 800 800
$-%3. * 1 189 189
' $-%*.45 1,800 1,800
6' $ - %**. 3,000 3,000
0 ( '""(5" 1 6,789
[ |
! 5
[ 1 ( 60,000 60,000
0 ( "1 1 60,000
[ |
v 5
[ T C 2 ( 236 236
0 1 236
[ |
Total Cash Outflows 2,036 3,000 60,000 1,989 67,025
Net Callsh Flow - Increase / (Decrease) (212) 38,200 (38,950) 2,886 1,924
Closing Cash (Bank) Balance 354 38,554 (396) 2,490 2,490
Shortage Closing cash balance Pg 16




