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~,,~.,.~U.;.,...:: ...p"J-t;J1

Coverage Ratios •41 .;-:a.~$ • • •

J:-"".J';~~\.l...J.L,;i.J';~IAY~¥~oI.ijIJ-u;,..,..:.n ~~-".»

•u;,..,..:JIU.;..,.w.;'I~I~~;'.a.Olr-~.;..-~

.... eM.» "'.J~)1"J-t;Ju;,.~Jy::J,""-';~.J,Ui.J .;Il!Jatal.l-;"~

~"'J)~ol::~.J~r.;~~~~~ ,Ji.I iJW-~"'"

~e~.J~ J-W't!Y)1· j\'Or)1.,.~s.kJ-u;,.~.J

~J-u;,.~,,-.A<i-~.J"'3".Ji~...v,)'-u.;...Js.\.;;I.:y~

~.,.~~~v..,.,;s;-l,..el..w~.:.IoIt-d~~~"IICY)1o)"~

1r~~u;,..,..:.n~.J~~kle:Vt--.AJIlI~.J

PI~tabllity RatioY..,JI' .. oJ tlI~1

y..,....,.....a.OI.U~.,.:JI;..y=..1IJ!,ov.~)1.1.fi~.,.:.Il"",;",...b~

. .:do'" ;.Uo 1~~~Vb~Uei

. ~O)"" ~lr.ai~.Jblll,...~V.~)1.1.fi~)1..,...au,o..a.O"'"

.......
Gross Margin-llP.-~-l

Net Piofit Margino-J ;"~.;k-2

Return On ••ets~v.~'-"J...-3
Return On Equity"" U'oi;.~iA.Jb·-4.
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tY.;.k.y.lA.~Jltla.Jo:Jl.vf'Jc;:!I';:' ..v-\1...AU;.)I~~li..2..-";"UII:"~IJoo:"

. ~l:...I' t-.4liP~'fI"... ~

Net Profit MargintYl~L.';"'l.

......-.: It-Vl;.L.~&,~I.l.o.J..:.L."lI~"":V';'l\ "":cVl2..-L.~ 1,..:l1.:..'-!l-~

~~~.,..:.s'Yb1~.P' ......Il~;.....-'.-.,tI~.,J.L:.lI2..-~'..:.~.,;I1

•..:.t..,l\

Return On Assets~~Jr ....yIJ....

L.~~'~cV'i.-L.J~~-,~.,A''':'\rl.:..1 fr".P AI.I'~'.~~-,

~~~~,~y..:rt~JrJ,,:.....i.,)lell'"l~-, Total Assets -J,...oS1Jl.P.iJr

. ~~,.l\lI'"~4,-:lIa;...lA. ~'"

~'U..JEqulty ,.f ''1.;.,o..Jr 1.~..,..1r"'1'-";' ~~.IIl2..-L..~~-,
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:~s.....,J ..lJ'-£ Balance Sheeta.;".~~..):

Total Current assets / Total Cunent Uabllitles = CumWlt
Ratio

""Ia...-~L,..;t~~~.,l.a:lIJ,..~

41,322/ 35,614= L16
XOM = 1.16

=1.~

...........)I1v-.)I~O.7~1,j'JA1J'-Gb~1~.....ve.-.lC~

......~arJ~~

QuIck Ratio a". l'l'.a •~

:J! C " • ..;_~ BalanceSheet"-~..):

(cash and equivalents + ReceiRblesll TGbrCUiient
liabilities = Quidl Ratio

a"aa..._~~~(~~I.~.aiI(

(9298 + 21409 ) / 35614 = OM

XOM =0JI6

G.8~
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Inventory.iVJ,,,,,l-~ Balance Sheet "~I~\;=-JIf:r"..A

.::.y\~""l-~ Income Statement '-.rJI.rJ"'1iJ~~

Cost of Sales
Sum Cost of Sales for One Year / (Sum of Inventories /

4) = Inventory Turnover
~1';\rflJ-""'.....:>(,;\;1-~A.,""'Y.iVJ\ J-';'~l.:..l.:>l.,,1I~f'::'!"

30623 + 30147 + 35390 + 32211/ ] (8395 + 8382 +
. 8304 + 8540 )[ 4/ =15.27

XOM = 15.27

20.4~1

Total Asset Turnover J,J~~,j\rFJ--

Assets.I,.-~~Balance Sheet --.,..:JI~JIt'!'-"..A

sales .J..."""l-~Incom4! Statement ".,..:JI~LlliJ1t'!'-"..A

Sum of sales for Last four Quarters / Total Assets for
the Last Quarter = Asset Turnover

J,J~,j\rpJ--~<r1cV'J,..~~~~v"-'Y.:>I.,,11~

( 49875 + 50782 + 76103 + 53249 ) /147660 =1.56 •

XOM =1.56

=1.~1

Debt Ratios ~""";:~~~"'-"l
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•

:~s. ~~I"lnceSheet~~~~

Total Uabilities I Total &sut = Debt Ratio

Jo~=~"'/~

74686/147680 = 0.5 = 5O'Mt.

V!' '......t-J'ii-s Balance Shelt wo.-ra~~
Long Term Debt I Common Stock EquIty = Debt/EquIty

bIio

7289 / 72974 = 0.1
XOM =0.1

= 0.24es-a

P.JDfitabilltr RatIo u.~ :~.. tIt~1

Gross Marvin 4l.r:-~

:3•••J ..~I~Statement~~~

Sum of sales from the Last four Qua.....) - (SUIII ofea.t
of sales 'nNII the last four Quarters) / (sum of S •• "om

the Last four Quarters) x 100= Grass Mlrgin

.If.d2~Y'..:J''''~I~12.,...Y',:,("J"?< ~.....-'12.,...Y'~

~)1~100

(49875+50712+76103+53249) 
(30623+30147+35390+32211) /230009 *100 = 44.2

XOM= 44.2'M.



Net Profit Margin C), ~t....;..~

:a.,....JII"'l-~ Income Statement ~.,..:J,~~.....IiJ~'fA

Last 12 Mo Net Income From Total Operations 1 Last 12
Mo sales * 100= Net Profit Margin

cVl~t....;..l--l00..,...-.12.,....Y.=.l.."l'I.,...-. 12.,....Ydj••.I\Ii'J-'-~\~

(4285+4960+4905+4060)1
(49875+50782+76103+53249) *100= 7.91%

XOM = 1.91%

=4.8~1

Total Assets J,.oo"r1~~Balance Sheet ""-.,..:JI-":);.-J'~~

Total Net~JII~~Income Statement .....,..:J,~~4.lIiJ~.,)~

Income

•

10

Last 12 Mo Net Income From Total Operations I Total
.Assets for Last Quarter * 100 =Return On Assets

. J,..~~oIlI.I1J--100 • ...::"""r1cV'J,.oo"r11 ~12"""Y~~I~~ ,

(4285+4960+4905:+-4060) 1147660 *100 =12.3%

XOM =12.3%

0f010.8-~1
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Common :I.:'-I11J;....,l-~Balance Sheet~~f!""~

Stock Equity

Total Net .rJl..,tl-~Income Statement ~.raJo:-~'tr~

Incame
Last 12 Mo Net Income From Total Opelalions / CoIuIon

5toc:k Equity for Last Q!lart8r * 100 = RetI8"n On EquIty

1.£ ilIl..;.,o.~ III,1J ....100.0"',,-,"11.' ",,,.;,./~12.,...V.r~

(4285+4960+4905+4060) /72974 *100 =2.5'M.

XOM= 254M»

CM.25.1~

•



Assets
Curr.nl"to
Cesh and Equivllent. 9,2re.0 10,9CE0 7,lBJ.0 6,644.0 5,813.0

ReClliwble. 21,409.0 21,117.0 22,9$.0 21 ,EDl.0 :!l,2ll5.0

Inventories B;s5.0 B,382.0 B,lJ.4.0 B,540.0 B,499.0

Other CUllIInI ........ 2;z;D.0 2,122.0 2,0190 2,664.0 2,454.0

Till.' CummI ........ 41,322.0 42,527.0 40,399.0 39,449.0 37,0510

....n.c.".'" AooeII
Plllp8rty. Ptont & Equipment, Gro••
Aceum. Oepnlcillian & Depletion
Prop.rty. PIIIIl & Equipm.nt, Net
Inl.......
Other NM-CUII'InI Assoto

TalIl Non-CUII'InI .....et.

196,213.0 185,923.0 187,146.0 196,l1l7.0 187,437.0

97,917.0 97,917.0 97,9170 95,940.0 96.134.0

88,356.0 1Il,[lJi.0 89,629.0 93,oo?0 91,303.0

0.0 0.0 0.0 0.0 0.0
17,982.0 18,253.0 lB,m.O lB,736.0 18,264.0

106,336.0 106,259.0 108,ElJl.0 108,B030 lrB,567.0

141.&60,0 148.186.0 149.008.0 lt8,252.G 146,618.0

L1abllldes & Shanholder'. Equity
c.nllll L1abHldes
Accounls Ply.ble
Sholl Term Delli
Other Curnnt liollililies

25,307.0
3,B900

6,417.0

25,164.0

5.560.0
6,637.0

26,1550

6,161.0
5,275.0

27.646.0
6,713.0

5,416.0

27 ,217.0
6,617.0

4,7!iB.0

Till.' CUllIInI U.biIilie. 35,614.0 37,361.0 38.191.0 39.775.0 38,592.0

.oa-Cu"entllablllles
Long Term Debt 7,289.0 7,270.0 7,211).0 7,528.0 8,009.0
Defonod Inellme T.... 16.194.0 16,357.0 16,442.0 0.0 0.0
Other NorH:ullIInI Uebililio. 15,!iB9.0 15,9J!l.0 13,100.0 32,!l3B.0 33,1111.0
MinariIy 1n181811 0.0 0.0 3,230.0 0.0 0.0
----_.~-_."... _~ ...~"-,_ ..._--_. -, ... _--~_.-

Tallll N....Cunwnt UabiIiliH 39/172.0 39,536.0 «J,D52.0 4O,3B6.0 41,l1lO.0
--~---_.,_ .._-_._•..._- ....-.-.~,_._._ ...-._- ...-.

Total L1.bUhI.. 74,&16.0 1&,191.8 11.243.8 ".141.8 1'1,&82"

Shareh.lder" f4trlty t\
Prefen8d Stoel< Equity 00 0.0 0.0 0.0 0.0
Common Stock Equity 72,974.0 71,8890 70,7570 68,111.0 66,936.0

TllIoIEquily 72,974.0 71,889.0 70.757.0 66.111.0 66,936.0

•
T..., L1.bllll. & Stoelt e....., 141,6611.0 148.186.0 149JlflU 141.252.8 ,.,s18.0

12

Talol Common Sh.... OuIl1anding

Pt.""d Sham
TI8IIUIY Sh....

6.9 Bil
0.0

1.1 Bil

6.9 Bil
0.0

1.1 Bi'

7.9BiI
3.5 Mil
1.1 Bil

7.0 BiI
0.0

1.1 Bil

7.0Bil
OD

1.1 Bil



~ 49J175.o !iI,1B2.0 76,103.0 53,2490 !iI.4!II.O
CosI~s.- :JJ.&23.0 :JJ,I.o.0 35,3!11.0 32,211.0 :JJ.!l&2.O
Gma OI-M•• Pdt 11,195.0 12,442.0 9J1M.O 12_.0 11,lJ13..0
SIlling,~ &Admin. ex,-e 3,215.0 3.1&10 2,919.0 3,3!iB.0 2,8JlO
OIIIerT.... 8Ilil.0 8,193.0 30.1129.0 8.529.0 7Ji24.o
EBITIlA. 7,911).0 9.3112.0 6,9l50 9,151.0 9J113..O
1l8piea.tian &AI.1OIIiZ1tion 1.1171.0 1,976.0 2,162.0 1.!1l1.0 1,939.Q
EflfT 6,1119.0 7,«Ii.0 4,7C.O 7,2!iD.o 7,144.0
OIlIer 1rIl*ne, NIl lJ113.0 1,224.0 4,:J)9.D 0.0 0.0
TaIlillrll*ne JItIfij for IIUiaI Ellp. 7,025.0 8,!i19.0 8,7!ilO 6,818.0 6.9Q.ll
..... e...-. 7D.D 17.0 181.0 111I.0 1;1&J]......,..... . 83.0 212.0 157.0 73.D 110.11
PnHu IrIl*ne 6,955.0 8,432.0 8'-.0 6,77D.o 6,816..0
n:-T_ 2!B1.0 3,3110 3,!i17.0 2J;31.0 2}Oi.f1

• SpKieI~ .167.0 ·121.0 -302.0 -372.D -3lZ.O

NIl __ tam Cant. OpiiMiuI. 4.31S.o 4,lllil.0 4.!1l5-0 4JB).D 4,11D.O
NIl n:- tam IliKanL Opers. 0.0 0.0 0.0 0.0 0.0
Net n:- tam Tatel OpiiMiullS 4.31S.0 4,9lil.O 4,!115.0 4JB).0 4,11D.O

NonIIIiZIdn:- 4,~.0 5JB1.0 5.2f11.0 4,02.0 4~
ExL__., Income 0.0 0.0 0.0 0.0 0.0
__tam CIIn. Et: ~AI:d. Chg. 0.0 0.0 DO 0.0 0.0
__ tom Te" I..Des CalIybwenl 0.0 0.0 0.0 0.0 0.0
OIlIer G.m (losae) 175.0 Cl.O 315.0 430.0 53D.D

-_ ..- ----_ ..- ".. ,-, ---_.._~_ ..- --" _....... ,....•_._. --~-,- .-•. _. - ---,--

T....... '.: •• ....... S,I&I 5,2lU c..-.. 4,5JI.I

Di id•• Peid ...Sf.- 0.22 D.22 0.22 D.22 D.22
Pu*,;c1 O' •• ndI O.lD ODD ODD 0.00 ODD.. ..EPS tam ClInI. Opii...... lI.64 0.72 0.71 D.S!l UI
..EPS'" DiIcIft. OperIIiDM O.lD ODD o.lD 0.00 DDD
..EPS...TaiBI Opii...... 0.64 0.72 0.11 D.S!l UI

OWed EPS tam ClInI. Opii....... 0.63 0.71 0.10 D.5II UI
OWed EPS tam DiIcIft. Opiieliot. O.lD O.lD om om DDD
OWed EPS tam Tallil Opii...... 0.63 0.71 o.7D D.5II D.5II

4",0.. euI XCM 4s~~ toll!
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Financial Ratio Analysis

1 1 1
oi.os.W ,j,j&..,»~

-

~'"'.J"""'"
~~ ....... ~ .......

Finandng Operating Liquidity Ratio
Return on Equity Decisions Ratios Profitability Analysis

~~,,;.:.~ 1- ~~ .......... t- ..}&- ~~)~ ~~ ........
~

4- 1-
Return on Equity Debt Ratio Current Ratio

Ioperatlng Income

~ I'+""lJljl.~
~ ~AWi ""-',. ~

~)I";"'" ........ ~)Wl\ 43~\ 4"'"
Rote of Retum on Times Interest t-
Common Stock Eamed .... 1-

Operating profit Acid-Test Ratio
Margin

J,oiool Jo.~i ~ "'"' y.;J...... '.,.JJ , eliill\ 'Jli 4"'"Long-term Debt ~ " ·I .....~ .:hJ'
- to Eaultv ,

4- -Total Asset Defense Interval
: Tumover .....In

4..lI ,....Ill ':;.I.J'

Accounts
....

Receivable
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1 G__lo_ss_o...;:ry _

ACCOtJNTS PAYABUl. Amounts a company owes to~n.

ACCOUNTS RECEIVABLE. Amounts owed to a company by cus
tomen that it sold to on credit. Total accounts receiftble are
usually reduced by an allowance for doubtful accounts.

AClD-TIlST llAnO. A ratio that shows how well a company
could pay its current debts using only its most liquid or-quick"
assets. It's a more pessimistic-but also rea1istie-measure ofsafi=ty
than the current ratio, because it ignores sluggish, Iwd-to
liquidate current assets like inventory and notes receivable. Here\
the formula:

Cash + Accounts receivable + Mmetable secwities
Current liabilities

ACCRUAL A method ofaccounting in which you rccold ex
penses when you incur them and sales as you make them Dot
when you pay bills or receive checb in the mail.

AssETs. Anything ofvalue that a company OWDS.

BALANCIl SHIIIlT. A "snapshot" statement that fieezes a com
pany on a particular day, like the last day of the year, and shows

If
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the balances in its asset, liability, and stockholders' equity ac
counts. It's governed by the formula Assets == Liabilities + Stock
holders' Equity.

BOND. A long-term, interest-bearing promissory note that
companies may use to borrow money for periods of time such
as five; ten, or twenty years.

BOOK VALUE. An asset's cost basis minus accumulated depre
ciation.

BOOK VALUE OF COMMON STOCK. The theoretical arno\lnt per
share that each stockholder would receive if a company's assets
were sold on the balance sheet's date. Book value equals:

Stockholders' equity
Common stock shares outstanding

CAPITAL. The money, raised by selling stock or bonds or tak
ing out loans, that you use to start, operate, and grow a business.

CAPITAL IN EXCESS OF PAR VALUE. What a company collected
when it sold stock for more than the par value per share.

CASH AND CASH EQUIVALENTS. The balance in a company's
checking account(s) plus short-term or temporary investments
(sometimes called"marketable securities"), which are highly liq
uid.

CASH-FLOW STATEMENT. A statement that shows where a com
pany's cash came from and where it went for a period of time,
such as a year.

CASH FLOWS FROM FINANCING ACTIVITIES. A section on the
cash-flow statement that shows how much cash a company raised
by selling stocks or bonds this year and how much was paid out
for cash dividends and other finance-related obligations.

CASH FLOWS FROM INVESTING ACI1VlTIES. A section on the cash
flow statement that shows how much cash came in and went
out because of various investing activities like purchasing ma
chinery.

CASH FLOWS FROM OPERATIONS. A section on the cash-flow
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statement that shows how much cash came into a company and
how much went out during the normal course ofbusiness.

Cost basis. An asset's purchase price, plus costs associated with
the purchase, like installation fees, taxes, etc.

Cost ofgoods sold. The cost ofmerchandise that a company
sold this year. For manufacturing companies, the cost of raw
materials, components, labor and other things that went into
producing an item.

Current assets. Cash, things that will be cooverted.into cash
within a year (such as accounts receivable), and inventory.

Current liabilities. Bills a company must pay within the next
twelve months.

Current ratio. A ratio that shows how many times a com
pany could pay its current debts ~ it used its current assets to
pay them. The formula:

Current assets
Current liabilities

Dec&;ng bel'Dce .AD accelented depreciation method that
calculates depreciation each year by applying a fixed rate to the
asset's book (cost-accumulated depreciation) value. Deprecia
tion stops when the asset's book value reaches its saI'ftF value.

Depreciation. A technique by which a company reccm:n the
high cost ofits plant-and-equipment assets gradually during the
number of years they'll be used in the business. Depreciation
can be physical, technological, or both.

Dividead. A payment a company makes to stockholders.
Earuings before income t8X. The profit a company made

before income taxes.
Earuings per share ofcommon stock How much profit a

company made on each share ofcommon stock this year.
FIFO (First In, First Out). An inventory valuation method

that presumes that the first units received were the first ones
sold.

..
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GENERAL-AND-ADMINISTRATIVE EXPENSES. What was spent to
run the non-sales and non-manufacturing part of a company,
such as office salaries and interest paid on loans.

GROSS PROFIT. The profit a company makes before expenses
and taxes are taken away.

INCOME STATEMENT. An accounting statement that summa-
rizes information about a company in the following format:

Net Sales
Cost of goods sold
Gross profit
Operatin~ expenses
Earnings before income tax

Income tax
- Net income or (Net loss)

Formally called a "consolidated earnings statement," it covers
a period of time such as a quarter or a year.

INCOME TAX. What the business paid to the IRS.
INVENTORY TURNOVER. The number of times a company sold

out and replaced its average stock of goods in a year. Tht; for
mula is:

Cost of goods sold
Average inventory (beginning inventory + ending)12

I.JABJUI'IES. What a company owes to its creditors. In other
words, debts.

LIFO (Last In, First Out). An inventory valuation method
that presumes that the last units received were the first ones
sold.

LoNG-TERM UA8ILlTIES. Bills that are payable in more than
one year, such as a mortgage or bonds.

MACRS (Modified Accelerated Cost Recovery System). A de
preciation method created by the IRS under the Tax Reform Act
of 1986. Companies must use it to depreciate all plant and equip
ment assets installed after December 31, 1986 (for tax purposes).

MERCHANDISE INVENTORY. The value of the products that a
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retailing or wholesaling company intends to resell for a profit.
In a manufacturing bwiness. inventon~ would include finished
goods. goods in process, raw materials, and parts and compo
nents that will go into the end product.

. NET INCOME. The profit a company JDake, after cost ofgoods
sold, expenses. and taxes are subtracted fiom net sales. .

NET SAJES (revenue). The amount sold after customers' re
turns. sales discounts. and other allowances are taken away fiom
gross sales. (Companies wually just show the net sales amount
on their income statements. omitting returns, allowances, and
the like.)

N011!S RECElVABtI!. Notes receivable are promissoty notes that
the company has accepted fiom its debton. Most promissoty
notes pay interest. Those that are due within a year are shown
under "Current Assets." Those that mature in more than a year
would be listed under "Long-term Assets." If a note is being
conected in installments, the payments due within the next twdve
months are shown as a current asset, and the remainder is shown

.-as..a-Iong-term asset.
NUMBER OF DAYS SALlIS IN RECIlIVAIIUIS (average collection

period). The number of days of net sales that are tied up in
credit sales (accounts receivable) that haven't been collected yet.

OPI!RATJNG 1!XPIlNSIl5. The total amount that wu spent to run
a company this year.

PAll VALlJIl. An arbitrary value that a company may anip to
its stock. Par value has no relationship to what the stock is sell
ing for on the open market.

PRoFrr. What's left over after you subtract the cost ofgoods
sold and all your expenses fiom sales.

PaoPmlTY AND EQUIPMENT. Assets such as land, buildings. ma
chinery, and equipment that the business wiD use for several
years to make the product or provide the service that it seDs.
They are shown at the cost a company paid to buy or build
them minus the amount they've depreciated since they were
bought or built. (Except for land, which is not depreciated.)



•

•

90 THE AGilE MANAGER'S GUIDE TO UNDERSTANDING FINANCIAL STATEMENTS

RATE OF RETURN ON STOCKHOIDERS' EQUITY. The percentage
retUrn or profit that management made on each dollar stock
holders invested in a company. Here's how you figure it:

Net income
Stockholders' equity

RATE OF RETURN ON TOTAL ASSETS. The percentage return or
profit that management made on each dollar of assets. The for
mula is:

, Net income
Total assets

RAuo OF DEBT TO STOCKHOIDERS' EQUITY. A ratio that shows
which group-creditors or stockholders-has the biggest stake
in or the most control of a company:

Total liabilities
Stockholders' equity

··-RAno OF NET INCOME TO NET SALES. A ratio that shows how
much net income (profit) a company made on each dollar ofnet
sales. Here's the formula:

Net income
Net sales

RAuo OF NET SALES TO NET INCOME. A ratio that shows how
much a company had to collect in net sales to make a dollar of
profit. Figure it this way:

Net sales
Net income

RETAINED EARNINGS. Profits a company plowed back into the
business over the years. Last January's retained earnings, plus the
net income or profit that a company made this year (which is
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calculated on the income statement), minus dividends paid out,
equals the retained earnings balance on the balance sheet date.

RimJRN ON INVESTMENT (ROI). In its most basic form, the
rate ofreturn equals net income divided by the amount ofmoney
invested. It can be applied to a particu1ar product or piece of
equipment, or to a buSiness as a whole. .

SALVAGE VALVE. The amount management estimates a piece of
equipment will be worth at the end ofits useful life, either as a
trade-in or if it were sold for scrap.

SELLING EXPIlNSIlS. What was spent to run the sales part ofa
company, such as sales salaries, travel, meals,and lodging for sales
people, and advertising.

SP.BCIFIC IN\IOICE PRICES. An inventory valuation method in
which a company values the items in its ending inventory based
on the specific invoices on which they were bought.

STOCL Certificates that signify ownenhip in a corporation.
A share ofstock represents a claim on a portion ofthe company's
assets.

STOCKHOLDERS' (OR OWNERS') IIQUITY. The value of the
ownen' interests in a company.

S'nlAIGHI'-J.INE DEPRECIATION. A depreciation method that
depreciates an asset the same amount for each year of its esti
mated life.

SUM-oF-TllE-YEAllS' DIGITS. An accelerated depreciation
method that makes the sum of the digits in an asset\ expected
life the denominator for a series ofyearly depreciation fiactiODS.
The numeraton of these fiactiODS are the asset's yean oflifc in
revene order. An increasingly smaller depreciation fiaction is
applied to the asset's (cost-salvage) value each year.

UNlI'S OF PItODUCDON. A depreciation method that relates a
machine's depreciation to the number of units it makes each
accounting period. The method requires that someone record
the machine's output each year.

VARU-); 1IXPIlNSIlS.Those that vary with the amount ofgoods



•

•

92 THE AGILE MANAGER'S GUIDE TO UNDERSTANDING FINANCIAL STATEMENTS

you produce or sell.These may include utility bills, labor, etc.
VERTICAL ANALYSIS. A financial analysis technique that relates

key amounts on the income statement and balance sheet to a
100 percent or base figure for the present and previous year. It
shows the percentage change from last year to this year, making
it easier to spot problems that require analysis.

WmGlITED AVERAGE. An inventory valuation method that cal
culates a weighted average cost per unit for all the goods avail
able for sale. Multiplying that figure by the total units in ,ending
inventory gives you the inventory's value.
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office installed on his COl1lluter and includes Excel software to be able to run FACT
modules.

. Steps In using FA(ft progl'll1'l

1. Yau have to feed in data to the modules ether directly or through other software
incI~ (PEReS) using the option EXPORT as ·.xls format.

2. After having your data entry and analysis you can export data to DoPunt simulation
module to test the different hypothesis. '

3. The teehmalics module will be used to compare your situation versus the industry
standards anellor leading companies in your cluster.

InforrnlItIon required for FACT

Typical cost items (fixed, variable, and overhead) are necessary for the program. This
information is normally available through your regular accounting system. If you are using
PERCS this information could be extracted from PERCS and feed into the system.
Informatlon such as Cost of goods sold, Operating 'expenses, sales, Stocks, Accounts
receivable, cash Prepaid expenses, and fixed assets are nacassary for the program.

The link between PERCS and FACT

The two software will help food plOOesSOrs in the decision making proc 199. As PERCS is
supposed to be used as container and automation tool for company documentation, it will
be the main source of information needed to do the financial and simulation analysis.
Therefore both PERCS and FACT will work in harmony. Data could tranafer from PERCS in
suitable format (XLS, WKS, CSV, etc) and feed in FACT to start the analysis: FACT WIll be
on top of PERCS to utilize its financial data capturing power and put it in more decision
making format

2

•



FACT Questlonnel...

Item P8rt~

FACT
aooIJox
UnlTwo

Do88the~ IIlIIke a profit?
Y. No

Ale the prdI8 adeqi." to meet the I'lIIumI ....,nd by
provId8nI ~ cap!!eI, for the maintenance ~ the IIUiIi III IIId
provide for U1ow1h?

Yes No

How are ....and trading prtII epIIt among 1he IIIIjor .....7
Model., S8'u8f8, Not sure

18 the profit nl8llOIl8bIe In r8IIdlon 10 the c:apIIlII -'¥I'oyed In
busi BlS?

To what exI8nt are chlnges clle 10 price ch8nga?
Modelat&, Seuwe, Not sure

'To what 8ld8nt does vobne ch8nge?
ModlIrlda, S8u8f8,. Not sure

DoesInl8r-eonIp8l'ly tranIfer prici IQ poII&y dIlIIllrt the 81ll11)*'1

Yes No

•
Hall..appIOpilat& PlOpO,tlOIi~ profit been taken In tax d1argad7

Y. No

Hall ....... ~ prtII (or a.) atlrbllable to lijoly ....1.
_..rile a-ig8d?

Y. No

Ale proIiIa and !:lll SIon ~ fixed I I'll-

o lnIall tt 88 act "....~ dripr8cla'klii chargWI

.:hlltt eeparat8Iy °abcM the lne° In Ihe proIIlIId
a. BOCOlrrl:l

".' tt.,.,. lhelne° .... In 1he prtII and a.
1IIlCO&ii1l?
~ cliecly to fBI maa?

'Whal..been~"In Exti8Olclii8ly 1t8m17
................. .....................• . .
ShWlf any ~ these Ilems be regarded as pert ~ the ordlnatvl
businsII ~ the

3



Yes No

Do any items tend to recur year after year?
Yes No

Is it clear to you which items have been transferred directly tel
reserves WithOUt golngthrough the profit and loss account?

Yes No

Is such treatment appropriate in each case?
Yes No

liquidity analysis Key questions: Unit Two
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If 10, can I81um on capII8I be calculated for each dlIeI?
Yes No

Has iI I I8d Ordnary shire c:apitaI lalII I If cbIng the period?

Yes No
If 80, why?

RighIs iI8ue

Bonus(_) iII8ue
q'l'hl

Are "per shant" figur88 calculated using appropriately iN ll:oIiIad
rumer~ 8h8I88?

Yes No

Are prior~ figur88 COiI..abIe?
Yes No

WhBt incivlcl.iIIJ iliams have C8iIn If 8Igi6:ant mo........ on
Rln",es? .

Do any~ them I8lIIy bebig in the profit and loss accounl?

18 any long 18mI debt COiI...... 1nlo (Neidy shBrea?
On what 18mI8?

CaJclM.. iIjlpiupiia18 PIIS" on "fuIy cIIuI8d... 
18 any long 18mI debt repayable wIlt*l a ahort period?

Yes No

If 80, shoUld. be lr88t8d 88 a current ...,.,
Y. No

Ale'" 8Igiillc:ant bomMiigll In fcnIgIl CUlI.relll?
Y. No

Are they n.....l8dby Deign III I'll?

Yes No

18 there 8If'J jH....1Ce "'III ' r

18 ahort 18mI bOilOiliig indIidad In capIW .,IpIo)ed? ShauId I
be?

18 the tr8dll1.'It~ pen• .,,,. appropriate? 18 ilfomidon .....11 tI?
Yes No

Would • IeaSBS

5
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and gearing ratios?

Yes No

AetMty analysis Key questions:

Does II'lllI1fJQementcontrol the costs of the business well?
Yes No

Which costs, II any, have etlenged signifioanUy, thus reducing 01

improving apparent proftlBbiIily?
Raw materials

1JIbor

UlIitIe8
Other .

Does management coiltlo! the irMIstment in assets well?
Yee No

Are fixed asse18 sufflcIent for the current level of actMty?

Yee No

Are they replaced on a regular basis and adequately maintained?

Yes No - -

Are the stock leWIs adeql l8te for the level of aotivity, or excessive?
Yes No

Are debts colB clad promptly?
Yee No

Are crecituo's paid wllhin 8 reasonebIe p8Ilod of lime?
Yee No

Are surplus cash resouroes invested to increese overa. returns?
Yes No

How variable are the profits before Interest and tax?

Yes No

How many times can the interest be paid from the available profit?
e , .0 .

.How many times can the exlsling dividend be paid from the avaUable
profit?

6
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Table or Conle"ts

PI ru.

UnIt 1 - IIlIIvducIIan liD IICCOUIIlIng far ..., I •

UnIt ClIljecIiwIe
, Structure d the I.Ilit
The marketing linanciIII~ cin:Ie
ActlviIIe8 811OOi11ted wIIh markeIing .tII•....,........~ blCllDi.
Melhod8 InvoIv8d in markeIIng t11181lC1a1~
Whet illIIl8Iyz8d in markeIIng tInancfaI...t;a18
Buic tII.1Cia1 anaI)a18 rneIhodlS
011.- peifomwlC8 III888UnI8
Budgeting and foil' Ii 'II
Keyterm8

UnIt 2 - FIMnc:IIiI, ........... 1ICCOUIIlIng _ ..........

UnIt obje*'
Structure d the I.Ilit
The buIc princlpln
U8e d the iICClU1Ilng equation to find pIOfit
MarUacILrtng eccount
TI'8dlng eeeclWlt
The proII_..8llCOtIlI
The bd571C8 8heet

- . SIOdc8 and WOik-fn1liollrm
The i,.......Ib, d CClilpeny 8IDCICUIIHIdlo anel)a18
The main type8d raIIo
Other U88liI ndIoe
Fi81Cia1..-ne d bu8Ii II I.Ilit peibh."
Keyterm8

UnIt 3- CIieII tIClIw IIilCCIUIiIIng

UnIt ClbjiIcII'MB
Structure d the I.Ilit
AnI d 8 c:aeh flow I' [2 1..,.11
SIB....... d 8OURl8 and appicalloo1 d funds
Funds use and a8dit pIiinnlng
Keyterm8

UnIt of- Budg[.., ....11I01

UnIt <lbjel:IMe
SIrucUe d llel.llit
BiFlJg8!ary CCllliol mmlilllllllhllOd8'"
MII'Iegei..- II 8CIIon and CCIII CCIrllol
Z8iO biiee biKlQeli'll (ZBB)
Keyterm8

UnIt 5 - lIiIomiaIIon far decillon meld..

-_._._-_ ....._------_.
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Financial Analysis and Comparisons (FACT)· Toolbox
for Food Procelsors

Unit objectives
Structure of the unit
Elements of a decision
Relevant costs for decision making
Opportunity cost
Shutdown problems
Key terms

Unit 6 ··Invesb"ent decisions • capital~ng

Unit objectiYes
Structure of the unit
Q;wItaI budgeting versus current expenditures
The cIassIflcation of investment projects
The economic evaluation of investment proposals
Net present value vs internal rate of return
Allowing for inIIation
Key terms

Unit 7 • Sources of f1nence

Unit objectiYes
Structure 01 the unit
Sources 01 funds
Ordinary (equ~shares

Loenstoek
REIlained 8lIrnings
Bank lending
leasing
Hire purchase
Government aSI' lance
Venture capitaJ
Franchising
Key terms

AppendIx

8
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FlnancieI AneIylIIs and Comperfsons (FACT) - Toolbox
far Food PaGCII ...

Unit 1 - Introduction to accounting for
marketers

Unit obJecUt18S

This .... is ilt8ilded to piowlda: .
• An 1I.._dng 01 iii..... 1iI111)_1n

markellng
• An upIanatlon 01 ...... 8CtMII11

II I oclated will .,....'" ......
Ifl8/ylIis

• A brief inInldllCIIon to...... iii....
Ifl8/ylIis IIIIIhoda.

WhIIII It is not nee BJ rnry to be a cp Ired 8CllOUIlI8nI or booIJ 1,-. a bMIc
undersl8ndIng 01 what is iMIIved In fIna1cIaI 81'18I). is 111I ,,' for anyone In
marketing. It ill too _.ticillg. end often too 8UY. to lII8 "blue lI1delI" '.l1dItg In
planning I'I18IblIng activiIies. It is even euler 110 spend money wlIhout fUry rI 7 ''''

.. I8Ium one is g8lllllg for It. It is prown, IhenIfore, on ........ to be mont
discit o!kled and aneJyIlcaI il the way they go about ."ng. 8lI8CUtirtg end .,.t "tg
marketing plans end sbategy. One way 01 inlroduclng more Into..pnlCIII

_is by having a b8aic oodenItandIng 01 the finBncIaI In_ elkJi. 01 dIM , nllldng.
and how financIaIll'i88lIII'88 can be used 110 mOllllor end COl"'" ", oper8lioIB.
The pwpoee oIlhilI text is 110 provide exacIIy lhat, end..fInIt deJI1Il t l f Afwitt
an inlrodI iCtlon to the adiviIles irMlIwd in~ ICiaI 8i'iIIIyIlL

SlruclUre of the unit

The .... lnlrodlic. the.-y in which finBncIaI anaIy8is can be -.:lin end
giwls a brief CMlrMw 01....... In mBIIc8llng ....a IeIlO.1 tIge 01 can be
very useful. p8i1lcuIBrIy In ~lg rnaIk8ler8 gauge how wei iIlIidligy ilI rm In
eVlIllIBtitlll I'I18IblIng I888lIIdI aItemaIlv8lI.deliBloplngfUuntpI8nBendln tg
COIlbuL

-The marketing financial analysis circle

FInanciIII_1IIIyBis can be used 110 lllIMt iiiM1Y purpc I I I In ...._ ....... but In..
8I8ll 01 rnBIkelIng It hils tlu IIllIIn fmctlllllI:

a) 110 gauge howwei rnBIkelIng iIlIidIigy ill wor1dItg C. "nil _llI1)IIl)
b) to 8VIIIl8e mBr1c8lIIlg dIcilIinn 8IlIIrrI8lIlMlI
c) to deli Ilop pIBne for.. fulIn
d) to COIIb'" actlvili8I on a shoIt tenn or-day to-dlIy beJIL

In eIfect th8IIe folr fuiCllol. comprille what can be CIIIed.." ......'" Aww'"
An8Iysis Cin:Ie" Caee figtn 1.1)

9



Flnllnclal Analysis and Comparisons (FACn • Toolbox
for Food Processors

Rgura 1.1 The marketing-financial Inaly811 cIrcle

FiIlr'rSt ,........

,---==~I~

1=
"-.I~·=I~

I

•

•

ActMtles associated with marketing financial analysis
functions

For each of the four functional areas where financial analysia Is useful in marketing,
there are a number of 8S8OQiated activities:

..
a) Rnancial situation analysis (how well marketing sbalsgy Is working)

This involves the study of:

· • the study of trends .
• comparative analysis

, _!.~ss_~sll'Mmt of present financial strengths and HmIlalioils for the
whole business, brand'or component orthe businisi8ti; e.g.- ,--
transportation.

b) FInanciaJ evaluation of aItematives

This ilMllves the study of a number of factors like the market place,
competitors etc., and is used for decislons whether to:

• Introduce new producIlrIdelets mature products
• expend the Sales force or do more advertising
• delete a market operation e.g. close a Dairy 80llrd depot or Increase

the sales fleet .
• move into a new market or markets
• build a new grain depot or sHoo •

c) Rnancial pIaI.ring (projections concemIng actIvIlles which marketing
management has decided to Undertake)

FIIl8I1ClBI plenning is used for a number of activities like:

• the introduction of a new range 01 prodIld8
• the forecasting of sales and costs
• market liberalization.

d) AnanciaJ ocntroI (actual compared to planned results)

10
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FI~'" AneIysis lind CompIrIeons (FACT) - Toolbox
for Food Pta n111_

Methods Involved In marketing financial analysis

• SlIIe8I11d coeI8 8n8I)8ls
• BreIk even 8Il8/ylIis '.
• PrdII c:onIrIlulIon, cuh flow ....1'1, pIOIII projecalI.a
• R8Iurn on 1m: I li.lI

.• R8Iurn on C8pI8I empoy&d
• SuI'MllIble glOwlh ....... '.

• SlIIe8I11d ClOlII8 bee m
.Rcwtgets
• PuAu". income .............

• Sllll8111d coeI8 folK ••1.
• AcIuBI RIIU118 CUl'I'..,ed 10 1uJg1.1 (....... aI,..,.
• PrdII jMfOlnl8llC8.

.. Whet I. analyzed In marketing ftnanclelanet;/8la

Two fIdDnS InlUence the cfw:JIce alld aI aneIy8E

a) the IJl,IJa8 ollie anaJysls
b) the costollhe iilomlalioo'l nil tied 10 peItoIn.the•• 's

s..:... pel 1'tIe ........ be used In 1IIId1Mi., ...1Ci8I ........ cost Ui' ....
dlIIa can be UI&1 T1le&I ..... are IIIIad In tIIbIe 1.1. wt*Il .. by no mI Ina
extIauIIiW- UnitB ClIf1 be diassn which BUIt the perticUIIr ""...... Ui"01_ I MelL

11



Financial Analysis and Comparisons (FACT) - Toolbox
for Food Processors

Table 1.1 • AItematIve units In f1nanclll analysis

Market
ToIaI Market
Markel segment (s)
Geographical areas
• demographics
• prod.ucl
- chanicleIlstIcs

Product/service
Industry
Product mix
Product line
Specific product
• brand
- model
-size
- shape

Organization
Company
SegmentlDivislCll'llUnIt
Mark.,m,g department
Sales unit
Regions
DIstricIIBrInch ' .
0tfIceISt0nt
Sales person

.,
Basic financial analysis methods

These wlH be expanded on in later units, so this seclIon ll8ri8S lIS Bn IntrocIuclIon
only.

ueeof ...... •A8lios CBn be used to judge the organization's ·Iiquidity", i.e. can it pay Its bills, its
.Ieverage., i.e. how Is It financed and Its ·activities·, i.e. the produetlvity and efficiency
of the organization. Taking liquidity analysis only, this has a bearing on new product
planning, markellng budgets and the marketing decisions. liquidity Bnalysls is drawn
from the balance sheet, e.g.:

$ $
120
100

UllIl
1,720
1,430

CIImInt
Short term debt
Long term debt
TotalliablIItIes
Net worth

Cash 250
Acccu1t8~ .300

SIDck 2m
ToI8/ CImII1t II8SlIIlI 750
Propefty and equipment 2,000
0lher1l8Slllll 400
.:.ToI8/==BB::B::I18=- ..:U§QII::!:l!=-__T;..:oI8/=.:Ilabl=I::::IIIes=.::and::.:.:.:.::net;:.worth=::..__...~

• These lII8U8ed 10 judge a firm's shott term CBpaclty 10 meet 118 1InanciaJ
responslbl&lies.

(i) Current ratio

IYI"1~~~~__~I";:.(Should be greeter than 1)

7501220=3.41

i) QuIck ratio

I OnwII_t
0nMt /IabdJtItis (minus stock)

12



Flnenc181 An8IysIs lind~ (FACl). Toolbox
far Food PnlC"In

Debt .iiItue

These are used 10 m, , .... Iong term IiqukIly

1·:-.: (Cwrent Liab!ty+Short Term Debk!.or!I T8IIIl dIbt) ...... be >1

1,72M,430=1.21

I larJ--tlIIJt
7bItIlCi'''. U- (Long TMn Debt + Net Worll) _

1,500'2,830-0.51

• .ThIs I1IlIo st.oUiI8the exI8nt d 18v8lllg8 (dIbt) In tlilaI «.. , 7 .JIL

Praat .......

BreBklMll1 8I1IItj8Ia II a F8lhod used 10 , Ui ' 1he run. d Ida (wUne) or
saIe8 VIIIue requk8d 10 make neIIher profit nor 1alilL In ClIhw WOidI, • 111he paklI
where CXl8I8 d prodllClion and aaIeI voUne are equal.

SlIIe8 ~n~'-C08til~i1181101'i are used 10 caJallat8the brsll_ paK WlllcUg an G
In1D the argument as 10> Wh8tCOriiitlliil8s tbiiii:ror WIiiIbIe OIl 7 , IIliiId CllII7I _
defined as thole which do not vary wit! output e.g. ...........,.1 ......CllII7I
do vary wit! iiCl"llll11 or deci"slul1 ouIput, e.g. 1aIJoIao, II 'I • 'I BE IIJ.....
lIllIUiIIlI8 fixed COlItIlII8 COl........ variable COlItI vary .. a COl (' FII" end II
only one I sling price. I-Iowewr, wilh a higher or lower piIce, .. iii .1118.... paint..
be lower or higher~WIIy.BrleklMll'l II caJarlated by"famUa:

" By ......G the fomIIIa break.... C08Ill or ..... CII'i be ... 5 7 1 .... III?
profit !lMI? i1,lailioi.lIhouId be added 10 the fixed C08Ill, as th7a II a -ctwge" to"
ClOI'I.-nY. AI8o, I one wishes 10 recover aM new 1m S bJIlWI1 (VIIIue) ..... ' 'I &' •
lIhouId be added 10 fixed COIl

BElllr8'loWl CII'i be caIclllat8d by the formJ?a or by graptllcal II1IIIodL FIgunt 1.2
I1IoWa an ....!PIe d boIL

FIgIn 1.2 FomUlt ..... grlFl'l** eo?u7Ion for.. 5 I __ .... Ii

PitI:eIlN.
VIIIilibIe coat/U'II =
FDC8d C08ls ..

SUMS
sO.m
$70.000

13



Financial Analysis end Comparisons (FACT) • Toolbox
for Food Processors

70,000-1846- o.7fi7

=65. 000 units (volume) or $120, 000

Rg...... 1.2 Graphical 8OIu11on

•

.Sa/eat'CocdI
(thousands}

TOIaJcosl8
120

70

,
" SalealPrice

,,;; ... .:'!. N.. profit
/.:Y'-'
~ I

Variable costs

Fixed costs

•

•

0- Ki.. .....1'- ..

o Volume es

ContrIbution analysis: When performance of products. ma1ket MgnIlll'll8 and Olher
marKeting units is being analyzed, an examination of the profit contrlbulIon generated
by a unit is otten very U88fu1 to management.

ICONTRIBUTION = SALES (REVENUE) - VARIABLE COSTS

So, contrbution represents the amount of money available to cover fixed costs and
the excess available is net income.

For 8ll8/T1lI8. suppose a product is generating a positlve contribution margin. if the
product is dropped, the ~jning products would have to cover fixed costs that are
not directly traceable to It.

In the example below if X was eliminated, $50, 000 of product net inClome would be
Iosl If the product was retained the $50, 000 could be used to contribute to other
fixed costs andIor net income (see figure 1.3.).

Gross and net profit margins: Contr1bution margin Is ueetuI for examining the
financial performance of products, marKet segments and Olher .maIf<eting. planning·
and control unils. However, marketing executives should be familiar with the
caJcuJation of gross and net profit margins, which is useful to gauge COIl1l8ny and
business unit financial perfomnance and to budget for future operations. The profit

14
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Fll'IlI.ncteI AnIIfSIs 8nd CompertRn8 (FACt) - Toolbox
for Food Pi 11111 In

and loss .....nent is useful for repol1illl peIfol....a 10 1IDdd..... end 10
COIJ1lUI8 UIX8S. Figtn 1.4 gives lUI 8JC8i,.
FIguIw 1.3 .......... conIrIbuIIon ........product X (OlIO'8)

s
SALES
LESS:

EQUALS:
LESS:
EQUALS:

500
VIIIIbIe III8fIUfaclI.mgCOllI 200
ObrvarlIbIe COlts ......... 11I pocb:l X Jill
Cclr*IUlon Il8glrl 200
FiI8d COlt lIac IIblIlII plOCU:t X J:iIl
Piolb:t'anec__ Il...... _

•
FIguIw 1.4 .......... praftt Mel ..... 7 ....

SALES REVENUE 1,2OO,C1OO
LESS Colt 01 gooda lOki ..P
EQUALS: 0... pnlltIlWgrn 4OO.CIlIO
LESS: &alg 8IId--.... III PP
EQUALS: Net proII before tu 2OO,CIOO
LESS:.. Tax mp
EQUALS: Net-- 1M linn==;;;;;... ..;,;;;;;;.r== ........ _

Consider 1he fCl10wIng sarnp7e data tllken fIom Row, .11] !III, 1JIcIIIII MIl WHI:..
(19B7}

•

•
Colt 01 gooda d:I
Opei_",...,. III

SIIIeI
SIlickI
Accounl8 IWel t Bille

-e.tl

PI""'", III
FlIed.....

12,000
3,800
18,5Ol1
3,200
3,750
400
50
1,21l1O

Many modell, often~ hBw been d&\ eloped 10 lIId mwl 7 ... the
eftec:tB on the "boacI1i n° 01 • change il ... orgarGdoiL One IUCh 1lI".i._ Is
the Dupont An8Iy&I& The modlII aIows exealltv8llO qlUI cilia Ii*» bIIri: __ ....
bJ IlIIIipuIBling IIIrf figui8 find the reeuIting eucon.. One 01 01
~ balled mods's Is that one can WOIk~ or..... Mf' 1tlnx.VI ..
model, 88Ili1ll dl ]Ad I8wII& 01 C08t or CUDonia8 and ""'" I nIii ......,.,

15



Financial Analysis and Comparisons (FACT) - Toolbox
tor Food Processors

Figure 1.5 sample printout of.the Dupont analysis

Coil or""' tGIf
12.000
pi...
Op 1PtIS11

3.800

•

Sloas
3.2GO
pIas
aecounls.......
3.750
pM-4GO

"'P"PIae!JJIIII

CunM..
-7.«11...hId__

1.ZGO
--'

........-10.41

•

Other performance measures

VariouS other performance measures can be used; these include produclivity
.measures. which, say, for a supermarket would be:

Other rneest.I'88 include InY8lltol'y turnover:

/:.:
Budgeting and forecasting

These two activities are essential to marketing planning and are often done via pro
foIma statements.

a) II8I'blIng~.

FI8Id sales expense, advertising expense, product development expense.
mar1alt research expense, <lstribution expense (trade and administration).
promotion expense (trade, consumer).

b) Pro fonn8 ftnanclaJ statement

Annual profit and loss statement, next yeer pro fOl'maIquarter, ctment yeer
budget/quarter, last year actual/quarter, annual revision of 5 year pro forma
profit and loss statement (expense detail for broad categories).

16
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FI........ AneIysIs end eomp.tsona (FACT). TooIII 0" _Food" C I N'

N.B. In II figIn8 --=tl for inflation and ilfomlBllon glIpIl ("'IIppI'ClIIdI...lon).

SprJl ..... 111

Spteadlh I.... oIlIlIn U88d in budgeliiig and lor- • ig" IIBI l!ip.-IIlBBl1
use the rr..,lOIy d a corJ1lUf8r as if it were a large piece d ..... cIvIdlId • Into a
matrix 01 ceI8. lmu 1heee ceII8 may be entered ,....... lUI end torrnJI8e. The
power 0I1heee fIJ I? I ,. is that the data held in fIII'/ one eel can be mme dIpeIldeill
on thet h8Id in olher eels and dlIngIng a value in one eel can eel (I .ded) a chain
r._i 01 c:haIigea hough olher l8'r'ed ceIIL ThIs" I."'"a modal can be bull
in which the eftlIct d chInging key peramel8r8 may be ctll8M1d. Atam aftBn uaed
to dIE ii lie 8p88dBtI1B18 is "what If lIOIlwlInt". It can be .--. for npIe, to
lMIk.... the eff8cI d chInging the 88Iefl CUlIiI 1II'on ..... Sill" 111 .....
value In" the CUll." 'COl nde eel .. Ie.t to the aDl I r ; , I hi d II
dependent ceI8. figure 1.6 shows an~da epeadll r Bt uaed'ln IllIllUIIIr1g.

Raw-1.1 5e .... lffB.JJI BBt

~--------_._~

-- --------_.

Hale: The foI".", dthe 'celie' to dllplay ............ to .. dltirlMl
pIec rBfJlltJe8 for COl,11 'rr'm In the lower hili 8M foI.I1d by mil'" fJfi", ..
88Iefl figInB by 1.5'lft; IoIaI8 ... saured • lhe SUM (coUm or row); the
bontei'ii 8hoIIIi", column IetIei'ii and row ...1..... maybe GlAil1

Spie&dIIte818 8f8 puiUsrfuI 8OI.. clr.iei'ln 8I4lJIOi1 tooIa. In aotaoJr.. JlIClQi8illllillD
faciIiliee such as IF...THEN ELSE greetly extend the COl_oJ thet may be bull Into
themodlll.
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Rnancl.1 An8Jysls .nd Comp8rlsons (FACT) - Toolbox
for Food Processors

Unit 2 • Financial, managerial
accounting and reporting

•

Unit objectives

This unit is intended to proWfe:
• An introduction to the basic principles of the accounting

equation
• An introduction to, and the construction of,

manufacturing, tracing and profit and loss aOCOlllts and
their use

• An understanding of the principles and construction of a
balance sheet and its interpret8tlon

• A detailed explanation of the int8lAllplnNI8llllliul-'....n of company
accounts using ratio analyses and the uses of these. II'

•

The two principle statements which form a set of accounts are:·

a) The profit and toss account defined as a summary of a bu8ine8s's
tnlnaactions·for a given period.

b) The bBku1ce sheet defined as a statement of lhe fInancia,I position of the
'..__._- ... busil'l8llSat a given date (usually the end of that perIod).

Other Jess Important statements are the manufacturing account and the trading
account. " is abeolutely essential to any marketer to understand what the profit and loss
statement and balance sheet mean. Both documents are vital, not only to show the
corporate health of the organization, but also as an indication to various shareholders of
how well or badly the organization Is performing, as proof to potential investors or
lenders for the raising of capital and as a statutory record for taxation and other
purposes.

Structure of the unit

This unil is structured in a logical way, building up from the basic tenets of financial
analysis • the dual effect and the accounting equation. From this, the unn looks at the
constnJction of manufacturing, trading and profit and loss accounts and the drawing up
of a baIence sheet. Ratio analysis is a partiCUlarly powerful technique aimed at helping
marketers to compare sets of figures over time and between companies. This Is dealt
with In consid8rabIe detail.

The basic principles

All aspects of accounts are governed by these two prilCiples.

a) First prtnclple: Dual effect

Every tnlnsaetion has two effects, not one, e.g. if a Ceria! Marketing Board
(C.M.B.) purchases grain it has:

18
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• more 8IDc:k
.1e8sC88h.

• the HIe Corr'*'Y of Egypt .... froz8n .-tlc:hc*86 to 8 '.1 II,.Ma:

• Ie8s 8IDc:k
• an amounI owecI by the aISIoI,.' he does nat pay i ..F*1 I 'Y.

b) SICGlId principle:: The acccuIIIng ..........

The 8llCOI1d prilClple 8IIIms from the finIt. EwIy ... "'1 ... _ ......
the8e two IU'8 equal and b8JlInce each oItw. Thus, at any gMn mana"" nat
all. of 8 busirsIB IU'8 equ&I to the fInts which the __ or lIupoilllDr ...
1m: III :I in the bulIi III

INIII AI lit =Plupoi*lr'8 fInts

Is the.,.... accounIing equation. AII ......1811an 01 .......... foIII I,

• Net In's IU'8 der.iiid as a bulIi I ,'8 toIlII lit ... toIlII w •
• All IJSSfIIIs deli I8d as 8OI1'l8ChII1g owned by 8 buill III," I U. tar

use In the bulIi ,BSS

• A Jabily ill def.iiid as the amounI 0IllIIId by the.... 'I, i.e. an
obIlgatIon to pay money aI a fubn didL

• Pmpristor's finds repII SSsnta the toIlII ...... wtIIch .. .... I
owes to Il8 owner or lIopriaIor. Thill COl 'II' of:

CIIpIlItI: (amounI pItlpI ieIor n. slis :lin lie buill )
plus
PluIlIt: (funds ganeiCded by lie buaII III)
or trIIiIus
La UU" (fundslosl by...... III) .....
Dr8wI amounts tBIc8n ouI ollie SII

Use of the accounting equBtIon to find praftl

Wa ''''111811y lIfIM aI a bulIi 111'8 profI or Ioea by mi•• 018 prall 8IId Ioea 8IlCOI....
but whent i Ifumi8t1oli about ilCOrll8 and exp.lillbn .. 1acIdICf, .. 8IlCOIlI'IIiIg
8Ql i8IiM e:en be 8 uaaIuI WIlY of fii1dI ill profit. H:

INIII .11 I lit =PiqlrI8toI's fInts

.... an m BIll In"., III.=an ixunr In.,.~Ana

Cortllldemg what eel Sll an ialllS In lie 1I.....18IDI'a funda. _ can ~ IIat
INCREASE IN NET ASSETS (from the bagililng 018 period to lie and) ....... tD:

IN.- capIlItIlllb·'Cllllcad + PraIt· DI......

during the lI8fI1& period. If three of these four amounts IU'8 kno8ri, lie fouIth can be
cabiIalM,
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Manufacturing account

There are many finns, whether parastatal, sole trader, partnership or IlmIted oompany,
which manufacture the final product to be sold from raw materials, e.g. a fertilizer
company uses phosphates. ammonia and so on to produce finished fertilizer peUets.

In this instance, a manufacturing account is required in order to arrive at the final cost of
manufacture. The manufacturing organization will still need a trading and profit and loss
account. The only major difference is that. in the trading account, the entry for
purchases is replaced by the cost of manufacture. The oost of manufacture is
calcul8ted using a manufacturing account. Two important factors need to be taken into
account '

a) DIfferent types of cost , ,

•

•

The costs needed to prepare a manufacturing account can be broken down into
two main categories known as direct and Indirect costs.

The main or direct oosts are lhose of raw materials and labor, which tog8Iher '
are known as the prime cost, although any expense which can be traced directly
to any unit of production is also a 'direct cost. The indirect costs are those
associated with production but cannot be traced direetly to a particular
production unit. These costs will include the general factory overheads such as
light, heat and power, rent, rates, insurance, depreciation of production
machinery, etc: 'Certain laboUr costs, such as supervision by foramen or factory
managers, will also be indirect costs because they are not directly traceable to a
production IInit but are absorbed as a general overhead.

b) The~ of till c.
One complication in constructing the manufacturing aCCOtllt18 to i.ll8lnber that
there may be opening and closing stocks of raw materials and opening and
closing values to attach to partly completed items (work in progress).

20



FI....ncIeI AnaIpW end eornp.rIsoM (FACT). TooIIIox
tar Food PI CIIiDIS

figure 2.1 Pro ton.......r.cturIng eccount

YEAR ENDED 2001
.;Pmct....., ca.a 0
CU"l' , ~ goudI ......
duMlIU.....8lllllUiI

•

Pun:t I I Ii

a.- RJc:k 01 ... ft·' rI8IB
ColI 01 II ' 111II CIIIlIlIIl8d
Dhct~ ...
Prlmeca.a
F8cIUry 0)i8lt11 t·R8nt8nd--..... ,...8nd.--
Iroctrett .....
Depi 1I0n 01
Piod. mBChIi. '/

Now 811&1'" 8Xlii'C11 8 2.1111ld 2.2,

x
x
x

x

x:

x:

Ji
x:

xx:

iii

xx:

iii

n-.....1.... C8il be eeen in the pro fomla n-.JIiIc:Ulng .ccDIii1t, wNctI toIrJ ..
(See fIgui8 2.1.)

EDra.e2.1 A ...................... 1ICOOUIIt

1lIe foIowilg are dBlIiI8 ~ prodilCllon COII8 ~~ PIIt LId tar ... y.- ..... 31
D&teillb8r 2001.

1.....,2OO1.RJc:k0l_m ' ~ 1'-
31 D8CAllillll 18X5, RJc:k01_ iIIId8iIiiI8 1'-
Pliid .101_5 7 .... 10.G0i
.......... (dINd)... 17,DOi

RDw-'" ..
'dlett.... II,ODI
flint 01 f8cDY (eridng ldnIi....iiIkln 8Ild.......cMIUIDn dIpw"I.. 2.C8
F'a*lfY'" lMi
GIl'" lrIdiett IOlIIIlI I I •
DlIp.. 11 1m 01 work rw"••,/ 1,ll5i

PnIpere 8 rnenufacIuring IICCXlUfIt for the~ ended 31 D&teillller 11X5.
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exercise 2.2 A manufllcturlng account whh ... adjulbhenl of work-ln-progress.

•

Janll8tY 2001 8Iodt d raw materials
31 December 2001 stock of raw materials
1 J8IIIJ8I)' 2002 work in pR98SS

31 December 2002 work in progr&lIS
For the year ended 31 December 19X4

Wages: dir8Ct
indIrwct

Raw materIa/S purchased
Powrfuel
DiAlcl fIJlP8I1111
C8n'ilI(le inwards on raw materlIlB
Depecl&IIofI 01 factory machinery
1nstn/1C8 of factory buildings
GenenII f8clOIY expel leI

Trading account

1.501
2,751

861
941

6,451
4,061

15,701
1,021

661
1,051

721
341
701 •

The purpose of the tradlng account is to show the gross prolIt on the iiIe of goods.
Gross profit is the difference~ the sale proceeds of goods and whet those
goods cost the seller to buy, or cost of sales. The cost of sales for this purpose Includes

. the amount which has been cleblted for them to the purchases account plus the cost of
getting them to the place of sale, which is usually the seller's premises, i.e. the carriage
Inwards oftho8e goods. .

PI......"' a tredlng IICCOUIlt

The "1Idllg account is caJcul8ted by using a sequence of steps. h Is essential thet these
steps are carried out In the Older Indicated.

a) The first sIep is to transfer the balance on the sales account to the trading aocount:

• Dr: SaJes Ale Cr: Trading Ale. I
b) Next, d8blt the tladlng account with the cost of goods sold, starting wllh the opening

stoeIc

Dr: Trading Ale Cr: Stock Nc.

The openk1g stock is obviously the same as the cIo6ing stock of the previous period; in
the first year of trading, of course, there will be no opening stock. .

c) The baIIInCe on the purohases account is then transferred to the ttading aocount and
added to the opening stock figure:

Dr: Trading Ale Cr: Purch888S Ale.

d) Transfer any balance on the carriage Inwards account to the trading account:

Dr: Trading Ale Cr: Carriage Inwards Ale.
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Add the carriage to the tolaI arrived at in c) lIbove. Ttis gIV88 lie IDCIII COlI 01 goods
avalrhle for sale.

e) Deduct the vaJue of cIo8Ing stock from the cost 01 goodIlIIiv' hie tor ...Ant 11Im
dedllCted from the debit side of an aocount is, in .... CRt II to ..~n.
DedlICting cIosIIlll stock from the debit side of the lJadIIlg lIlXlOUI1I Is ........
credlillg. to that lIClXUll The COITerplllldilll cbtie 8I1Iry" .... be to ..
debit of stock 8llCCUlt

Dr. SIoc* Ale

(by deduction from the debit side).

Cr: TIBIIr!I Ale

We have now arrived at the cost 01 .....

f) The bi'l IC8 on .. tnldilll account .. be .. cIIflIt.1C8 bIeIl8ln .... end cost 01
..... i.e. gru. prall, whk:h is carried doIIIIn 10 the proft and IDea "OCOUI'Il

" PoinItoNote:

The debI to stock account for cIo8Ing stock is the valle 01 the CUIIWIt _ 01 ......,
stock wI*:h .. be included in the belrnce sheet, as we When ..
opel. III stock Is credll&d to the stock lICCOI.Wlt in the next period, b b IC8 oft ..
stock 8CO"'n.

Net ..... (1unIoIMr) end Mt pUid "II: Goods wNch ............. by
customenI ... repn IInIrd by a debit br'e'"108 on the NIIurn 8llelU1t. Ttis InIIt
be ....1Iferred to the trading 8CClUIt, olher'; ill the end an- proft in ...
8CO"'1'It ..bolh be o.:....!!l!d .

FoIIcMIIlg the rill D'ing that lIIIaM .. to deduct .....lg IIaCIkon"debI 01
the tnldilll- we may dedllCI the debit bBIanclI on the .... 1'IIIum8_1'It ......
the ....cr~ in the trading 8CCO'n. In IhII way, we lIhow the Mt .... tor ..
)'881'.N8t ....... Ienown 88 tumawer. SImIarIy, we lIhow .. cndI t , .. on ..
purcl 11.1 NIIurnI account 88 a decb:tlon from purd III In ., _'1'1I10
lIhow the nat cost of purd IIII Goods wNch have been to -",'I ._nat
be inc*rtad In the cost 01 .....

PoInt to Note:

The adIr of .... Is IIlCIlIt i ............ S8Ie8 NIIurnI _ be dedi .....
purd II •• NllurnlII1UIt be dedliCted from pilrdialrl; cantage i. q, _ be
drUlli In the _1'It before cIoliing stock Is dedllCIed. Figln 2.2 lila•• a PlO lonna
trIdIlg JlOCllIJftl
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Figure 2.2 Pro fonnll trading eccount

Opening stock 9f finished goods .
ProducIion cost of completed goods bid (from manufacturing account)
Closing sIllCk of finished goods
Cost of saJes
Gross profit cId

;sates xx:

lC

lC

lC

lC xx
Gross proIiI BId xx

•

N.B. A trading account is prepared very much like a manufacturing account but
subStitUtIng the production cost of completed goods for the usual purchasing
figura (see exercise 2.3: Preparation of trading account)

AppendiX I shows a sample trading account for The NIle Markellng Bolud,Zlmbabwe.

Now attemptexeroise 2.3.

Exan:I.- 2.3 Pt6pili1dlon of tracing account

Prepara a trading account from the following balances Included In the trlaI balance of K:
Smith at 31 December 2001.

•

The profit and loss BCCOunt .

'mroduc:IIon: The remeinlng nominal accounts in the ledger r&pI'Issnt non-tradIng
inoome, gains and profits of the business in the case of oredlt b81ences, e.g. rent,
discount and interest receivable. Debit balances represent expenses and losses of the
business and are known as overheads, e.g. salaries and wagea, rent and ratea
payable, lighting, heating, cleaning and sundry offica expen&e8. These must now be
tnmsferred to the profit aoo loss account so that wa can calculate the net profit of the
business from a111ls activities.

•

Sales
-~

Sales I8IUmS
~re1urn8

Stockat1.1.19X8
Carriage Inwards
Stock at 31/12119X8

Dr Cr

25,00
16,001
3,001

2,501
3.001
1,001
5,001

The profit and loss (I/lcome) statement preaents a summary of the rewnues and coats
for an organisation over a spaclfIc period of time. Such a statement is generally
deYeIoped on 8 monthly, quarterly and yearly basis. The profit and loss statement
enables a marketer to examine overall and speetfic revenuea and costs over similar
time periods and analyses the organisation's profitability. Monthly and quarterly
statements enable the tim to monitor progress towards goals and revise performance
standards if necessary.
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When exanining • profit and Joss Slat8i118fll, It ill il........... to RDUgi I I One ..
bell:ueen marlIIadurers and NI8Iers. For rnarUlrc:IInr8..COlI01 goodI 1rIvoMs
the COlt of rnarUacturing proc"':ts (raw 1I...... 1IIbcu and owrtlB :'8). For i 5 nil"
the COlt of goods 80Id iMlIves the cost 01 rnerehiIndIIe puid II lit tar ...... (puid I I
price J*I8 freIstlt chillges).

The beIance sheet shows thiIt the proIII tar an 8CllCIUIl5kIg s-Iod Ina I I I I I Pi..........
finis. The lI1ldIng and profit and Joss 8CCOl.I1t 1hoJJa, In deIII. how pnIII or Joss
has arisen. The pro7It and Joss 8IlI18m8nt Clli 1115.01'-mejor COliipOi -. .

• Graee .... - the toI8? relICUCIIll gen&i Jls It b¥ .. Imf8 pn:d.... n
_VICe8

• ........... nwenues i'8ClI1ved b¥ .. finn ..........10 ...... n
diCOlln3ll (such as trade, qtBlIIly, cash)

• eo.t of gel odI eoIcI • the COlt 01 ned1aldl I 80Id by ........... or
I 5.'.r. .

• Graa ....1 (prdIt) - the cIlfeI... bettie n .. COlI3 01 goodI
8OId: Cllil sil's 01 qMlIa?iag up8f118' J*I8 pnlfi7a

• Opeollllng expenll. -thecosls 01 nnW'lg. I:IUlIi III.1ncbInG".~G

..... proIt blIfiiI..... - the proIII eamed ....an CIlIII8 ................
Figure 2.3 shows • pro forma trlIdi ag and proIIInlolillllCC"lln.
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Agure 2.3 TllIdlng, profit and loss ale for the year ended 31 Dec 19XO

•

•

&11M
Less: cost of goods sold stock. at acost on 1 January ('opening stock')
Add: PIJ'Ch8S88 01 goods
Less: atoe:k. at a cost on 31 Dec ('closing stock')

a-piom
Sundry 1ncOm8:
DilIcloLDS .-iWd
Commils!O'J~
Rent /'8C8IY8d

a.-: ................. ""111

Rent
RaI88
Ughting and h8IIiill
Telephone
PosllIge
InsUranCe
SlatIon8rY
0IIice saJartee
Dept.....1Ion
Acccu1tIng and aucIt,..
Baliki:natge&~
DcdlIfU dIIblB
DistrIlUlIOn COIlII:
DeIIv8rY CllItS
Van IIDIIng 8lCIJlII1s.
AdYei"'1G
llilIccUlt aIIo",Id

NET PROFIT

$ $ $
x

x
X
W

II
xx

x
x

11x
xx

l( •x
x
x
x
x
X

X

X

X

x-
X

x
x
x
x
x

X
W

w

EllI"an8don8

It is BBBBn1aIlhat the dIIJwence between a trading and profit and lou account is cIe8rty
undeilllood. T11e following provides an explanation. .

• The Ir8dng account shows the gross profit generated by the busil ,SIS. ThIs is· ,i

done by comparing salas to the costs which generated those sales. A retailer,
for e~. will purchase various items from varloua suppliers, and add a I
profit malgin. This will give him the selling price of the goods and this, minus .
the cost of goods sold, will be the gross profit. I

Cost d goods sold is calculated by:

Opening Stock + Opening Pureh.... (for year or period) • Closing
Stock (cost of goods unsold at the end of the same period).
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This givelI the cost 01 goods which ... eoId. SlIIea ... cost 01 gooda aoId
should reIal8 to the same runber oIlIlIIB.

• Th8 pRft and 1088 llCCClUlt 8how8 ltem8. 01 lricaIi. or lIIIiIl:h
although eemed or expalded by the IIUlIlI III .. illlidei to1_not pM
of the 8clu8I1ilIIlufacturing. buying or 88Iing 01 goods

• In a ClOiI ipIIc8Ied II'IlIflUfacUin incUilry _ In _vice IncbiIIIlII, .......
· definitions d "goods", "net proIr and "cost d ..... may ......

CIipItIIIud...........d ....

Only rw8nue expadluie (e.g. hI Ii", bill) 18 c:f-vec:J to..PRIll and to. 8llllCUIl;
capMaI (e.g. the pud..01 a ...pJant) 18 not. .

a) Ae\ plilcio. 18 expalded on:

• aoql.tilg I ..... for ClOiMlllion !neD C8Ih (NIIIe aoodi>
.IIB1llIaclirilg, 88Iing and cIIBliIdon 01 gooda... didJl..y-to-daybdlV

",inI8liidion 01 the IIUlIlI 111

·• iIIIlli_i8flC8 01 filted .n'" (e.g. '....);

It is wei to nate that "cash" need not be paid or i1IC lived to be 8CiXUlIBd for.
The amount d re¥8I1U8 expencIlI.n charged agailll .. poIIII tor ..~ or
perIocJ is the 8niount Incu1'8d wtlelt.- cash h8a or ... not paid. lNe
appln wflh .... as wei. E--.If c:ash for ..... _ not ,ee.heel In"
year or period under nMew...... wII be JncIiidlid In" v 1Ci'O'ft. This II
1tle "aocruaIs" ClOiIOlpt

b) Caplliilexpa'" II upendad on:

• *114» 0I1tle buIIi ..
• acqliB!liM 01 fixed II' ... (not for __)

.......tion8 or ilip."".'.i18 011/1 .. to ilm,.._OIN_""'" .I_V
CIII....,·

Cap." ........ II IICII cti8J1I8d to the pdt lUId .. ICi'O'R ... bel ....
..... over a ClOiIllldeiIlble period 01 lime.

Now atIIi,ipt .... III 2.4.

Exw I•• 2A ,..MllIII..-i ..........eocaunt

N/glll1IInyIIII _ hiB friend8 q:J8i~ a ... ..... IIorIIilianI "cttoqoe;..... In
COhl' E 11cr... glowing and reI8IIng. The bu8i Ell IIaItBd Cli'i 1 AlVIll18X8.

The k6M1iv iii a "'II.yof 1tle ... II AD. tar..1nII yeer.
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Capital iI ••Iroduced on 1 August 19X6
cash 20.001
stocks 12.001

Gashpa id to 8I4lPI1ers 28,001
Amour.' owed to suppllels at 3 July 19X7 14,001
ReceNeo xi from customers in respect of sales 50,001
AmOllll! owed by customers at 31 July 19X7 10.001
SlOckof goods at the end of the YlI8l' 11,001
Rent 2,501
Raf8S 801
W""61 !dl~ 501
Sa'ESP; n'8 saJaries 4.001
SaleMI n'8 OOfM'lIsslons, not yel paid 601
Bankch rges 121

• omcew ges 40C •T~andpostalchaJges 151
AdwftIsi ng 1.001
Draw!nll 9 during the YlI8l' 4.001

You 8r~~~; required to prepare a trading and profit and Io8s aocount for the year ended 31
July20C )1.

The b==-.llance sheet

•

IntIodu dIon: The balance sheet is a statement of the flnandal poeItion of a business
at a giIi---en date. h Is, therefore, only a 'snapshot" in time. When comparing business
perIon'n ance, therefore, a number of years and lime periods may be more suitable. The
baJanca sheet Is the accounting equation but sat out in a vertical form in order to be
more re alIIy, understood I.e. the acoounting equation•

..seta - Liabilities =Capital + ProfIt - Dnlwlnga

8XJll'"8aBlIs~==ed in the form of 8 balance sheet Is as foIlows:-

$
x
X
K

K
X
X
X
X

_:drawlngs
,uprieCor's foods

" nets

~=::_;:;:IiabIIitIeB
r- Jet assets

lIOn BB nlilg:

I

This iss ;==e~ simplified form; in reality the assets and llabHlties will be further sub-dIvidecl
and a""l! Iyzed to give mere detaHed information. Figure 2.4 shows a pro forma balance
sheet
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FIgIn 2.4 Pro forme bs'snce ....

BaJance sheet at 31 December 19XO

C D .........
Colt D!p.' 2' Ii (C=O)

$ $ $
A) AI8d .....

FMIhoId I8l*Jly x x x
MIdIII• ., x 1I: X

MI*lr WIhilIII I I I
x 1I: X

B) ClnWIt_
SIDcb 8IlII wark In pnIgIllI 1I:

DIbDa 8IlIIPi~'" x
C81h1ll ... 1I:

e.tIln'-d I

• x
C) ClnWIt .....

TID cnlCIIIn (x)
AccluId clwgII (J)

I
D) .... current ..... xx
E) 15')(, Io8n (J)

III
F) All "'10=

Clil*l1It 1 ....., X

P«lII for..~ I
Jl

l.-:cf1 itlll (II)

~ P10p0..... fund W

p,•• nane

•

l

Aa witt lI8dng end prall end IolII 8CCOl'" the b ' IDe II 0Ml
flClI........... 11leee... tIx8d 8CCOl..... CUIWlt8OCOI_ c:uNIII".11 ...

A) FInd ....... IBB_ IICqlIhd for the butIIlll ...e" to
eemIng prolIIa, but not for resale. They nonlllllr 'ell_ .. COlt ....
accunddlId depfecIIIIIori.

B) ew..nt ... II aBB_ lICqUhd for COI I ~ CIIIh In"~.,
counJ8 d buIIIt IBI; Ih8y shoUd IIQt be at .....~ 9 .......
net,..'g He .....

C) ew..nt ....... emoun9II owed t¥ the buIIIt III, peyIIlIe w?I1In one Y88f.

D) Net eunWIt ......: funds ci .. butII In 11m' » for~
1181 Ba :IIoos. 1lliB can aIBo be ceIed ..ClIklng Cllf""1

E) :.oene: fII'ld8 provided for the busin I I I on a medium Ie» lang tIIIm baBIt t¥ .
an incIvicUII or orgardsa9lon olher than..pnlplilIIor. ,,)
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F) This total is the totel of the business's net assets.

G) This total is the totel of proprietor's funds, i.e. the extent of his investment in
the business. Within these main headings the following items should be
noted.

-Flxed ••••ta

D8p1P MOOn is en amount cllll/ged in the aCCOlJnta to write off the cost of
an asset over its usefuillfe.

- CunwIt III Its
,

Debtors IJI8 people who owe amounts to the bUllil 'ElI. '

Prepayments IJI8 items paid before the balance sheet date but relating to
a subeequent period. :

- Cunent 11..,1Ie&
, .

Trade asdItors are those suppliers to whom the bualnees owes money.

Acaued chatgBs are amounts owed by the business, but not yet paid,
. for other.expenses at the date of the balance sheet.

Note:
Worldng cspItal ThIs is B term given to net current BSSBfS, or total current 8S88ts
less totsl cooent IiBbiIities, ag.

$
Current assets 7,600
Less ClmIIlt IIabtlIlles 1.600
Workitg cepllaJ 5,600

WOIfdng capitaJ is ImpoI1ant because' it is the fund of reedy resources that 8 bueinees
has In excess of the amount required to pay its current liabilities as they fall due.
WOIfdng capital is il'J1Xll'lBnt; lack of it leeds to business failure. '

AppendiX i show8 a sample balance sheet and a full set of accounts for The NNe
MarketIng Board of Zimbabwe.

Now atlBillPt exeroise 2.5.

Ewid8e 2.5 B811U1Ce .....

Prepare a balance sheet for year ended 31 July 19X7 for Nigel Munyatfs horticultural
co-operative.
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CapIW "*",,,ad On 1 AuguIt 19X6
-caIh
• slIlclcI

C8Ih pIIcI to .1PflII8r
Arnounla oWId to ...... II 31 July 19X7
~ from CUIItlli._ ~ 'iIIIP8cI 01 .....
Arnounla oWId by CUIb._1II31 July 19X7
SIoc* 01 goodIlIlIIe end oIlIIe Y8II'
Rent
RaIle .
WrIBt_1IPIII
S"I .1811'8.' 1M
S..lImln'.......i' 'e .. not~ Paid
a.nkct.gee0IIIce...,..
Tilipholle npclilWct_l}8I
AcN8l1IUlg

Cia" tb!ng 1Ie)!!f

Stocks and work-in-progress

:

2O,OOl
12,OOl
2B,CD
14,OOl
!iO,OOI
1G,OOl
11,C101
2,!iIIl

lIlII
501

4,OOl
8lII
121
«II
151

1,C101
4,OOl

AccountIn8 for .., ,Ii.:. AmoIt .-y Clllft1I8I1Y CMIee IDtta& 01 _ .... In -.I

agricuIlunII busi 181, theee IIlBY be ferliIlBl8, cfIell j III, P'O"... -.AcaaunIIng for
sb:b pi Ie InIB a pmbIem, becaI... 8lIDCk8 in hln:t at .. end 01..I&widll year..
reganied .. current, IIp, wher '8lIDCk8 UI8d euq .. year form '*' 01 ..
~. COlIlL Hence, 8lIDCk8 (a 1_) eppear In .. be' ICe II&lIIt. end 8IDCb
(used) nut be IICCOUIIIId for in !he tracing and prall and 1018 1ICCOln.

COlt 18 cab...... by I8kq .. lMI1IG8 price~ br taIII
C08IIl 01 production by !he total Ill.IIlber 01 .... produced. 1111I price
may be deIMId by means 01 a continuous up' I ,a p'doeL ceIc& 7bil, or a
niilMlIg period cetcuPalion. ThIs method is often UI8d to ".... 7 I "1llIII 01 Pow
vMlell8ml, 8,g. in" !he rnarUacILn of ....

i) Fhlin tINt out (FIIo)

The "......... (j .. coet of IIOCN and work-in-p&CO I I II CIt ..........
.. 8lIDCk8 in Iwld at.. year end lepl'8S1n1 puld or prodilCtlan,
........going inaD BlOCk at 1he ...... dII8 10 ......... e.g.
a ,,_iQIOIl8fwII otMou8Iy wish 10 eel..oIdeIt 8IDCb tnt.

i) LMt In first out (lifo)
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The calculation of the cost of stocks and work-In-progress is on the basis that
the stocks In hand represent the earliest pUrchases or production, as it is
assumed that the latest stocks into store 'are the first to be taken out, e.g. a 'bin'
system, where purchases are added to the top and sales will be removed from
the~. '

Consider the following example comparing the effect of valuing stock of 240 units:

FIFO trading IICCOUl1t

•

SaJes (MaJeh)
I'UIcI1a.- '

Less:

UFO trlIdIng IICCOUnt

(01 February)
(10 February)
(15 February)
ClosIng stock
$200 0 $2.00
$40 0 $2.25

(01 FebrUery)
(10 February)
(15 February)
Closing stock
$200 0 $2.00
$40 0 $2.25

$360 0 $3.00
$200 0 $2.00
$200 0 $2.25
$200 0 $2.50

(bought 15 Feb)
(bought 10 Feb)

$360 0 $3.00
$200 0 $2.00
$200 0 $2.25
$200 0 $2.50

(bought 15 Feb)
(bought 10 Feb)

$

1,350

590

$

1,350

$
1,080

780
320

$
1,080

880
220

•

•
Nate: In baCh cases, lhenI are 240 itenls in stock. Valuing stocks using the latest

, prices, the gross profrt is $320, whereas using the earliest prices the figure is "
$220•

The lower of cost and net realizable value: The most fundamenIaJ accounting
concept with regards to the valuation of stocks and work-in-progress Is thet they need
to be stated at cost, or if lower, at net realisable value. Net realisable value is the
Il/l'lOII'1t at which it is expected that items of stock and work-in-progresa could be sold
after allowing for the costs of completion and disposal. If net realisable value is higher
than cost, then cost is taken, as valuing stocks at a higher value would not be prudent,
i.e. profit would have been taken into account before it is actually eamad. It is important
to check against the net realisable value to ensure that the current 8888l, stock, is not
stated at a figure above that for which it could be realised at the balance sheet date.

Stock provision: If it is decided to reduce the value of certain Items of stock from cost
to net realisable value, e.g. obsolete, slow moving or unsaleable stocks, this is done by
means of a provision. '

Stock is reduoed in value, and a charge is made against profits. The full amount is
deducted from stock in the balance sheet, but only the decrease between the beginning
and end of a period is shown in that period's trading and profit and loss account.
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Now idIIIIllpt .....' I • 2.6.

Exeicl I 2.1 YIIudon or .....

Kubi OIJIIiIbegrn bu&i III as a smd llCIIIe peerIJlllllfXlr1ilr In.uy 19X&. Puler .111 of .
peenulS __ nlBde as follows:

PrIclI..tan
$ $

19X8 Ten01_
60 20.00 1,2DO

15 A IV" 40 24.00 8lIO
30 SepIri.ublr 45 2IB.lIO 1.170
12 ()!$'. 30 35.llO 1,(150

29 NcheIlIber 2S 38.00 lIIiID
11 DeeM... all 5O.llO .L:iIIIIl• ..
On 10 Oc*iber. 100 toni of peenul8 were 8CIId 8nd on 31 DliIOlillbw 70 tonI_ ......
The tolIII prot I I lis of the tale were $8,500.

You 8i'& requRd to ClllclIIat& the value of cIoIIi19 rIDdc end to IIftII*8 lie 1nIdIi'V
account on the foIkMillJ bases:

a) tInIt in tInIt oat .
b) In out

. c) COlIl.

The Interpretation of company 8CCOUnl& :8110 ....,...

WiIJ ..... RaIIae we the m&MlI of pt's I I IlIiIlJ liDII tIIan, In ..bin of • iIIIIo or
jl&lClillIliLg8, wNch &i18b11. a ClClIl1l8rIIon to be nlBde~ &111 one ....... 1gLn
and 1IflClIh&r. 0II&n the I8in& ratios of Ike finn8 me UI&lI to CXliI". lie,.bmw_
of one ftnn wIIh &idler. A Hone off' ratio Is otI&n ulIl..I - ...... ,... to be
liIItIbIBhed by compeny ndIo& CMIr a IUIIber of~

. .
• Th& gNIIIIldme of ...B111sticB1sIit1ll made a",,""'" In lie _Wi'" I [

must be sir' In Bon'l& ,.y. Pi lInt and pcAIti I'll In\; I d .
qI*Idy 81 I I II wh&th&r the company Is a good In\; I I 1811 or nol

• FIn&rICilIII raIIo~ Is h&IpfcIln aliI slllJ an orgIi 1 MOl" .
end W881cnUIII PuteullaJ Ilippl...8 wII, for ..I to judge a.a
WClI1hInIII

• RaIIae by then II_ provide no IILforrnallon; tley sir." "" II by .-cepIi••
wtl8I'a fur"- lIludy may~~iY ..bn.... Ii iiijiii'....
CXliI..... current pedorrnance with pnMouB perIodI end CXlif$ U19 CXliI" 'ss

Four key areas ant generaIy used for anaJysiB:
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• profitability
• liquidity
• leverage (capilal structure)
• activity or management effectiveness (efficiency).

a) Profttabl"JIy

In most organizations profils are limited by the cost of production and. by the .
marketability of the product. Therefore, 'profit maximization' entails the mOst efficient
allocation of resources by management, and 'profitability ratios" when compared to
others in the industry will indicate how well management has parformed this task.

Key quesIionS fo be identified in profitBbilify analysis incAJde:

• Does the COI1lI8IlY make a profit?
• Is the profit reasonable in relation to the capital employed in the bu8ln BB B?
• Are the profits adequate to meet the returns requlrecl by the providers of

capital, for the maintenance of the business and to provide for growth?
• How are sales and trading profit split among the major acllvities?
• To what extent are changes due to price change?
• To what extent does volume change?
• Does inter-company transfer pricing policy distort the analysis?
• Has the appropriate proportion of profit bean taken in tax charged?
• What deferred taxation policy is being followed?
~ Has the share of profit (or loss) attributable to minority interests in subsidiaries
changed? If so, is it clear why?
•.Are piofiiS and Ioases on sales of flX9Cl assets:

-treated as adjustlll811tS of depreciation charges?
-discloeed separately "above the line' in the profit and Io8a account?
-treated as 'below the line' items in the profit and loss account?
-transferred directly to resarves?

• What has been included in Extraordinary Items?
• Should any of these items be regarded as part of the ordinary buslnea of the

company?
• Do any items tend to recur year after year? . ..
• Is it clear which items have been transferred direclly to l'988IWI without going •

through the profit and loss account?
• Is such treatment appropriate in each case?

b)UquIdIty

"UqulcIty 1'IIEl88lJI'8S" are based on the notion that a business cannot operate If it is
unable to pay its bills. A sufficient amount of cash and other short-term assets must be
available when needed. On the other hand, because most short term assets do not
produce any retum, a strong liquidity position will be damaging to profits. Therefore,
management must try to keep the firm's liquidity as low as possible whilst ensuring that
short term obligations will be met. This means that industries with stable and
predlcfabIe conditions will generally require smaller current ratios than will more volatile
industries.

Key qusstioIlS to be identified in liquidity anBIysls include:
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• Has the bUIIi us sulIIcient Iquid~ to IIl8lJl i,,,,.- 5 .,.... flam
aecl3lDra?

• Has the busiu II IUfidenI~ to lll8llIthe requIt.,... 01 cncIba
due for~It in the next 12 lllOfi7h8l.e. c:redIU8 ps)fllbl& wII*l one yeer?

• Has the busIti I II 8lIficietd rlIlIOUlC8fI to lll8llIthe d8ii,.'" 01 Is-..s ..
replacement progIall.n& anc7 lis COl..' ...... to provIderw 01 ?ot~ etItm CIlII hl5
fdng lbt for repayment in 811'/, the next live ye8nI?

c)LMI....

"Lew" ndIoe" 8how how a~s openI3iatiB ere fin&1C&1 Too much equity In a
tim oft8n mnl18 the IIlIIflIg8ffl8I itI not taIdng 8lMInI8ge 01 the 1:7' ,.
with Pong 181m dlIbt. On the oIhw hand, Clu5side 1i.1Ci~ .. beoot ...
88 the dtlIJMo.equIly ratio ina8aae8. Thus, the rev... 01 .. orgill ,. " to be
COl i8IdenId wl7h respect boIh to ita p101i?abay and the Vl' nay oIlhelncblly.

Ksy qu ':.¥II to be idsn,Ad in....aIJ8I)Isii9 ;.ct....

• WhBt 8ClIt 01 capl7aI Mlthe COIIip8l1Y III lid?
• Who OMI8the CflPhaI?
• What itIthe COlt d capl7aIln terms d i ....... or clvldwtd?
• What piqlClfIioIiB oIlhe capl7aI haw a financed re?um (g II my or ....nge)?
• 5. the mix d capha' op:Itin'Un for the CClf'I.-.Y1
• 5s futther '''II hala"hble I requk8d?
• I. tuIa3 capl7aI.I~~ analysed among cIIIeI.1t d a II 01 buI* 'II?

• " 8Cl, ClIn i'8U'n on capl7aI be caJco "a'ed for 88dI class?
• lias lSI i8d 0nIneJy share capl7aI ilCl"lIud cbWIg lie peJ.-Irkidlllll717
•"80. whY? e.g. RIg3ds issue? Boru(~) laue? Arq I "CI,?
• Ale "perlhare" figlns caIct"a'ed usIrv appiClpi"" 'y .11gI'" numbIr of
.....?
• Ale prior.,.n/figlns~?
• What IncIviduaP I7ems have caused a1B1gi...........ntll mo••,."on P I mIlS?
• Do lIllY oflhem redy belong in the pdt and Da 8CClIlUIII'l

. • Is., Pong term dlIbI oonv.3IlIe Irm Cll'dIn8ry .....?
• On whet 18nnlI?
• ClIbi7ale appiClpiI1d& mI a...on "fuIy....
• 1BIitI
• Is., Pong term cIIbIlepeyIIb?e wIhIn alhort peJlDd?

•"80. should • be lre8l8d as • eutrenI~
• Ale there slgnllc8llt boi lowings In foreign CUI&K II ?
• Ant they MdlJi8d by foreign 111 531
• How are 8llICh8nge !cIIIIS and gaII18 tllh_1II8ll18ll11n 31 3 rn
• Is there 811'/ p1....a «'8flI7aI?
• Is Ihort term boilCMII~ Indude" In C8II1.' .',*)1111 ShauId • be?
• Is the 1I88ll11ent of pension. appropttall? Is i'olll lan"'l all II'
• WouPd C8flIIaIsIng ... I II BIgi IIIcanlty 8IIect Pong term dIIbI and gilrfrg
ndiD8?

d)Ac3IUIIY

"ActivIty ratios" are used to IfI8lI8Ifti the productIvIIy and efIlcietiCJ of • am. When
COIllfl8led to the incUlIry awrage, the fixelHIeI8t tumo..,. raIlo. for.._ ......
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hoW well the company is using its productive capacity. Similarly; the Inventory turnover
ratio will indicate whether the company used too much inventory in generating sales
and whether the company may be canying obsolete inventory.

Key questions to be identified in activity analysis are:

• Does management control the costs of the business well?
• Which costs, if any, have changed significantly, thus reducing or improving
apparent prolilBbility?
• Does management control the inwslment In a888tll W'8II?
• Are fIXed assets sufficlent for the current level of activity? Are they rep/aced on
a regular basis and adequately maintained?
"Are the stock levels adequate for the level of activity, or excessive?
• Are debts collected promptly? ,
• Are creditors paid within a reasonable period of lima?
• Are surplus cash resources invested to increasa overaU retums?
• How variable era the profits befora interest and tax?
• How many times can the Interest be paid from the avalable profit? _
• How many times can the existing dividend be paid from the aVBII8b/e profit?

e) Other

Other questions can be asked in interpreting final accounts. These may relate to long
term trends in the business or to fixed assets, e.g.

i) Long-term t1&nds in the business
• Are prolils increasing or decreasing?
• Is the size of the business growing faster or slower than inflation?
• How has past growth been financed?
• Are the levels of stocks, debtors and credllOis consistent with the long

term gtowth of the business?
• Are divldends increasing?
• Have any radical changes occurred In the past, giving rise to major

changes in the business?
i) FIXed sHats ,

• Where flxecI assets are shown "at hl8lDrica1 00IIl": .
-How old are they? What is their estlmated CUI'I'8nt value?
-How would revaluation affect the d8p1eclation charge?

• Where fIXed assets are shown "at valuation":
·When was the valuation made, and on what basls?
-How have wlues changed since that clate?
-MIght the assets be more valuable if used for other purposes?

• What method of clepreciation is used for valuation?
• What asset lives are used? Are different lives used for Current Cost .
AcoountIng?
• Has adequate provision been made for technological obsolescence?
• Are any assets leased? What is their value?
• How much are the annual rentals? How long Is the commiIment?
• Is goodwill:

-shown as an asset? .
-Written off against resarves?
-Being amortized by charges against profit?
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• How does the book ¥IlIue '"~ can.... ..... II 'alld
Sl.IJ*I8 '" the CUI8nt V8Iue '" fix8d .....CMi''''net book__?

.• HIs Ihe slatus '" filly imIWb'_. d&ig8d during lie period?
SI'IJsldIerfe8? As8Odiil8d Clllql8i Ill? T.... 1m B I '_118? Non
COi....1&d aJb&ldlerfe8?

• Are ImiSSbn8nlS in aB••ted Clllql8iiss show.. by" "coil" iIlIIIhod
or byIhe "equky" meIIod?

• What Is Ihe clffer8nce '* Ian coal Md nwIcIl ... '" QiiDlBd
1m: B b'_Ils? Is II8ket ¥IlIue wed.11s ....... COlIl?

• Are ... filly Iong-tenn debbs? How have ..,a-t In 'lIS In the
bd IC8 &heel'?

•
To 8IIUJ8tlt lie petfu".1C8 "'a~., will i8IIpKI to a-1IlIoa, maIIadI
8i8 U88d, 'l8I'IIlIIV inlbdiy~riaons,lime I8iIea ./IIyIIs Md e .....

a)1ncMIry~•

D8Ia 8i8 U88d, such .. that pnNIded by ClliiI,&CIIiiI .... .. Dun Md
8ladBfI6ilt end PiulII Impact '"~ Sia,11I (PIMS). _ ~ for
CO/I1l8fIng Ihe COiIIplUlY wIlh DIhenI "'8bout lie -Iize, that__ ....
merk8t and hew similar prodnc.. The danger Is that when IncbiIIy ...
Include ccn.-niee wIlh clfferent podllc18 or INitl...... C8i ..
lIisll q .

.b).11Ine .........JOI.

RIlIIo8 for ..aal palode ... UI8d to dsll 116....... algi". cIw..
'-occuned. These time serIea ClIn ....Ul8dtD pnojId"bin.....
pab,,&a"'lie CCll1*iY.

c) Abec** .......

Mo8r. OIg8illzalloi. have 8Ol'i6 mInkrun NqI.6.,.... tar ClCiiijiQA.
pafuil&a i8gUIaliona '" the paJ1IcuIIIr~.~ ...... llliii datJt-b.
eqUIty ratio shauId iIlIt 8laJlsd one. A thorough ....idaI..,.. ,- nv Ie a
CllIdIIon ",...ttne epproecheL

Figure 2.5 stlOMI an~ '" how a time __ .1aI)1Ia C8i .. UI8d 10 ...
1iI.1Cia1 end buIIiI III objecIl_.
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V I Pte-Is +r...t{laff") rkswtiClfJlltJl + RIwws 'I- DIiJICI:fIId (1t:JIfe1nl}f.e _

d) R8lum on equity

.,~:: I.
NoIethBI:

ISALISzPJa!F+M&VI& _ H011 +NJ.&Wl INAJP SAUS HI

NAV =Nel88881 VlIIue i.e. Nel8lllllt1umo1l8l'XpnlIl ...........on P.

2)UqlIkIty

.) Qnent ndio

lanw.- I··anw·"-Mca• 1

b) Clufc* (Iqullily or aclii tIilIt ndio):

t~~;z:t'
- - - --. -_. I

c) Ds........ liitSl... ratio:

I /JfI!tl- a I~"'''d'
d) I""aay to nat waddlllg "" I1aI:

I ,. &y ,anw_-anw........

3(i) La..... (c:ow.IigdI .....or 1'lI'tllg) - daiPlt....

•)ea..ailaJiSllJJvaniga:

I 0p;;___ IfWkJi;p.t11II-11I

b) MulphyPruII i_i G-mg:

o! fIJlr+r-+~
\.. ZbItIIhw"~dC+a.K-WJ ,/
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• How does the book WIlue 01 goodt • WI.,.. ..... r .WItIld
upIus 01 the current ....... 01 tbBl s"at1 CMr"nit book wille?

• Has the status rA IIr'f im:asbieiIB challged cblng iii period?
. SUb."'...? AB8OC11IIld WI•.-.a,? TiBde m s ?.e"? Non

CCli\8OlIdIIIld SlIbeHIriIB?
• Are imubil..nlS In auuled WI,.-.n 8hcMn bJ 1iI"Ol1IIIIf'~

or by the .eqUty" meIhod?
• WhIt Is the difference belwelll WIlt end rMIW wille rA quellld

Invl bil..nlS? Is Il'BIIc8t vakIe .-d • lis 1ow8r....ClllII?
• Are ... any 10llg teml dlbbs? How hawt 1h8y beM -.......- ... In iii

11 I Iculleet?

To ...... the peIfomaiC8 rA 8 WI1I1l81lY wIh reepecI to ............ meIIodI
... UI8d, MIII8Iy indulIlIy WI1.p.rIIon8, time ....-181). end ""eoII. dI ..elL

8)1ndutt~

D8Ia UlI8d, such 88 1h8t provided by WI IbI end
Bl1idllliwt liIId Pnlfit Iqlect rA MIutc8llng SIIaliAin (PIUS), .. .-s far
~ the company wIlh other8 01 about the 88m8l1iZ11, iii....
market liIId hive similar prodIlCtB The danger Is 1h8t InlUIrt 8WIII(II8
ineIude WI1Ip1niIl wIlh cllf8ient proctldl or _... can be
i1lals1lJ'G.

RlIlioe for 88\_ periods ... .-d to d_cni It ......
haW 0CCUII8d. Theee time series can 8110 be.-s to psqeet iii .....
pesfomllllC8 rA.. ClII11l8"Y.

c) ...............

Moll,· Oiu."tZ8lloi. have ..... nli*.un ......,•• lor ·GIOW I
jI6IfOIli_iC8 nIgl.?iClllS rA .. pliItIlUar 1nlUIrt. e.g. .. IDllg lIEH' drtlMJ>
equIlt nIIID should not .... nit one. A 1horough III...._~ ·-sf, ...
WlIditiOn rA theai.... appI'll8Ches.

FigLn 2.5 show8 en 8llIIIJ¥lIe rA how a time series 8I1IIIy. can be .-s to b8ck

finencIaI end bu8i '" oIljecIIves.
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Figure 2.5 Fra_ork for linking financial business objectives

~
......

J ';r'l "
"'"J

ED.......

SENIOR ~t~C-MANAGEMENT .. COllC*'ftl

AitIl oev.m-.
"'*'-

,
Debt.......

AlfA_L
MU/AGIMENT

1lIlc

A, _

______ _ ,.__ _ ___ [ 1!iW;i
---~. - - - -.--------- .. _---------- -, -~--_.-

~{- E =-OPEAATlNQ ._ PIocUi:t ...
MANAGEMENT =PnlI ~Cc ,IT?IlNCIUnt a-u....eu-_

'"
-_.- .......

PfocIIIct IIMt

'" ~

The main types of ratio

1} PloibIbIIIIy

a) Gross profIl margin or profit margin on sales:

b) Net profit margin:

I~=tax
c) Retum on assets:
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V I J+.-_ +r-.t~__) rJrJWtit:qJlbl +....... + DllJlCIJIIIfiI tbIr__)ta .-

d) R8Ium on equIly

1~= I.
NoCethBt

I

IJWJ/Sz'IVU +Nl&Vi&' • J1tD1f+M&&& INAY SALlIS NAY

NAY = Net....wJue i.e. Net .... tumeMIr X pulI..._ .........on 1M

2)UqlildMy

a) CumInt nIIio

I==- I
b) Quick (IIquIlIIy or acid ... nIIio):

l on-ttiDiii.~..., Ianw.Ji'~

c) Dsfa'" i ..... 1lIIIo:

liWy:'.:': •• I
d) IrN8uDy tD net WOI"" j dlll.1:

I ... ·7 IQmIf"'-anwt It ,.,.".

3(1) .......... (c:owrllglt~ or 1.lrhll>-........

•)eor••aillal- Ievaege:

I ~~~_.. InaIl....h;fiM~~

b) .uphy Prussrn8n Ge8ring:

I>J AIW+~+~
naIlbw--Jiu llC+lbKol4nal,- /
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c) U.S. measure of lewIage:

I~+u-+1bttk;;;.,j'llfls I1ttIJJas.1s

(il) l.evenIG8 - I....... cover

d) Illterest OOV8f'Ilge:

IMt~~: astaJlIZX I
e) CurrUalM Interest COYe/8ge: ,

IMt"o==ftltaK I,

4) ActJvIiy (8ffIciency ndIge)

a) Deblors turnover:

I"st. """ ISlIIIrr ..
b) Ctedltors turnover: ~~ - ••• - + ,. -

I<1oJt~~ IAIdiOiS- x3lJS

c) IIMlIIIIory turnover:

I CbtsIojptkrdt1 I0.5 (Q:I/1IM6lM11ichmgrEd:)

d) W8g88 turnoVer:

I:;r I
e) Net 8888t tumowr:

lMt=wM I
f) Profits per empIoy8e:

•

•
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I PN--JIIOJb
~of..q.

Ottber useful.atIo8

1) sec dI: TMi"'1'IIIIoa

a) Eam!l1g8 per II1lIre:

I ~,.,.-
!'ld"ot....,....1II1sA1T

c) Chld.lld yield (net):

1 ':;D1~~~W~""~"'~(_~~ ~1,26:iiip1t»,,-- .

d) DMdeIId lllMr.

I:::::
Financial m...... of business unit perfOiiihiW1C8

If lTI1 OIg&1GaliDII II rrTIIIde up of~ cN8lcw18 or Sb ' D!': Bu8IIII1~ (SBh).
1hen the JuIkMIng m.eures ClIr1 be CClfl1XIl8d, prvvIded..b,b ICe.......bu,•

. _,_.. dBla .. IMTleble at theclYt8loo" or S8U ..... n.. _11I)'" _1ITbIe
CDjlOIiTli rrI8I1IIg8fIWlIlD 881881 the perfom_a of clivi Ii" SBU'a ..ror ....
iMf.........

a) ReUn 011 ..... (ROS)

ROS II CCJr01IUlIId by cIvIlIng net Income (N). or pftIIII (P) bib. or ... £I.., sIll ...
....bytDlal..-...:

Some aJglI8 that 111180_ upen888 and tax lIhaUd not be ODII8IdBT8d • thsiy ..
oulIIde the SBU mallllg8r's COiiliol. HoIJJlMII'. 31 mey be elided to ............
1hat 1rIIi81tedfln:lB .. not a free reeource. lliB, tlO III • I the true cost of
capitalelllplayed. because the interest is a chaIge for only the debt poo1loI1 of C8ll11a1
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b) Retum on investment (ROI.), return on net assets (RONA) and retum on equity
(ROe)

ROJ. NIt .1m»nI (0If' AoofltJ$ x100
TotdossmS

RQ\lA. NIt111:0IIIII (er AoofltJ$ " J00
NItassas $

Note: NET ASSETS=TOTAL ASSETS- TOTAL UABILmES

• Nl(orI1' xlOO
(rdalassflls- AJJWJltIMs)

Note: Owner's equity =total austs - totalliablilties

In uaIng any of these m.sUr88 to assess an SBU manager's abIIIy to use as88ts
effIcienUy, account should be taken of whether cash Is cenbllly controlled or
headquarters determines both credit and payment policies. If the latter, then cash

. receiVables or payables or both should be omitted from the investment base.

c) C8sh flow (CF)

C8sh flow is not the same as net income (NI) or profit (Pl. It differs In two ways:

i) C8sh flow Includes depreciation, as this is a bookkeeping tlan8llCtlon, and tax,
. because laX is a cash cost. Thus,

. CF = NI (or P) after laX and depreciation

ii) cash flow Is affected by balance sheet changes, e.g. Increeee In aooounts
receiVable or additions to fixed assets (FA), e.g. plant and equipment and
changes in working capital (We).

CF =Net 'ncome (or Profit) after tax plus Depreciation minuschanges in
FA and minus changes in WC

Nate: If no laX is paid or if tax is deferred, use Net Income (or profit)
before1u.

The changeS In (4) are calculated by the company's balanoe sheet entries for two
consecutive periods.

wortdng Capital =
4 Cssh plus or minus
4 Stock plus or minus
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6. Accounts I"I1lllIMbIe plus ormiIus
6. Aocounts payable (and oIt8' short .liIw .11)

Example:

.1(000'I)
3lIO

IPIO'S)
4ClOPlat

PIuI
Depieclllllon
C8Ih IIaw trom 01*.......
• 01111 InW~ cepIII ~ (42D)
taIIII In Ft.d AIIIlI .. WIt)Nltcashp- I dot(Uled) .....a R_

cI)~.OW'"_(SGR)

l1lIs is a rneesure 01 the 8bIIIy 01 the buiri III to grow the COl....... 01 ..
current tIn8nciBI poIeill What II requinId II a boll IC8 tar .. S8U "'*"
incIude8 a ju&1iIied 1I88iglln.d 01 the proportion 01 the COl'" I lIhcll"riUl
IilIbiIiIieB and Iong-run dlIbl

Once lICCOIlllllhed. the rnexirrun 8U8llIInebIe jjiowlh _ (a ml .n 01 ....., 01
the bu I'P I -lDfund the~ 1111_ nBllded to IIIPPOI1 inCII J ...) II 11, I cI
by:

•
IIGIl.A-A')(l+Ll. I

~-A(l-A')(l+LJ
_.~~---

wh8I'8:

p.pRIll rragll,lIlI8r'"
d • divldeIid pe)'OUt ratio (for a buIIi III unit till II CllII1lI*d tam ..

COijXli'" OlIartlBed ch8Iglt plus eny cIIIidII id JIIIIJ to 00IJlU I 1)
L .d8bt to equfty ratio
tilt rallo oIellllS (physicel pIent and equipment flU MlIId1IU .... n I) to ....

ThejjiUWlh _1I8JlP1'1111d in 1'IOi,*1lII1IInnL Real SGR 1I ....... IIIf2.atarlMly
5% 01 Ulati M'I tar two rill C411:

I) DIpte+ il1b'l ch8Ige8 ..... on t11'Cltical 00II1a 011= I I .............
bec8'we they fill to July r8CO'U8l' the ecollomlc__ 01 dip- i Iii.. 1'1

i) Worlcing cepIIaJ 'lCI8UlI8OIely due to '''.Oll raquhe .......

If the ac1UIIIjjiowlh ra1lt eN II cis SGR, then the Olga I Man CUI COIiii11ds1 a ...... 01
sUI (jc ...1I01l1 whIctl 8IIect the "proWcIlvIly" aide 01 fie quMI tar '0 I II proI1B
rpnxb:tMly" 88 oppalldto "wUne" s1JategiBI to MS." proIb).n....
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i) reduce investment intensity (cut stocks and/or receivab1es)
ii) reduce dividends
iii) obt$in injections of 'equity' from the corporate body
iv) iricrease debt

Now attempt exercise 2.7.

Exercl_ 2.7 AIIIJo anlllyels

NigBI Munyali's horticultural business continued to flourish. Six years later his
condensed financial accounts for the last three years are summarised below (N.B. he
introduced fresh capital into the business):

ProIiI and Loss 8CCOlI'rt lor thl 1999 200D 2001
year to 31 March $(000'1)
S8Ie8 (all on eredl) 415 645 885
Las: Coltat goodllllOld; , . ,Opening 8IOCk 35 40

' .
65

~ ~ 565 805 ..
375 605 870

Las; CIoU'19 siock ~ .~ 65 540 115 755
GI08lI profit 80 105 130
Less: Expenses 40 50 60
Loen intenIst ~ . ~ .ul :m-
NIIl PrdIt ~ M L
BaJance Sheet as at 31 MaICh 1999 2000 2001
- ~-_. ($ 000'1)

FIxed..... 89 93 101
Cumlntusels
SIocks 40 65 115
Trade debtor8 52 10a 250
Cashat8enlc 12 .12i 6 179 •.1ia 272 •A1enced by: , .

ICapllaI 100 120 1~

Add. Net profit for the year 40 55 60
Las: Drawings 2i 1§ 35 20 38 22-
(all an 31 MardI) 116 140 168
Loen 110
Current IiIIbIIlIIM
QedIIo.'s 77 132 178
Bank O..,.iltatt . 1J. : m .ul 1§8-

ill 2Z2 466

Compute the following ratios for 1999. 2000 and 2001.

a) gross profit on 8lIle8
b) gI08S profit on cost of goods sold
0) stock turnover
d) retum on capital employed
e) current ratio
f) liquidity (or quick) ratio
g) debtor collection period

44



FIII8ncI8I An8IyM IIRd ComplIrI-.. (FACT) • Toolbox
far Food PIa CIIun

h) woltdllg capIlaI
i) raIio of cunIl'1t 1111 lIs to toIa/ IIISIS
j) raIio of C88h to etmIflt !ishIlIies

CotIIII8lI1 brIeIy on the i88UIIs of the busi III OV8i'the Iut....~

Keyteilh.

ndIo
AV811G8 COlI
8IIIBnce sheet
Q1p111118xp8idIunt
Coatd goods 80Id
Cndt bIIIBnceB
Cwr8nt .......
DebIt bsh iC88
Dir8ct 8nd IidectCOlII8
Du8l1ftect
Fnt-ln-fInIt-cU
Filc8d 8nd QI18IIt 111111
Gi'OlIlI mmgin
Gi'OlIlI .....
I lid IrHiIlII-cU

·lfNtnge
.Llquklly.1'IIIIo8
8S8

u:.ne
~8COCUlI
NelprallNeI__

NeI nltpuid I II
Opailliig doIIIiig ....
o.tIn;

. PiOlII
Plun :ay....
ProfIt end~ 8COCUlIRallo _III!).
Rev...........
TrdIg 8llCXUll
11le lICOOl.IlIIiIQ.. 'til
W~·,...
Work-ln-piUW
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Figur8 3.1 8how8 8 pro forma cash ftow Sl8IlllI_11.

~ 1.1 Pro fannI C8III flow W' 2 ,..

C8Ih FJaw StatIi,.1I For The V..Ended 31 DecembeI 2001

$

X

(X)

$
X

X
(X)

QO

,(X)
.' (X)

!
XUI' QO

X

X
(X)
QO

XUI' QO
-- -I-

Net C88h InfIllwflam '" 8CMIlI8
Relum8 on Iml t 1Ild 88I'tIil*1g of...,.
t ,scllv8d
t peJd
DMd8IidI pIIId
Net cash Ir1fIoIIi (oulIIow) flam nuns on 1mi....... 1Ild _lIIl*", of ....
TIilllllluill . .
CorpcIiIllllln lax _

Ta_
N Ii'" ecIlrt'l i
P8ymentI to.cqun L .....
Pa)'IMI1Ia to.cqun ..1111111II .....
Rete/ptB tram'" of ..1gIII& .....
Net cash II1IIoIW (CUIlJw) flam IN lilt", 8CIlvIIII
Net cash 1nfIow'b8fant••"*iG
FNlict",
..... of Clinrd"In__'1all*!
Repun:hlIse of dItNi .....
ExpIIIII pIIId.ll COl will ..........
Net cash II1IIoIW (CUIlJw) flam ItwIcIng
InclI8n' (Oecli I ) In CIIIh IIld CIIIh 8qlkI' ...

NOTES ON THE CASH FlOW STATEMENT

$
X
X
X

(X)
(X)

OW-"iG prall
Depi¥' "11'II didi6.'OIDM_
...on....of...............
kg '(dBa II) In IIUCIaI
La 1II1 '("1111) In cliIIIIIuI.
La I'(decl'llll) InQ.... !
!!Net~._!!!h!.!L~.!!!iOW~",!Cli!!!"~UfI8!I!!!.!!!!1!i.!ectIi!:!~...!!!...!!.. ....L

•
B' .. III 1 Jerury2001 X
Net CIIIh InIIlIIr !

!B!!8'!!!!:iC8!.!IIl!.:31!!.!Dec8I!!!!!!I!!III8l!!!J2l!D!!!O!,1 ...1..

3, AnlIi)ais d the b ' ~ d cash tIIJd cash eqIIft..__ ..... tt .. b 7 ..

IIhetIt
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h) wortcilg caplIa/
i) ratio of CI.IIWIIBBUI81OtDtBIBBUI8
j) ratio of C88h 10 (urenUBbllllles

COIlment brlelIy on the I9lIUIts of the buBillBIB CNW the 1lIBt....~

Key lei illS

•

ratio
AlI8RIg8 oast
Balance sheeI
CapIIaI expendIIunt
Cost of goods lIOkt
CrecIt bBIlIIlC8I
Curr8nt ......
DebIt b8IIInC8B
Dir8ct and lnitlec:t COBlB
DuaJeft8CI
FirBt-ln-firBtoGUt
Filled and CIA'nII'Il BII Ita
GIOIII margin
GIOIII'"
LasI-in-ftnII-eu
I.8venlg8

•• u I..iqLtily ndio8..

u..
M8nJf8cII.Itng 8llCCU1t
NelprdI
NeI....
NeI __andnetlUd BBBI

Opei.1g and cklIiIlg lIIDdt
<h«t 1118
ProII
Pl~ I'IIIIae
ProII and m. 8llCCU1t
Rallo B118tj.
ReueI..........
TI8dIng 8llCCU1t
The accounling.. em
W~·....I
WOIIe-ln-pcy
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Unit 3 • Cash flow accounting

Ul1lt objectives
This unit is Intended to provide an 8llJl/8Ilation of:
• The aim, use and construction of cash flow statements
• The meaning and calculation of the source and application 01

funds statement and their importance to business
• A discussion on credit and types of loans available to

businesses
• An explanation 01 the Cost 01 funds and capital
• The importance and calculation 01 ownership costs, including

depreciation, interest, repair, taxes and insurance.

It can be argued that 'profit' does not always give a useful or meaningful picture of a
company's operations, Readers 01 a company's financial statements 'might even be •
misled by a reported profit figure. .

Shareholders might believe that if a company makes a profit after tax of say
$100,000, then this is the amount which it could afford to pay as a dividend. Unless
the company has sufficient cash available to stay in business and also to pay a
dividend, the shareholders' expectations would be wrong. Survival of a business
depends not only on prOfile but perhaps more on its ability to pay its debts when they
fall due. Such payments might include 'profit and loss' items such as material
purchaus, wages,Jnterest and taxation etc, but also capital payments for n_ fixed
assets and the repayment oIlosn capital when this falls due (e.g. on the redemption
01 debentUres).

Structure of the unit

•
"Cash flow" is one of the most vital elements in the survival d a busln88B. It can be
positive, or negative, which is obviously a most undeeinIbIe altuatlon. The unit
develops the'concept d cash flow and then shows how the funds can be used in the
business. Funds are not only generated intemally; they may be axtemaJly generated,
and 80 the unit finishes with a discussion of externally generated funds.

Aim of a cash flow statement

The aim of a cash flow statement should be to assist users:

• to aSSBSB the company's ability to generate poeItlve cash flows in the future
• to assess its ability to meet its obligations to service loans, pay dividends etc
• to assess the raasons for differences between reported and related cash
flows .
• to assess the effect on its finances of major transactions in the year.

The statement therefore shows changes in cash and cash equivalents rather than
working capital.

Indirect method cash flow statement
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Flgwaa1 Pro ............' , mMI

x
(X)

em
Xc.- Qg

. A....

•

.N8I CBIh inIIGWfLam .....1lI8Cli¥1181
RelumW on 1m t L._i111f1d 881 wlclng of 11I_108
II est IlICelv8cl
II estpeid
Dlvil&1lII plIId
NetCMh 1IIIoIW(0ldDw) flam I1IlImI on ImwbT.i11If1d_"'*Gof .....
TIIliIIIIaI. ..
CoIpoIlIIIDn lILX PIId
Tax.
m '"G dun,
PaynBiII to ecc;un II.....,..-.cI_
Pa~ to ecc;un .1gIb78n.d_
Reoi4* frOm IIPw of .1gIb78n.d_
Net CMh II1IoIIi (0ldDw) flam 1m: ILliG 8CtMIIw
NetCMh InIPowb8fore III_diG
FII_iCIIG
....of cwdliilll)'c:8PIBI
R8pl.a- of dItI8I.......
Expa I t I • In _1II8CI?On wIh .........
Net CMh II1IoIIi (0ldDw) flam lII.aG
IIIC1UIa' (D!co t) In cwIIlfId cwII ......i11

s
x

x
(X)

em

s

x

(X)

NOTES ON THE CASH R.OW STATEMENT

X
X
X

s

(X)
(X)

ap."G'"DIipt-; " Mlddgw
Lola on .... of .IgIb78-.c1_
"ICIU '(dllCllI II) In..
IIIC1. l'(dIICIl II) In dallDe
..... ill I '(-daia Iall) In tnidIIiis I
!Net~CB8i!!h!.!II~IftlIW!!!!~fLam!!!!!!.!!"""!!!!!.~'Vl!8CtMIIw!!:!M!!j'!!;!!- 1..

2.AI~" d ct-v- in ClItIh MdClItIh 8QIft .,. ra duti7tI",.,..,

•
8' IIlUI1 J!nu!Y 2001 X
Net cwIIlnIIDW I

!8!!!1'!!?!!:..!.!!aI~31~DscsI!!!!!!!niber!!!!,!21!!!DlI~I1 __'I_

3. AnIi)" d the bl'n,« d ClItIh Md ClItIh ""'b•• wIJown in the t ' II»
shBtII
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C8Sh at blink and In hand
Short term inwstments
Bank OWldrafts

19X4
$
X
X
00
X

19X3

$
X
X
00
~

Change in year
$
(X)
X
00
~

•

4. Analysis ofchanges in finance during the year

Ba', IC8 at 1 January 2001
Cash lnlIowI(outnowl from linancIng
Profit on repurchase 01 debenture loan for less than Its book
vaJue
BaJance at 31 December 2001

Share capital
$
X
X

Debenture loan
$
X

(Xl

00

~ •

•

Note: Any transactions which do not result in a C88h flow should not be
reported in the statement. Movements within cash or cash equivalents should
not be reported.

It is often difficult to conceptuaIise just what is 'cash' and what are 'cash
equivalents'. Cash need not be physical money; it can take other fOmls: .

a) Cash in hand end deposits repayable on demand with any bank or financial
institution.

b) Cash equivalellts: Short term, highly liquid Investments that are rea<lly
convertible to known amounts of cash and which are subject to an
insignificant risk of changes in value.

c) Operating actiVIties: Principal revenue-produclng BI'ti'1fties of the company
end other activities that are not investing or financing activities. The
reconciIiaflon between the operating profit reported in the profit and loss
account and the net cash flow from operating actlvities must show the
movements in stocks, debtors and creditors related to operating activities.

d) Returns on investments and servicing of finance. cash Inflows from these
sources includes:

i) interest received. also any related tax reoCIII8I'8CI. and
Ii) dividends received.

Cash outflows from fhe8e SOtI1C8S includes:

i) interest paid
Ii) dividends paid
Iii) interest element of finance lease payments.
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e) TIIXIltion: These cash tIows will be 1hoee to and from .. tIIX dIoi.' in
relation to Ihe company's I8Y8flU8 and CllPiI8I Pi' •• Le. ClOqICAlIliti, tIIX.

f) Imullllg actiYIIIu· Ihe 8CQlillllon and clBpclll 01 icing linn K3 JlI .....
oIher inwsb,...1tB not incllided in cash eqlMJenla.

Cash reco4* include:

i)~ from .. or cIBpoeals 01 lilcIId 1111'1 (or curenl ....
Imi I blllWll8)

I) rewlpls from lIlIIe8 01 1m: I bl...... in iii"""" ulldll""'1OI nit 01
any cash or cash equI\IBJentlllr8nlfal,8d. pIIrt 01....

II) rewlpls from lIlIIe8 oIiI'lI: I bl...... in oIher .1fI'11
Iv) 18Il8ipls from J8P8yrn&lt or SlIIe8 0I108ns m8de to oller II a.1

i) JlIIYl1l8l'" to acquire fixed alI lIB .
i) peym8l11B to acquire iI'lI:88IJ....... in IiIWIgwy nit 01 II I 10M 01

cash and cash equMIIlnIB acquRd
II) payments to acquire iJ1'W88IJ..... in oIher .'11 I
iv) IoIIns made and p8ym&lils to ecquIre debt 01ae-• ,.13 3

g) FinBncIng: aclivIties lh8t -* in chenges in the .. ......... 7 -, 01
the equIIy capiIBIand boIloMig8 01 the .1l8rprlIe.

i)~ from ilIIuing....orat.. equRy InItnmI3*
i)~ from ilIIuing~ loans, naIJiS .... bandI .... lDon.

A1anCing cash ouIIIowa include:

I) fIIl8)'11113l1B 0I8d'IIOUIiIB boIlO.1eI
. i) Ihe C8j. I Illi1'II311 01 1i.1Ce ..... NIlIaIpe,n."
i) JlIIYl1l8lils to re lequire or"'l1m lie enlily's .....

Now 8It8lilpl exerc:iJ I 3.1.
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exercise 3.1 Cash flow statement

set out below are the accounts for TPK Pvt Ltd as at 31 December 2000 and 2001.

PROFIT AND LOSS ACCOUNTS FOR THE YEARS TO 31 DECEMBER
2000 2001

1$'000 1$'000
Opeiatlllll proIit 9,400 20.640
Ink!nIlIt paid (280)
Ink!nIlIt received J.gg ~

Profit before taxBIion 9.500 20.400
Taxation c.umJ (s.2Qll)
ProIil atIet taxation 6.300 15,200
Dividends
PI_ence (paid) (100) (100)
Qrdnary: Interim (paid) 1,000) (2.000)
&1aJ (propo88d) <a.lXll» (Wll!Q)

• Re/UIed proIit for the )'8IIr ~ Lll!2
BALANCE SHEETS AS AT 31 DECEMBER
FIX8d Aseets
Plant, machinerY8nd equipment at cost 17,600 23,900
Lees: accumulall8d depreciation 9.500 10.750

~ ~

Current Assets
5toclcs 5,000 15.000
Trade dlI/ltIX'S 8.600 26.700
Prepayments, - '. - ... -~._~~_._- .", , 300 400
castl8I benk IUld in hand 600

14·500 ~

Current IIlIbIIIIIes
Bank_dlaft 16,200
Trade CI8CIIDIB 6,000 10,000

Accru8Is 600 1.000
TIIllatIon 3.200 5.200

• DlVIdlIrQ Uf.lll §.Ql!l!
a.,ggg ~

UQ2 16,650

Share caplIBI
0rdln8IYlit.- at $1 each 5.000 5.000
10% jHef8lence shat88 of $1 each 1,000 1,000
ProIilIUld Io8s IIl:COU'lt a.,ggg .wila

9,000 16,100

l.olIns
15% debentUnJ stock §lIQ ~

Ull!l .wl!jQ

Prepare a cash flow statement for the year to 31 December 2001.

Statements of source and application of funds

Although cash flow statements have now superseded statements of source and
application of funds. funds flow statements may not di68ppear entirely. Some
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buslnaaaes or inclJSIries will continue to met fmd low "Ta. lIIIIuI ....
i1Ifonnative, For !his reason, it is nee eEeery to examil8 fundlIlow~III.

Fund8.1 I ..... on8 call .....

Foods 8IIIbmeldB on a cash besis can be pnIplIAICI by r' 1T)'1lI anctror
COIIlKl1lIaIiIg:

a) net belance sheeI chBnges that occur bettue., two pc*1Ia in tirnB iND
chBnges that incnI8se cash and chlInges thai deer-. call

b) from the Income statam.,'ll and the surplus (praII ) 1 11 i." the
," fectors that ilCI88iI8 cash and the facDs thai deci EEEcash end

c) this i11fonnud1on in 8~ and U888 of funds 1 I i.1I form..

Slap (a) involves ClIfI¥IlIIlng two reIa..... Bah IC8 shE Ell Iidlt by Iide _ then
CClfI1lUIlng the changee in the YIIrious llClCCUlII. ~

saurce. 01..... that 1ncr'.11 call

• a net decraiae In any 8ll88t lIItI8r then cash or fiI8d EEEll
• a gIOII8 deci eiiE In tlxad a88all
• 8 net ianlS In IIJ'lY~

------a.poc:e eda from the ...of p1efemld 01iX!Il.J!Qll~
• fundi provided by operations (which U8U8Iy are iIlIt.... •• i IS 1fI1_1n lie
i11Cl1i'1l8 iIIIdImMI).

To d81&in". fundi pnMded by opeuatiol.. we haw to add 1-*..1 7 -, to ...
ilCOl'I8 ........... In ae.. wouds, .'1J'Cle8 we haw:

NIt ,irlcomelllllr....oIa-,.IY, b!!!I!I
-1100 711

~--_ ......._-----------....
Then, the funds provided by opendIoi18 of auch. COli""" be 01111II..by~4li
the values of the two IIbova Items, 1,8. $850,500.. nu, lie ... ilCOliI8 of • COli""
U8U8Iy lIideisla... the vuWe of fundi provided by opeulllb18 by .. __ of ..
deprecl8lilln - in this C888 by $100,500.

But 1hen, depreciation II iIlIt a 8lIUiC8 of fundlI, ............ are gau. I IS CIIIIy from
opeuallons. nu, • a ClJnll8"Y ....... an opeualilll __ bib. dIpi.! "WI, funds
are iIlIt p10vided regardIae8 of the IIJlIjjiI iWde of the depr&MI_ .... cIwgeL

Application 01 fundi 01 a ClJnll8"Y l*Jdy lncIrude·

• a n«hcI S.S81n any ..... oIher... cash 0l1lll8d, .11I
• a gross m s. rFin tlxad..n ell
• a nfII decI_1n IIJ'lY liablIity
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• a retirement or purchase of stock and
• the payment of cash dividends.

To alIOid doUble counting, we usually oompute gross changes in fixed assets by
adding depreciation for the period to net fixed assets at the ending financial statement
date and subtract from the resulting amount the net fixed assets at the beginning
financial statement date. The residual represents the gross change in fixed assets for
the period. if the residual is positive, it represents a use of funds; if it is negative, it
represents a source of funds.

Once at sources and appI/cations of funds are computed, they may be arranged In
statement form so that we can analyse them better.

Now attempt exercises 3.2 and 3.3

exercise 3.2 Source and aPfllclltlon of funds I

Given below are some different sources and applications of funds finance items
purposely scattered for an Agrtbusiness Company K for the year ended 31 December
19X8.

1) IcIentify them as sources and applications of funds, and arrange them in a proper
manner with the Sourcas of funds on the lett and the Applications on the right of a
tabulated statement for the said period.

2) Comment briefly on some of the uses of the tabulated statement.

$

•

Incl'8ll88 In cash poeIIon =
oecr-In debtors =
II1CI eu e In long llIml debt =
Inc_ in stocks =
IncrtI8lI8 In tax prepayments =
Net profit =
lnerelle In other 8<lCrU81s =
AdcIIicM8 to fixed assets =
ClIIIh di\Iidellds =
I~ in bank loans =
Incre I e In p!9p8/d expenses =
IncreSSB In investments =
Incnue In Cl8dItoIs =
Dec [; In eoonled taxes =
Depr!elation =

12,000
8,000
2,500

26,500
2,000

35,000
3,000
4,500

15,000
20,000
2,500
9,000
5,000
8,000
6.000

Note: The ab<Mt figures are based on the balance sheet and Income
statement of Company K, which are not shown in this exercise.

exercise U Sources and appIk:dons of funda I

Using the data and information in the annual reports (especially the balance shee1
and income statements) of Gerial Marketing Board provided for 1993 and 1992:
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a) coqItlte and Idei,lifythe llOUrC8S and~ 01 ..... 01 the ",L , ' ,
for the ye&nl1992 and 1993 and

b)~ ttwn Into a~ and ~'iD1Il8 01 ftnIs., 'Emenl tor 1883.

Funds use and credit planning

FWlds (or capi"tl) is a coIPectiv8 t8nn app!ied to the ....111•• 01 pnxfI- Ii.. qua
that haw been produced. IUlds may be bro8cIy' ' garilld INo q&1IIII'U (or
workiI'U) cepIIaJ (\titer_a between current lillie and c:unw1I ......). and
ownenJh/p (or m I b1611) cepIIaJ.

Opei.llng wplllllin a corr.-ny or finn VSI_." .... to pndlCtian /npuIII1lIt ..
I'IOIlIlBIy ueed "' ..... a production year. On the dher .... Inn 11&' ,""' ... (or
ftnIs) .... to clnble F8llCIUftl8II .. mlICI*l88 and lUWI. In which 00"
iN I Ited is lied '" tor several )'811I8. Ftnts are genemIy quw 1.1 d In mon11IIIy'"
terme.

FWlds ..., ~:IeIy borrowed c:apilBI, is 1••1tj i6&IC*I by ...., .....
narne1y: the aIl8malIve demendII for it; the a'rh~01 cnICII _ and ...... n li_
the lime and 1nler88t I8l8 payab1e on II; the typee 01 Io8ns 1haI might be n I I iIIJI to
get.ale it; and the ccst or ftnIs and buai lIS 0M&lIhip C08l TbuI,~ cnICII
plannlng is BII InlIaJ In the &UOC B8sfu1 operalioI_ 01 any COiIIPMY.

In getl8l'8/. '* requRe the 1I'f)1catio11 01 what, In Btl."" 00I14M1Y 0 1 ..
has came to be known 88 the Sh.,... four-f&ctor rnodel c:aIed "SOns. 1M.....
lhld make '"SORS 8tIInd for:-

•S1I"'" pI&I.III'U (S)
• OIgaJ1111lclI.. pIImIng (0)
• RIIruRl8I8qU1ren.iIe (R)•S1I"'" COilbul (8)-

Figln 3.2 ............ the siupllfted matrix or i ......'U .... IIId 0011.....

parts 1hat mike '" 'SORS'. In general tenna. SORS is IrA8I08d or d 1 1111I.. by
four ftIIIior f&c*lnI: the 8llIllmaI em/irollo.d, the il1emlll erMuiil." 01""'" 7 i"
cu1bn and reeource (eepecialy ftnIs) avalleblWy. 1lMIe fog- .... II to
Cf881e four inIer-Al1at8d~..iIe which ncnneIy d818111111. the.o: II 01' .......

01 any gMln OOIliplIfI)'. Theee are:

a) COilPP 8... envlromlenI

b) """'1hrusI
c) procb$'rn&JtClI dyn8nics
d) COlT...... ccst poel1Ion and 1'8ll1rucUIng.

A proper and pragmatic ftlBflipulatlon d these four 0011..... parts NqUi....

••IIBBBlrGthe .................I.'1
• oodersI&nCIng the i.n"MVlrom&1l
• adop1lI'U a le.cIenIhlp Btlategy
• strategicBly planning the finances d the OOil~?
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The purpose of this text is not to cover all the components summarised In figure 3.1.
Instead, the major concern is to have a proper understanding of financial analysis for
strategic planning. This, in strategic management,. requires a sound financial analysis
backed by strategic funds programming, baseline projections (or budgeting), what-if
(decision tree) analysis, and risk analysis. This book attempts to cover all these
areas.

AJtematJve _ of funds
,

DeaHng with alternatives is what management Is all aboUt. Some of the tools for
evaluating alternatives (e.g. partial budgets, cash flow budgets and financial
statements), are covered in this text.

It Is assumed that most people are already familiar with the analysis that usually leads
to major capital use decisions in various companies. However, highlighted are some
of these points throughout the book, since company backgrounds differ and what is
considered ·major capital use decisions· varies with the size of businesses. For
instance, a $50,000 expenditure may be maj~r to one company and of little
signIficanCe to another.

Figure 3.2 The strategic four-factor model

•
~NR£SOUACE

fl€QUlfIEUENl"S

• incIuicMIl
.QIOUP

..
~ INT£ANAl STRENGTH

AND WEAKNESS AHAL\'8IS

·SwoI~
•00fllllQ_ cullin
. 00IJl0'81e 8InIClIn

Almost everyone is familiar with the substantial capital or funds demand in aU forms of
business. Obviously, this does not all have to be owned capital. Evaluation of
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successful businl BBBB '- founcI that many d u.n opei_ willi 50 J*'Q8hI or mrn
rented or bom:JDJed capiIaI. The pre BB n on buliL BB18 ID spow III .." to Cili......
and these businsun ere IkeIy to grow flIItlIr than .. be p6millBd by 68dt
reinvesting lis own ennueI88Vings from net ilCilill6 8Ione. ThuI, Mew_ deli_1d for
credit win continue to expend, C8J'8fuI cr8lIt p/lIrlnklg end credit U86 cfeo ..... ere 01
pa~ iqJortance to marketing Cilii1l6flin in enyCCUIlry•

. Q .......,...01.....
Credt Is the capacfty to boI'ioIM. It is lhe rlgtt ID Incur dlIbI for goodIaldloi .....
and repay lhe debt 0II8i' some epeclfied fuluie time period. er.a prot '., to •
compeny meens that lhe businm is alailect lhe U86 01. producIIve good while It is
being paid for.

Other than the filet that fundi gen&iidllJd ..... buill BII .. '. 8")..... I to
meet expanding producIIon and olher acliviIle8, credit is ClftIn ueed in Older to:

• IrIcrs••• the i8lUmI on equity capibd
• dow more eIIIcI6I1t labor .......
• i iCi1i888 incoma.

The poe I II d using boriolIiI8d, IeeBed or "joint venlIn" fnIm 6llI1I6Qi.
else Is caled 1eve1llg8. Using the leverage pnMdad by 8lli1l6OI h J..
the user bulli 888 go flirt. than It oIhenrJis. MUd. For i ~ ...
pula up $1,000 and bonowa 8fI adcIlIoI.. $4.000 is UIiiV 8lJ% ..... The
objecliv8 Is to incIeaae tol8I net income and the i8lum on • Cilii""" CMI'i equIIy
capital.

Bonowed fu1de ere generBIy reter.ect to .. Io8n8. n.. ......~ 01
• h 1'Iying Ioene. namaIy:

• ;, peymsnt I8mIlr, e.g. IneIUnent wraa lingle pwjil_"
• ;,petIod-d.,.""ett I8mIlr, e.g. ahot1-term wraa ....... I "ihor
long 1IlImI
• ;, the mm••,..........d lIB IIfICUIIy I8mIlr, e.g. eacured"... iii II cUi'Iid
• ;, inteI8tIt payrtIBIt I8mIlr, e.g. aliiipla i ......wraa adIkIn.....
dIilCIlIlrit, wraa beIDon.

On the ... 01 the above cia l"kalloo, thent ere tlrMIw Cilillial .,.. 01 --.
namely: llhorH&&m Io8ne, int8mieeIate-tenn Ioene. 10llg"'"1I ..-xnd....
eecunId loans. nstaJment Io8ne, lIingle payrnant Io8nB, alil$ll --. add-on
i ....18llI1oene. diecount or fIont aid Ioene. bllloon Ioa&w and alaI d IaaII.

SIiorI ........ ere credit that Is usuaIy paid beck In ana yea' or .... Shart tam
loans ere..-ly U86d in financing the pun:tlU8 01 q:i&....,...... ..,. tar '*-d
labour, machlii8IY end equipment, and/or famIy IlvIng exp8I III U- 'w ....
Uped ahort-l8rm Io8nS ID be repaid after their puiPllI I I have been .weI, e.g. ....
the 8llpei 48d prodi ICforI oulpUt has been 8OId.

LD8II8 tar opei"" prodi'Ction~ e.g. ooIIDII for the Coaon CoqIaIf 01
Zi",babwe (COTOO) and beef for the Cold SIDIage~ 01 ai a (CSC).
are aasumed to be seIf-liquidBting. In other words. aIlhough the up In
the production, the addBd returns from their U86 wII repay the lIa.., boiioud to
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purchase the inputs, plus interest. AsMe managers are also exp8cted to have figured
in a risk,premium and a retum to labour management On the other hand, loans for
investment ~italitemslike machinery are not likely to be self-liquidating in the short
term. Loans for family living expenses are not at all self-liquidating and must come out
of net cash inoome after all cash obligations are paid.

Intermediate-term (fT) loans are credit extended for several years, .usually one to
fIVe years. This type of credit is normally used for purchases of buildings, equipment
and other production inputs that require longer than one year to generate sufficient
returns to repay the loan.

Long-term loans are those loans for which repayment exceeds five to seven years
and maY'extend to 40 years. This type of credit is usually extended on assets (such
as land) which have a long productive life in the business. Some land improvement
programmes like land levelling, reforestation, land clearing and drainage-way
construction are usually financed with long-term credit.

,
Unsecured Ioena are credit given out by lenders on no other bMIs u.n a promise by
the borrower to repay. The borrower does not have to put up collateral and the lender
relies on credit reputation. Unsecured loans usually carry a higher interest rate than
secured loans and may be difficult or impossible to arrange for businesses with a
poor credit record.

secured iOIIM are those loans that involve a pledge of some or all of a buainess's
assets. The lender requires security as protection for its depositors against the risks
involved in the use planned for the borrowed funds. The borrower may be able to
bargain for better terms by putting up collateral, which is a way of backing one's
pro" iil e to repay.

Instalment loans are those loans in which the borrower or credit customer repays a
set arnotI1t each period (week. month, year) until the borrowed amount is cleared.
II'IS18Iment credit is similar to charge account credit, but usually Involves a formal legal
contract for a predetermined period with specifIC payments. WIth this plan, the
bon"olil8l' usuaJIy knows precisely how much will be paid and when.

Single payment loans are those loans in which the borrower pays no principal until
the arncUlt is due. Because the company must eventually pay the debt in full, it is
important to have the self-discipline and professional integrity to set aside money to
be able to do so. This type of loan Is sometimes called the 'Iump sum' loan, and is
generaJIy repaid in less than a year.

Simple Interest loans are those loans in which interest Is paid on the Ui1l8/d loan
balance. ThUs, the borrower is reqUired to pay interest only on the aetuaI amount of
money outstanding and only for the actual time the money Is used (e.g. 30 days; 90
days, 4 months and 2 daYS, 12 years and one month).

Add-on Interest loans are credit in which the borrower pays interest on the full
amount of the loan for the entire loan period. Interest is charged on the face amount
at the loan at the time it is made and then 'added on'. The resulting sum of the
principal and interest Is then divided equally by the number of payments to be made.
The company is thus paying interest on the face value of the note although it has use
at only a part of the initial balance onca principal payments begin. This type of loan is
sometimes called the 'flat rate' loan and usually results in an interest rate higher than
the one specified.
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DllICOUIIt or fluid end IDena are loins In which 1he ...... ilI.cebWled 8IId ..,
subtr8Ct8d from 1he principIII first. For~, 8 $5.000 dilcall'1l m.. at 10% for
one yeer would result in 1he borro\uer only receiving $4,500 to 8IIIrt w1h, 8IId the
$5,000 debt·wtUd be paid beck, as specified, by 1he end d 8 yeer.

On 8 .1IeoOUnt Ioen,the lender cIscoools or deducts1he ill8l88l1n 108. n..,the
eff8C11v8 lillerest ratee on discount loins anl UllU8Iy rru:h higt.- (iI feet, IIIClI8

"1h8n double) the specified i.1eiest rates.

Baloon"1mn8 are Io8ns that non118Iy l8QUi&onIy ill8lest~ period,
unti the final paymer1t, when d pr'_1Cip8I is eM lit 0IIC8. They..sam Ii , r lftId
10 as the "last payment due", and have 8 COIICl1PlIIIIII ........ 88 1he ...
payment .108n, but1he due date for repeylng princlpeI may be five ye8r8 or IIIClI8 in 1he
fulln rather thin 1he allIIDmIIiy 90 days or 6 iIlOiilhs for 1he 8lngIit~.~

In aorne eeees a prlncipBI payment Is made each time i ......... paid, but __
the principe! peyil'B iI8 do noI amortise (pay 011) 1he k8l, a IaIge IU'ft Is due at the
loan maturitY diIl8. •

AmortI.ad loMe are 8 peitI8I paymenI plan wtB'8 pert d the m..~ 8IId
i ...... on 1he W1p8Id plilCip&l are repaid 88Ch yeer. The dE IdaId plan d
amottiIaliol".. used in meny id8illi8diate iInd long BrIll .... caIIr tor .....
peyrra.ts 88Ch period, wlIh 8 larger propoition d 88Ch _ICC. I Illig .
repl8se .lIlig pr'_1Cip8I and 8 smaI amount I8pI IE '''11I il1er'e8l

The repeynwit 8ChedUie for 810 year standaid amortIEEclm.. 01 110.000 lit 7%"
pi IS a diEd in IIIbIe 3.1.

The COIIl11ant iIMUIl payment feetln d the 8Inlli1' I cI ......P T to.. 'WIll orr
loan da I dled above, but iMlIveiI Ie88 i 8111 __.. • .. flIIId an, an the
ClUllllIUIdInQ loan b81ance, as wlIh siI 811I. Anal' hi to
debNmllle the reguIiIr payiiB. for an arnortIuclloan. The S1.GUXI ~••
for 1he 10 year loan was dlllemiiaed by UIing 1he ama1' 'I II (AF) d o.1CM
and ~1i"III that by $10,000, 1he face vaJue 01 the~ The for
derlvlilll • llCIIecUe as In IIIbIe 3.1 Is 10:

8) tnt ,. 011 the &nlOI'li8atioIt fac*lr from an lIililOi' " Ii .... b • gMn
i ....est 11II8 agent1he gIvera year 1he......... to 11III

b) cab IIate 1he tdaI fllIYiiWiIlIt the end d 88Ch yeer
c) then, on a year-by-yeer basis, calculate 1he annuaIlni.IlnI". JlIi'j'" an ..

..Ia 108 d the principeJ
d) obIIIIn the annuaJ ..ii1cipeI peyrriInt by .......'" ..... ' 7 ......

i .....from 1he tdaI 8iad-of ,.,. peyntlliil

RIPslit 1he piocedln for 88Ch d 1he,.,.. irMlMid. Now aIM.4lt _ I 3.4.
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Table 3.2 Amortization of a $10,000 loan In 10 yeers by equal annual
installments. 7% Interest

10,000.00
9,276.00
8,501.30
7,672.40
6,785.50
5,836.50
4,821.10
3,734.60
2,572.00
1,328.00

•

Year

1
2
3
4
5
6
7
8
9
10
Total

Unpaid principal at beginning of year ($) Payment atlhe end of the year
Interest ($) Principal ($)

700.00 724.00
649.30 774.70
595.10 828.90
537.10 886.90
475.00 949.00
408.60 1,015.40
337.50 1,086.50
261.40 1,162.80
180.00 1,244.00
93.00 1,331.00

4,240.00 10,000.00

Total ($)
1,424.00
1,424.00
1,424.00,
1,424.00
1,424.00
1,424.00
1,424.00
1,424.00
1,424.00
1,424.00

14,240.00

•

Suppose a new machine is being financed by the Dairiboard of Zimbabwe Ltd with an
18 year $25,000 loan at a 9% interest rale. Obtain an amortisatiOn schedule to show
how the Dairiboard of Zimbabwe Ltd will payoff the resulting amortised loan. (Hint:
the AF is 0.1142).

Cost of funds

Th8
U

cXistof funds (capital) is crucial to investment analysis. Usually',-theplBS8lil value
measures of an investment's economic worth depend on the use of an appropriate
discount rate (or rate of return). The most appropriate rate Is the firm's cost of capital.
This rate, when determined. provides a yardstick for testing the acceptabllity of any
investment; those that have a high probability of achieving a· rate of return in excess
of the finn's cost of capilal are acceptable.

A finn's cost of capital may be estimated through:

a) the use of the Interesl rate attainable by "investing" In lending institutions
(deposits or securities) before taxes as an estimate of opportunity cost of
capital and

b) the detennlnation of the weighted average after-tax 008t of capital, which
reflecls the cost of aD forms of capital the finn UMS. Th8 two basic sources
of capital are borrowed funds from lending institutions and ownership or
internal capital representing profits reinvested in the business.

To estimate the weighted Bverage cost of capital, one needs to detennlne:

a) the present cost of borrowed or leased funds from each 8OlII'Clt
b) an average cost of internal capital BS reflected by the pel centage of equity

in business and risks being taken and
c) an adjustment for income tax effect.

Cost of borrowed capital
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L.enden;' itlt8l8S1 rates vary by type of lender. And since IIWly of theee "Idaa' ....
are keyed to money lIl8Iket concilloll8, preclclllg COlD of boIlCU:NId ""'t thRlugh
time is i ....'llCise. Less <IfficuIty exists when bollOUUers have cOllsid 'ollg 181m
bonowings at fixed rates. NormaIy. 8 rough idea of 1he ....age CllIIt of bellOWed
capilaI for 8 finn is obtailed by dividing 1he total i 1t8l8S1 peid by 1he oonlPEY by 1he
capital bOiiiOuued by 1he same COf11lllI1Y.

ColI of 0Ml8I'8hIp ClIpitlII is more diIIicUt to det.mine ....... of bellOuid •'fillIII
Theoilllicalt. one knows that 1he cost of~ CMj Ial is .. appoIUlly ClllIIt of
piacing the owner'8 finis elsewhere In CllI11l8rab1e risk ....do Gel-air. the
guide for 8sls ~1lI an appropriate ownership cost of capilaI is to use the CD"'."
the cost of eqully or ownership capilaI shoukI be equal to or gil I I .... the CllIIt of
belIO:J8d cepi!aI. •

Using e beisnoe shell or oIher i""'matioli. one 'ClII'I I II I r: the ........ 01 ..
lIOUIal8 of capilaI ile buIIi III Assuning that a oonlfBlY ... e 50% equIly (or..
average about half borrowed and half ownedcapilal over the In; I ••• pedod) the
average CllIIt of capilaI is ll8li.i8t8d as tole idS:

EquIly c:apIlaI bUi/OUbed

B8nk
InIlnnC8 ....liPMY
TOTAL.

(1) '" 01 C8p!BI
50
40
10

(2) '" 01 COlI
0.10
0.08
0.08

W!ipl" COlI (1) x t2l

•
There ere five CIWil8i1Ihip COlD that 6VfK'J Cll/11I8IlY inlxn, nmllly. dip- 'ill ill
ClllllB, iillBni8t 0llllI8, repeIr COlD 18X88, and insInnce CXlIIII. They .. COIlilOily
lefen'ed to as1he "DIRT1 5".

.) D8pr1 , Ian

This is • procedure for aIocalilQ the used up value of dunIbIe '11111 over.. peiJod
th8V ere owned by 1he buslnB11 or LmIII th8V ere 88Iveged By dip......."' ..-.
en aloil8liCll is IIlIIdefor1hedeteriondlon in 1he 188Bt'avalue•• ......01 ...<
and ...,. age and oblIoluOllliCll: Gener8Iy. poperly is depI.)iab!e II is 1.-1 In
busin BII or to eem Income;. W8III8 out. decays, gels used up or bIiccIn-. <ltJecIBlI.
and has • determinable U88fuI Ife of more .... one ,..,., The pCljUb, of ..
original CllIIt to be deprede1ed il any one ,..,. is IIugIIy e II'" of Jur¥1•• and
Ii..llcilll n..1I8gemllnt. Normaly. 1he depnM:jalIorj alaU.iCll1lllr8n ilmy gIvwi ,...
should ieIisct the aclulII dIIcIinII in value of 1he 888IIt ....... I is dB 'gtrad to
IiAJIInce iloome tu8II or the undepieciated value 01 en _ 1&1&c6illlthe .....
value of 1he II88IIt.

There ere four main and acceptable methods of calculating dIIpreciatioIl, i8IIlII)':
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• the accelerated cost recovery system (ACRS) method
• the straight line method
• the .declining balance method
• the sum of the years-digits method.

The accelerated cost recovery system method is a relatively new method of
calculating depreciation for tangible property. It came into use effectively In 1981. As
a method ACRS generally gives much faster write off than other methods because it
has tax savings as its primary objective. It usually gives little consideration to actual
year-ta-year change in value. Thus, for accounting purposes, other methods are more
appropriate.

For tax purposes, property is classified as follows:-

I) 3 yearproperly - automobiles and Iight-duty trucks lM8d for business
purposes and certain special tools, and depreciable property with a
midpoint life of 4 years or less. ,

ii) 5 yearproperty - most farm equipment, grain bins, single purpose structures
. and fences, breeding beef and dairy cattle, office equipment and office
fumiture.

io) 10 year property- includes depreciable property with an expected life
between 10 and 12.4 years.

iv) 15yearproperty - buildings.

The straight line metWocl computes'depreciation, Os, as follows:

where:
OC =Qrlginal COS( or fJaSis
SV .. Salvage value
L .. expected useful life of the asset in the business.

Declining balance Rlethod calculates depreciation as:-

where;
RV =undepreciatecl value of the asset at the start of the accounllng period
such that,. in year 1, RV =QC, and in succeeding years,
RV1.. [RVI-l - Dd,l-l] x R (with salvage value not being deducted from original
value before computing depreciation),
R =the depreciation rate, which may be up to twice the rate of decline, 1IL,
alloWed under straighlline method.

Sum of the year-dlglts method estimates the depreciation of an aseet as follows:-

IDy- RY(~-SI') I
L.--.--=----------

where:
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RY = eslilJBtBd years at US8fuIIiIe I'8l11IIink1g
S == sum at the numbers reprlSS lliig years at US8fuI .. (I.e. for 811_ wIIh
5 ye&rs useful life. S would be 1+2+3+4+5 = 15).

b) In..... costs (ndes) are incuned by B c:oqJ8IIy ..... owned or banu Id funds
are invested in dunIbIe assets, because such mOlley is tied up and CIlIllOl be
used for oIhet pgposas On borrowed money, there .. be a~ illlw8lt
payment, a slancing obligation which roost be met ...dl I. 01 tha IlMII at U88 at
the' asset purchased with the borrowed money. AIllo. 811 ........ at c:t8ge lIhcUd be
calculated on eqlily cepitaI. In tIis case. the c:hluge would be 811 oPPonunIlY
intereSt cost. An annual charge should be made tww.. the money inva III d _
aJtematMt productive uses, which may range from .,...q Intel_ on a ..vllllgB
account 10 IncnJ88lng pmdI 'C!ion.

c) RepaIrs coals are~ variable ClllIl8 Incured on , III 01 ..
IaWI 01 U88 at the BIlIts through weer and tear. Soma clnbIe II I ha .
deterioI8tB with lime awn though they are not used. FelI018, txM", and ....
moving per1B on machinery and equipment are prima .......8IhaugtI thay
del8riOiale 8WII'I more raplcIy with use. '

d) T_ are fixed ClllIl8 1h8t are usudy incurred on ,,_II.MY. txM", and ....
other durable asselS. Taxee are usuaIy not liIIIIIId 10 the IlMII 01 U88 or
proGJctIve senrices prtMded. Thus, any invesb'M" 811III).... Villi...
annual tax obligation assodated with the prop: lid i'nil LIM" wiI be ilClll1.1 II

e) Insuvw- coals are aiso fixed COllIS 1h8t are Incured when a ..
purchased and has 10 be protected again8t .... u lIM• .,.
lenders require 1h8t a financed asset be insured 81 a n I III1t 01 8licuIy tor ..
108n. same opaaba, perlicuIluIy thoee wIh low ecPlY. 8110 01 their
more vak8bIe all'" becaI_ of the strUlthe .. of thoee IJ1J ....
on lhe Iinancial cOlllcltion at the bu8in11l In thl8 ClU'lby. tha 1IlIjor ......
comp8IlIe8 are 0IcI Mutual Insurance and GeneI8I Acddel.. Inuence. MInIt
1IIIIUI'8I1C8, Prudential Insurance. eIc. Now....1_...,' I 3.S.

Keytei"W

ofC8fJIBI
Bu8it1I. ownenshIp COllIS
C8lIh
C8lIh equMaIenl8
C8lIh tIow stal&n8llt
C8lIh paymenIB
Cost of baiconed capIIlII
Cost of equIly capIBf
D8pre' t8IiDn
DfRTI5
FirllIneing
Funds Ull8
Insurance ClllIl8

..__1IIIa8

1m I Uig 8CltJN1.

0pei"'1fI aclMI
Pro forma CIIIh low 7 ,...
Rlpelr 001III
ReIurna on ml bJiiid and
..vlcilfl 01"'101
SOAS
Scuceand..... • 1.01......
SIi illgb feu ' et£Ir modIl
TUBIlon
T...
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Unit 4 - Budgetary control

Unit objectives
This unit is intended to provide:

• An indication and explanation of the importance of
budgetary control in marketing as a key marketing
control technique

• An overview of the advantages and disadvarilages of
budgeting

• An introduction to the methods for preparing bUdgets
• An appreciation of the uses of budgets.

•

•

There are two types of control, ~melybUdgetary and financial. This unit concentrates
on budgetary control only. This is because financial control was covered In detaH in
units one and two, Budgetary control is defined by the In&tiMe of Cost and
Management Accountants (eIMA) as: :

"The establishment of budgets relating the responsibilities of exec::utiV9s to the
requirements of a policy, and the continuous comparison of actual with
budgeted results, either to secure by individual actIon the objective of that
policy, or to provide a basis for its revision",

Structure of the un"

Of all business activities, budgeting is one of the most important and, therefore,
requires detailed attention. The unit looks at the concept of responslbHity centres, and
the advantages and disadvantages of budgetary control. It then goes on to look at the
detail of budget construction and the use to which budgets can be put. Like all
management tools, the unit higldlghts the need for de1ailed information, if the
technique is to be used to its fullest advantage.

Budgetary control methods

a) BudgtIt

• A tonnal statement of the financial resources _aside for canying out
specific activities in a given period of time.

• It helps to co-ordlnate the activities of the organisation.

An example would be an advertising budget or sales force budget.

b} Budi .yCOiillol:

• A con1roI technique whereby actual results are con'Iplired with budgeta.
• Any differences (variances) are made the responsibility of key individuals

who can either exercise control action or revise the original budgets.

Budgetary control and responsfbitfty centers;

These enable managers to monitor organizational functions.
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A responsIbilty ....... can be defined as any funcIion8I unit h•• ded by allBllIgllr
who ill IespoIIIilIe for the activlties of that unit.

TheIe .,. four types of I'8lIpOlI8llilly C8l d8nl:

a) RIft...cerJl8ts

Organizational units in which ouIpIdB are measured in manBtary1IIrms but..
not clreedy COiiifl8'8d to Input C06t8.

b)&peI_c."

IJr)b where qua 818 IIl8lI8Ind in II'IOIlIfIIry ..... but olllplI".. nat.

e) Prdf csrIIIfs

Where perIorrrwlC8 ill rne&8Ur8d by the ciIfeI bl' lin ......
(outpulB) and upenclture (1npuIs). 1nIer~ oIIIItI ....
UlIIng "ban., prices".

d) Ime ' ....cerlti.

Where ouIpUIS are COiIIp8I8Cf with the uuIB enlPkJyed in pracb:Ing ..... Le..
ROt.

There.,. a runber of edvantages to budgeliig and bWgll8ly COiillcA:

• COlilJ! 811 I1W'IIIQIIllellt to thk1k about the future, whk:tI II p ........ IIIlIIt
inpo,...1t ..... of • budg"'ry pIImi1g and COl..... 4 7 'L Foicea
managemsllt to 700k ahelId, 10 ssI cd dlSlled plana far arIlIeulng ..
targeIII for each departrJwlt, qI8llllioi I and (Ide8Iy) ..... m.1IgIf. 10
• __and fiNe the organIIatIon~ and eliec:lur..

• PrOl'noIII8 COOiciliSlion and COI.1IllUI1icatIoo'i,
• CIeerIy deIine8 ..... of '8IJIOl1lliblily, Reqlli-.1MflIICIIi8 of Ill...........

10 be ..... rwponsI:lIe for the achie.emsnl of budglit _gill far ..
qI8la3kJns undsrthelt pelB01Il11 COIlbol.

• ProvIdee a bs8Is for performance appaIsaI {VeIIance -18t;.). A Ill.... II
ballicaly • yardItIck against which acIU8I peefoa...... II III nd and
I" 8'IB~. Con?ro7 ill provided by comparIeons of adUaI ..... _lit
blldgel plan, 0Ipertlns from budget can ttB1 be 1m; I r; 7 rJ and ..
n 18aa. lor the dillerellees csn be cIvIded inIo COl•• • » and non
COIIb' ..hie fal*lnI.

• Enables .8IilSClal action to be t8ken • Vlltencs81i11'8ge.
• MoIIYaI88 "yeas by parIIdpa?iig In the _ig 01 blldg....
• II11lfOWI the docsllon of scarce I88OURl88.
• Ecollon IIII manegement time by using the lIB""" by .",••Mlln

pr;a ICIpIe.

,.obIems In budo8ll..g
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Whilst budgets may be an essential part of any marketing activity they do have a
number of disadvantages, particularly in perception terms.

• Budgets can be seen as pressure devices imposed by management, thus
resulting in:

a) bad labour relations
b) inaccurate record-keeping.

• Departmental conflict arises due to:
a) disputes over resource allocation
b) departments blaming each other if targets are not attained. ,.

• It is difficult to reconcile personaVindividual and corporate goals.
• Waste may arise as managers adopt the view, 'we had better spend It or we

will lose it". This is often coupled with ·empire building· in order to enhance
the prestige of a department. .

Responsibility versus contrOlling, i.e. some costs are under the influence of
more then one person, e.g. power costs.

• Managers may overestimate costs so that they will not be bIarned in the
future should they overspend.

ChatllCtwlstics or 8 budget

A good budget is charecterized by the following:

• Participation: involve as many people as possible in drawing up a budget.
• Comprehensiveness: embrace the whole organization.
• Standards: base it on established standards of perfonnance.
• Aexibility: allow for changing circumstances.
• Feedback: constantly monitor performance.
• Analysis of costs and revenues: this can be done on the basis of product
lines, departments or cost Centers.

Budget organlzetlon and admtnlstndlon:

In organizing and administaring a budget system the following charad8risllcs may
apply:

a) Budget cenlf9S: Units responsible for the preparation of budgels. A budget
centre may encompass several cost centres.

b) Budget committee: This may consist of senior members of the organisation,
e.g. departmental heads and executives (with the managing director as
chairman). Every part of the organisation should be represented on the
committee, so there should be a representative from sales, production,
marketing and so on. Functions of the budget committee include:

• Coordinetion of the preparation of budgets, including the issue of a
manual
• Issuing of timetables for preparation of bUdgets
• Provision of information to assist budget preparations
• Comparison of actual results with budget and investigation of
variances.

C) Budget Officer: Controls the budget administration The job involves:
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.1aisIng bet\'.Ben the budget Wi.i1il1ee lIIllIlIWIIIg8I8lB1Pil1I81l1e tar
blldget preperatlon
• dealing with III idgelafy conlroI problems
• ensuring lhlItdlsS..ani met
• educating people lIbout budgetaJy cOlibol.

d) Seq,«mtnJa1:

. ThIs docunenI:

• ch8IIB the orgeniaatIon
• deI8II8 the budget procedures
• cont8i1s lICQX.IIt codes for ilIBmI at ......... end.....
• timeIlIble8 the proc BB
• cIe8IIy def.1BS the IBSpOlI&ibMy at per80llllrMltued In" tIl-.;I.",
8)EIem.

BudgII' pr...iIIIon

Firstly, detBmlin8 the P1iilc1pe1 budget facb'. ThIs is 8180 known .., til.
f8clor or Ii.~19 blldget flICIOr end Is the flICIOr. which wi! limit 8CItJIIn at en
OOd8.18lcilig. This IimilS output, e.g. lI8Ies, iililt8ll181 or 1lIbour.

a) SaJes IlIIdget lhiII moNes a reelistic .... ro..ut TIlls is ...... in ... 01
each procU:t and al80 in silIes value. Methods at ..... ftII8' .", IncUIe:

--llII1eafon:e'opiNofle- - -

• market reeearch
• sl8'lstIcaI meIhods (COI'RII8tIon anaIyIls lIIllIexa.....' 01_11II)
• I'II8IhematicaI modlll

In UBing the8B _hilIIlU" 00I11id11.

•~ pilcilQ poley
• 911111111 &Cononic and poIlIceI 00I.-c.1I

• changea In the population
.~

• COfIlIUIII8f8' ilCllmll and tutM
• adverllsiig end olher saIII promotion l8ctiliquee
• after BIIIeB 8BMce
• cnlCit t8mII cAncI.

b) Prodl,,*" budget 81lpI'B II I d In quBI ilIIaIIw t8mII only and 18 gl.lId 10......
bl idg8t The prodllcllon rnanager's duties IncUte:

• ....}. 01 plant ulllsati04.
• work-ln-progi I SI til idgBtI

If 1'IQIoWement8 8Wt I I d capacity he may:

• lKtJcoi.bad
• plan for OWl•••
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• introduce shift work
• hire or buy additional machinery
• The materials purchases budget's both quantitative and financial.

c) Raw materials and purchasing budget:

• The materials usage budget is in quantities.
• The materials purchases budget is both quantitative and financial.

Factors influencing a) and b) Include:

• production requirements
• planning stock levels
• storage space
• trends of material priceS.

d) Labour budget: is both quantitative and financial. This is influenced t/y:

• production requirements
• man-hours available
• grades of labour required
• _ge rates (union agreements)
• the need for incentlvas.

e) Cash budget a cash plan for a defined period of time. It summarises monthly
teceiptuncLpa)'llleflts. H~, it highligh!s monthly surpluses and deflcIts of actual
cash. I1B main uses ere:

• to maintain conlroI over a finn's cash requirements, e.g. stDdc and deblIOrs
• to enable a finn to take precautionary measures and arrange in advance for
investment and loan facilities whenever cash surpluses or deficits arises
• to show the feasibility of management's plans in cash terms
• to iHustrate the financial impact of changes in management policy, e.g.
change of credit tenns offered to customers.

Receipls of cash may come trom one of the following:

• cash sales
• payments by debtoIs
• the sale of fixed 8SSets
• the issue of new shares
• the receipt of interest and dividends froin investments.

Payments of cash may be for one or more of the foHowing:

• purchase of stocks
• payments of wages or other expenses
• purchase of capital items
• payment of intarest, dividends or taxation.

Steps In preparing a cash budget
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i) Step 1: set out a pro forma cash budget month by monlh. Below is a "gaBBIe It
layout.

Month 1
$

Monlh2
$

ManIl3
$

Cash nlO8/pII
ReceIp4a from d8I*JlI
SaIBB 01 CIIfIIIaI iIIImI
I..o8nI .8QlIh'Id
PhM:BBdlfrom __,...

Mygl.,C8IIl~

C8sh lIB"''''''PaJfl'I8nlI.tD C1......

W..Md.' 118
loM •...,.,....
CapItal ..........
T8XIdIon
DMdeiIdol
My gl.,CIlIh 8lIPII.....
ReceIplIi ... pe)'l1l8I'"

Op8l'"g CIlIh belallce bIf W. X I
-=C!aI!ng~:-';:.::;rh;;llaF;;";;i"~cIIi;-;;;;;;;i;;ij;'f;;;;;;:W;;;;;X:--__I __---Z,--_
i) Step 2: sort out cash I8C8ipls tram debtonI
i) Step 3: olher ilCOlll8
iv) Step 4: sort out CIIlIttpllymelltB to 'IJlPIsl8
v) Step 5: eslBbIsh Olher cash peymellI8 in the mlII'Ilh

FigIn 4.1 shows the CCJ11)08itiol. of a rr88l8r blldget 81l81y .!
FIgunt 4.1 Compoellkln alallliMlorr budget

OPERATING BUDGETcon.'. 01:.
SUdget~ ace: get:
Pmct........ budget
Ii P .budgIt
I..alluw budgIt
Actr*L budgIt
SlockB budgeI

f) Other budg....•

l1l88e indud8 blldgat8 for:

COl .,. 01
Calhbudglt
8' .......
FWldI. P .1Mt

• id.jllsbarlbl
• I8lIlI8ICh 8I1d deu Ilopm8"l
• seIing 8I1d dlsIrIlUlIun upenIII
• capIlaI exp8ld1Ln8
• working capIlaI (debloIlWllnl8111 and creclitols).

The rnesl8r budget (figure 4.1) lusbates this. Now atl8lilpl ...... 4.1.
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Exercise 4.1 Budgeting I

Draw up a cash budget for D. Sithole showing the balanca at the end of each month,
from the following information provided by her for the six months ended 31 December
19X2.

a) OperJing Cash $ 1,200.

2001 2002
Sales at $20 per unlt MAR APR MAY JUN JUL AUG SEP OCT NOV DEC JAN FEB

260 200 320 290 400 300 350 400 390 400 260 250

Cash is received for sales after 3 months following the sales.

c) Produclion in units: 240 270 300 320 350 370 380 340 310 260 250
d) Raw materials cost $51unit. Of this 80% is paid in the month of production and 20%

after production.
e) Direct labour costs of $8Iunit are payable in the month of production.
f) Variable expenses are $2/unit. Of this 50% is paid in the same month as production

and 50% in the month following production.
g) FIXed expenses are $4OOImonth payable each month.
h) Machinery costing $2,000 to be paid for in October 19X2.
i) WiD receive a legacy of $ 2,500 in December 19X2.
j) Drawings to be $3OOIrnonth.

An ex",!,pIe~

A sugar cane farm in the Lowveld-district may devise an operating budget as follows:

• Cultivation
• Irrigation
• FJeld meintenenca
• Harvesting
• Transportation.

WIIh each operation, there win be coats for labour, materials and rnacl'Ilnety usage.
Therefore, for e.g. harvesting, these may include four resources, namely:

• Labour:

~
-sundry

• Tractors
• Cane trailers
• Implements and sundries.

- Having identified cost celltres, the next step will be to make a quantltallve calculation
of the resources to be used, and to further break this down to shorter periods, say,
ona month or threa months. The length of period chosen is important in that the
shorter it Is, the greater the control that can be exercised by the budget but the
greater the expense in preparation of the bUdget and reporting of any variances.
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The quantilatiYe budget for hani8l\tilill may be c:ak:ldflted aslhown in__4.2.

Figure U QuanUblll.. h8n:...Ung budgII

Hanill"ng 1st querter 2nd qtJ!Illlr 3rd ....... 4119--
l.8tIcU
Cut*Ig nI 9.ooo~ 1s.ooo••• ll1,OOO.....
&my nI 300 IlIWl claYB 450 IlIWl dIJlI .......,.
Trac1Dr8 III 6301IllIn 1.100"'" 700hDIn
Cene lnIIIerI nI 9.000 tlJrIr-. 18,000...... .....ooס.ס1
Imp, & 8U'd1II III 9.ooo~ lS'OOO ...... .....ooס.ס1

Each 18m Is IIl88IU8d in cIffenn quentltaIMt unIla - toI•• at CIIM, 11IM.,. eIc.
and d8pel1dl on ilClvldual iucVl61t of which II lhe belt ... II) we. .

Once !he blidget in QlMI'IIIlIdive I8mlll hils been~... unI CXlIIIlI C*' be
alloc:lded II) lhe indIvicluaIlterns to arrive at a budget for han: Ii... i\1iI.1CiII ......
as 8hClWn in IIBbIe 4.2.

In 18bIe 42 tracb'a hIMIa ...oost of $7.50 per .... - ...... "lnol:ba haw.
whole range of costs Ike fuel and oil, repelrs 8I1d rnUrIIn8nce. drMr...........
tax 8I1d ln8urance and depreciation. Some oflhe costs ... till8d, e.g. drip- I 1 CJiI
and lnsunmce, whet8u some V8IY dInlclIy wilh ... 01 .. trBGb. e.g. full -.It 01.
Other costs such as repairs are~ 8I1d may be V8Iy high or low - an.Ii. '1_~ bu8I:I on pul8llf181ie1lC8.

.... ,..U8 ling IN G08l

$0.75 per tonne
$2.5Oper.
$7.50 perltour
tD.15 per tonne
tD25perlDnn8

8,750
750
4,725
1,350
2,250
$15,825

12,000
1.125
8,250
2,400
4,000
127,775

So, OIl." qJ8ldli ... COlt atlhe tr8clIOr for !he ,., may be bllltgilul as"". infigIn........ '

"the lnoiADr Is UI8d for more then 1,000 holn ......... be an OHf-l8OlJ AfY on
Il8 qJ8latiollal costs and " U88d for Jeas then 1.000 hour8 wII be under-
11MlOUWIY. i.e. in lhe fintt in8t8nce making an iit8mal 'prdIl' and In ooud a 'IolIa'.
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Figure 4.4 Tractor costs

FIll8d costs Depreciation
Licence and insurance
Driver
Repairs

Variable costs Fuel and 011
Maintenance

No. 01 hours used
Cost per hour

Unit rate
($)

2.000.00
200.00

100.00 per month
600.00 per annum

2.00 per hour
3.00 per 200 hours

Cost per annum (1.000 hours)
($)

2.000.00
200.00

1,200.00
600.00

2,000.00 '
1.500.00
7.500.00
1.000.00

7.50

• The master bUdget for the sugar cane fann may be as shown In figure 4.5. The
budget represents an overall objective for the fann for the whole year ahead,
expressed in finencial terms.

Table 4.5 Operating budget for sugar cane farm 18X4

1st quarter 2nd quarter 3rd quarter 4th 9lo8I!6! Total $
RlMIrlue from cane 130.000 250,000 120.000 500,000
Less: Costs
Cultivation 37.261 48.268 42.368 55.416 183.313
Inigatiol'I 7.278 15.297 - 18;473 -11;329 52.3n
FIeld rnU1tenance 4.826 12,923 15.991 7;6J2 41.002
Harvesting 15.825 27,n5 17.875 61,475
TranspOi ralion 14,100 24,750 15,750 . 54.600

49,365 106.413 129.357 107.632 392,767
Add: Opening valuation 85,800 135,165 112.240 94,260 85,800

135.165 241,578 241,597 201.892 478.567
Less: Closing valuation 135,165 112,240 94.260 90,290 90,290

• Net crop cost 129,338 147.337 111,602 388,277 IGross surplus 66.200 102,663 8.398 111,723
Less: QverIteads 5,876 7.361 7.486 5,321 26,044
Net plOtiltess) (5.876) (6,699) 95.1n 3.0n 85.679

Once the operating budget has been prepared. two further budgets can be done.
narneIy:

i. Balance sheet lit lhfJ end at the year.
ii. Cash flow budget Which shows the amount of cash necessary to support the

operating budget. It is of great importance that the business has sufficient
funds to support the planned operational budget.

ReporUng back

During the year the management accountant will prepare statements, as quickly as
possible after each operating period, in our example, each quarter. setting out the
actual operating costs against the budgeted costs. This statement will calculate the
difference between the 'budgeted' and the 'actual' cost, which is called the 'variance'.
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There are many ways in which management lIClllU1lII c:en be pn1p8118d. 1'0 COl...

with oure~ of harvesting on the sugar cane farm, lIB"'''''' accomIs at the
end of the third quarter can be presentBd as shown in ftgurv 4.6.

Figure 4.8 IIanegemant 8CCOUIIIS • c:wtII .J 'nat IIudgII ....
Management accounts for sua- cane f8rm 3nI 11X4

3Idql!l!lr V_to...
AcluBI . Budget V••a Al*III &.., ~....

IIBm ..UI ling

I.lIbour
-CullIng 12,200 12,000 (200) 19._ 18,750 (310)
-SwQy . 7~ 1.125 383 1,584 1,875 291

TI8ClIDI8 9,375 8,250 (1.125) 13,500 12,175 (52S)
C8ne trail I • 1,678 2,<COO 722 2,505 3,750 1,245
Imp & lUldrIwI 4,270 4.000 (270) 8,513 8,2llO (2I8S)

28,265 2:7.775 (-) 43,182 43,8lIO as

• Here. acII8 han;eslilll C08I8 for the 3n:l quertIBr .. $28,286 1IgIiI" a ..... of
$?:T.775 indicaIlIllI an increase of $490 wtWIat the CUIl'UaIiII'e tIgunt for ..~ to
date shoJ0t8 an overaI saving of $438. It appeena that 8CIUBI COIla ...
budgeted C08I8. so the hafteslilll operations .. prtlCBB ling wlIhi'I .. bUI" ...
and setisfa(;b'y. However. a further look may nMl8I that tis may nat be ....
The IlIIdget was based on a cane tonnage cut 0116.000 toI.... in the 3rd quMIr end
a aJmUIative tonnage of 25.000. If these tomIg8I have '-' echiet18d .....
stat&melIt wi! be salisfac:ay. If the actual prodIlCtion _ nu:h IlIgt.-e.n IMD<i III tI
then these costs repl'ellnt a very consldenabIe saving though arlit a~
saving is shown by the variance. Similarly. If the 8CIUBI toI _ligIlItcw1lIy ....
than budgeted, then what is idc:a18d as a rnerglneIlavlllg in ....lOlI may, in
tact. be a COIl8tden1b1e OV8fIP8Idng.

•
Jullto slide that 1her8 is a vertence on a particular 11Im 01 .......de-. nat ....,
I'Il88n a klt. Moat COItB .. ~lBtI 01 two Ilen.a-" qI8lIlJ .... end ..
price per unit. A variBncB bet\ullI"I the actual 0CIIt of en 11Im end .. Ill..I" tI CllII
may be due to one Of belCh 01 these faclor8. Apperent Sill 7 1Iy baI sen Ill." led
and 8CIUBI C08I8 may hkie sigl ilicant CXJrI1)8I1S8Ii1Il1 varisnc8s b8II ssn price end
usage.

For 8lf8II1lI8. uy lis btr'-gsled to take 300 man day8 at $3.00 per...dIy - giving a
tola/ budge'l tI 0CIIt 01 $900.00. The actual 0CIIt on conllllllcn _ $875.00, Ilwmlng
a saving 01 $25.00. FtriIer im Isligations may nMl8I that the job took 250 clap
at a ddy rate 01 $3.50 • a favourable usage vertence buI a very price
variance. M8negemBnt may .....eftHe need to 1m; u...,." ..... 1igI ...
revealed by further anat;'8ls. which a CQI'I1J8J'Ison 01 .. toIaI COIla WlIUId nat have
revealed. Price and USBgS variances for major items 01 .......cIscl III tI below.

I ......

The dJJerenC8 bet\ullI"I acIulI/ labour C08I8 and budglll tI Of II idso'd labour COIla Is
known as direct wages variance. This variance may arise ciJe to a diffw.1CS in ..
amount of labour used or the price per unit 01 labour. I.e. the wage ndI8. The direct
wages variance can be spit into:
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i) Wage rate variance: the wage rate was higher or lower than budQeted, e.g.
using more unskilled labor, or working overtime at a higher rate.

Ii) Labor effiCliency variance: arises when the actual time spent on a particular
job is higher or lower than the standard labor hours specified, e.g. breakdown
of a machine.

Materials

The variance for materials oost oould also be split into price and ueage elements:

i) Material price variance: arises when the actual unit price Is greater or lower
than budgeted. Could be due to inflation, dlsoounts, alternative suppliers etc.

Ii) Material quantity variance: arises when the actu81 amount of material used
is greater or lower than the amount specified in the budget, e.g. a budgeted
fertiliser at 350 kg per hectare may be increased or decreased when the
aetuaI fertiliser is applied, giving rise toa usage variance. '

Overh..ds

Again, overhead variance can be split into:

i) 0verf1ead volume variance: where overheads are taken into the oost
centres, a prodUclion higher or lower than buQgeted wiD cause an over-or
under-absorption of overheads.

ii} Overhead expenditure variance: where the aetuaI overhead expenditure is
higher or lower than that budgeted for the level of output actually
produced.

calculation of price and useg8 variances

The price and usage variance are calculated as follows:

Price variance :: (budgeted price - actual price) X actual quantity
Usage variance :: (budgeted quantity· aCtual quantity) X bu eted price

Nowa~ exercise 4.2.

Exercise 4.2 Computation of labour variances

It was budgeted that it would take 200 man days at $10.00 per day to oomplete the
task costing $2,000.00 when the actual oost was $1,875.00, being 150 men days at
$12.50 per day. calculate:

i) Price variance
Ii) Usage variance

Comment briefly on the results of your calculation.

Management action and cost control
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Producing ilomlation in management llCCOIning form is upelllM in 1ermS 01 lie
time and effort irMlIved. h will be very wa.stefU if the i dorm8llo11 once produced is not
put into effecli\18 use.

There are five pertB to an effective cost COI"oj 8Ji III m. These 818:

a) prepanIIion cI blldge18
b) comrruliceting and agnMIing budgelI wIIh .. COIICllm8d
c) haWlg an 8CCOIA1ting system thet wlInlCOId .. ecIu8I COlD
d) p1ep8iilg stat&nenIB lhBI will CClI'I1J8'8 acIuII COIIII witt tKdg III. 8c*"
any Y8rie11C88 and ciscloeing the 1'88801I11 for them, end
e) tBking any epproprialIl action belled on the ......,. cI the VIIIIIr... 1n d)
ebO\I8.

Action(s) thai can be taken when 8 signIlicent V8rilIlnce ...been I i 'lit.."lei
on the netunI cI the veriIInce iI&eIf. Some Y8rie11C8I can be id8I to a .......
depsrtment end It is wIIhIn thet deperlmenl'8 COI..aI to tlIke ClOInIC:IMs ecIon. oe
veriance8 might prow to be much more cIIIIcuIt, end 8llITl Ui_:iu4A'l ..... to
COI..aI.

Vari8l1C88 nMIlIled are ~111'iic. They show.. 1ilpperi8d 11I8I rnonI1 or .... quMIr
and no IU'IIOl.I1t cI aneJysis and disct Ilion can ..... that. Hoc,,_. Iley c.'i be ....
to irAIenee rnanagerIlIJ ecUon In fuIIn periods.

zero base~ng (ZBB)

.. _. After a budgelfilg system ... been in qJ8Ietlon for some time, thent Is a ."iCf for
next )'8IiI'8 budget to be justified by ......108 to the ecIu8IllMIIII being ecIiIeaed at
pnn It In fact this is pert cI the tInancIsJ ......,. d!Ia III It 80 but the Pft4IW
eneIysIs prot III lBk88 into IS«lCOW1f .. the cherlg88 wNch should .....
llCIiVitie8 01 the COIillJ8l1Y. EVWl using such an eneIyticeI bue. eome I II lind
thet h· I "iC8I~ and perticuIiuty the c:unent IlMI cI COiiIIlI". on
resources. can inhIbiI reel)' lnnovatiYe changes In blldg." ThIs c.'i __.....
haildicllp for the busIi III 1Jece!. the bedget should be the Iret ,.., 01 lie IorV
....... plan. Thus, II changes are not 8lsrted In the budget peilod, ... becIlIId for
the businlll to mske the progi III necl81ary to ecNeve 1oiig8f term obje*-.

One way cI breeldrV out cI this~be~ U19 problem Is to go bedt to t •• end
delIllap the beIdget from an 88aIfI1lIlon cI no exlstiilg .-clUIW8 (lhet Is, • -.0
bue), This means .. Al8ClURl88 wlI have to be jusIII8d and the elM i way cI
achIewilg 811'/ specified objedivelI wII have to be COIilp858d wIh the I' r..... For
8llJUI1lIe. in the ..... area. the current existing field ..... foroe .. be 19rIoied, end
the optinun way of ad1ilMng the ..... objec:IIv88 In thBI J*fIcuIsr rraW for lie
pertIcdIr goods or 88l'Wice8 should be delIBloped, ThIs mighI nat Inctude .", field
..... foroe, or • cIlfeI8Id-sized team, and the CXlIl"'*'Y 1han ... to pIsn how to
inlplem8llllhls new sbaliigy.

The obvious problem cllhIs zero.base budfI8Illlg POCIIT Is" FIlII" ...... 01
RWllIg8IIsJ tme "TIlted to ceny out the .....clll.llence, .... COIc..,ill CMY aut
the lui process fNfKY five ye8I8, but in that year the III c.'i "iiOlt grind to.
heIt. Thus, an allematlve way Is to look in cIspIl at one cI the busii III -=t'i
year on a rolling basis. so that each sector does a zero base beldget every five yeaJ8
or so.
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Budgeting
Budgetary control
Budget preparation
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Unit 5 - Information for decision
making

Unit obfectives

This IA'Iit is inleIlded to provide;
• An 0WII"Jiew Of the s1emenla requhd 1Dr........ to ..... IIfuImm

declsIoilS among alt8rrIalIwI~ d ecIlon
• An explanation d the l'8IlMInt COlD for de' '... , m.........'U... IJUIPllIII

• The consIruCtion d Cost·VoIume PnAl • iii) ••• and 8l "I"'"
charIl!l and their IJIlIfuNIIIn deciIb1l1l111dng

• The factonI affecAi'U the 8COilOl1ic diakl8 d ...... to .....
COflipOll8l'll8 in-houIe or buy tram ..2I.

• How to IIl8ke dIcisicJolS on lIhnhi_ ,or +' ' ibIS to
procllct lines or ranges,i'~ to ,..,••11111 a

The need for a cItM H]n ari8e8 in bulinlll "'cal.. a IIi8rlIQer ......... P1cA1Mn
and aIt8n'181iV8 counI88 d action are ava......... in dedcII'U which opIon to moe- he
wiI need all the id\ll'm8lion which is l'8IlMInt to his ctec:IIIoo; and he ...... have 8OIIi8
criterion on the basis d which he can choolle the best aIliI1'i8IM. Some d the .....
affecting the dedsion may not be expI.-f In monetary \IUIe. I_ICe. the IIIMIIIg8I'

,wiI t:.m-iO 1IIlID_~.I!aIMJ'judgemeI~, e,g. In deckII'U which d. two pal......
should be pnlmOt8if to a rriar1ag8iIaI poelI/On. Ai ~quenlilaIMt' d8lJIll ... 0I'l the 01.-
hend, Is POSlI'Ie when the various factols, and re11lll01lsl1I118 W 11ft ..
m.surabIe. T11llI ... wII 0lll1Cili1b... on quenIiIalMi eM! "'lOIS 0I'l cilia
axprnud in l1IClIi8IaIy value and r8lllli'U to COlD and 1'8V'Ml.I88. m nd by then.ilIgeIn8Il1 8CCOl.IrII8N.

Structure of the unit

Often "llIlow t! -," • i ........alld by mark8Iara • being •• II .....
inIomi8lion, 1101..-, r.1I8m8I" sources are just • i'........1Io none mont eo ...
fin8ncillI IlIfo,maliclIL The unit IooIcs at the reIevanI alll'hM'" d COIlt for dIJi 11I011
fIlfIIcing, th8f'I IooIcs at the various t8cl1f1iq~ including bil..re , 5 at.
iliPOflllnl bulinlll d8dsiDi1S are whether to soun:e CIllqlOf i*,"1SIIy or have
lhem broUght in tram Olllside. and whether to Olllili.. wlIh opel .., 1IPIl1.
Ufl8OllliOllic. The unit examIn8s the techniq~UIl8fUIIn heIpi'U to «W:isiona in
these ....

E'eme..1S of 8 decision

A qwri1111111118 de' tab, P1dl1em 1rMlIwJlI six pertB:

a) All obtecdve thrIt C8II be qlianlilad Somlll". refslI" to • 'dioIc8
ailslioll' or 'objecttve fullCtion', e.g. maxim II ilion d profit or 11••1'1 r Wi d toIII/

costs.
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b) Constraints Many decision problems have one or more constraints, e.g.
limited raw materials, labour, etc. It is therefore common to find an objective that
will maximise profits subject to defined oonstraints.

c) A range of alternative courses of action under consideration. For example,
in order to minimise costs of a manufactUring operation, the available
altematives may be:

i) to oontinue manUfacturing as at present
ii) to change the manufacturing method
iii) to sub-contract the work to a third party.

d) Forecasting of the incremental costs and benefits of each alternative course
of action.

e) Application of the deaslon criteria or objective fUnction, e.g. the calculation
of expected profit or contribution, and the ranking of alternatives.,

f) Choice of preferred alternatives.

Relevant costs for decision making

The costs which should be used for clecision making are often referred to as 'relevant
costs'. CIMA defines relevant costs as 'costs appropriate to aiding the making of
specific management decisions', .

To affect a decision a cost must be:

a) Future: Past costs are irrelevant, as we cannot affect them by current clecislons
and they are common to aU alternatives that we may choose.

b) Incremental: ' Meaning, expenditure which will be incurred or avolcled as a~
of making a decision. Any costs which would be incurred whether or not the
clecision is made are not said to be incremental to the decision.

c) Cash flow: Expenses such as depreciation are not cash flows and are therefore
not r8laVBnt. Similarly, the book value of existing equipment is irrelevant, but the ,
disposal value is relevant.

Other terms:

d) Conmon coats: Costs which will be identical for aU alternatives are irrelevant, e.g.
rent or rates on a factory would be incurred whatever products are produced.

e) Sunk costs: Another name for past costs, which are always irrelevant, e.g,
dedicated fixed assets, development costs already Incurred.

f) Committed costs: A future cash outflow that will be incurred anyway, whatever
decision is taken now, e.g. oontracts already entered into which cannot be
altered,

Opportunity cost

Relevant costs may also be expressed as opportunity costs. An opportunity cost is the
benefit foregone by choosing one opportunity instead of the next best alternative.

Example
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A compeny is considemg pubIlshing a Iimil8c:I ecItion book bound In a ...".. ...... It
has -in stock the leather bought some~ ago for $1,000, To buy .... equWe', III
quantity now would cost $2,000. The 0llIl1P8l1Y his no plans to Ul8the Is &'her for dMr
purpcsa&, aIlhough it has COIlsider8d the pcssDlilie6:

a) 01 using it to cover desk furnl&I*Igs. il repaeen.1I foroa......11I which
oouki cost $900

b) b) 01 seIIng it if a buyer could be found (the proc B a ...1DbIyto 8liiGS sli
$8(0).

In c:aIcl*l*lg the IikllIy profit from the JlRlIXlI aII book bIb8 t9'... to go ...
the project, the Iealher would not be ell stall at $1,000. The COlt _ Incuned il ...
for acme reeson which is no longer I8Ievant. The Iealher exiIIIt8nd oouki be uaed on
the book wilhout incurring any spedfic cost il doing so. In using ........ on fie
book, however, the~ willoIe the opportIftIIes 01 eitherdIt-.. 011 for $8lIO
or 01 using it to save an oulIay 01 $900 on desk fIaonIst*lgL

The betIer 01 thesa 811emati\w, from the point 01 view 01 ........ from .. ' ,*, II
the latter, "LoBI appCII1UnIty" cost of $900 willtl8iefOle be ilcilldlld il .. COlt 01 ..
book for decision I'IlIIdiIg purpc&S&

The relevant cosIS for dlIcision purpa Ial wiI be the un 01:

I)

H)

'avojrWllp outlay cosIS', i.e. thoee COIt& which wII be iIcumId en, ...
book project is approved, and wiI be lMllded lit II not
ii) the opportunity cost of the Iealher (not i8pi SI ardlld by My ouIIIIJ COlI
il COI118C1ion to the project).

•

This tDC8I II a true repi"lI I S iIlidIool oI'8ClOI1Cli"M: 00It.

Now.....¥Jt ....' I S 5.1.

ExeKIi. 5.1 RI'IV8IIt coats end opportunIlJ coats

mg' I IntiJsIries LId. has been approached by a CUlIbn. who ...
job to be done for him, and is wiling to pay $80,000 for I. The jab fie
rolIowi.. rrIIdBitaII.

A 1000 0 18.00
B 1000 800 12.00 12.50 15.00
C 1000 700 13.00 12.50 14JJO
o 200 200 14.00 18.00 19.00

a) MaterIal B II uaed regularly by Zi.VUS InduIIri8a Lad. end • WliIlI 01 B..
required for this job, they would need to be .8pIIIced to meet obr
prodllCtion d8rrdiidI.

b) MateriBII C end D are il 8Ioc:k clJe to pieuiOl.ower~ end they haw
resbided use. No other usa could be found for metsrlll C, but fie WIlls 01
material D could be usad in another job as a substib. for 300 unilB 01
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material E, which currenUy costs $15 per unit (of which the company has no
units in stock at the moment).

Calculate the .relevant costs of material for deciding whether or not to accept the
contract. You must carefully and clearly explain the reasons for your treatment of each
material.

The assumptions In relevant costing

Some of the assumptions made in relevant coeting al'8 as follows:

a) Cost behaviour pattems are known, e.g. if a department closes down, the
attributable fixed cost savings would be known.

b) The amount of fixed costs, unit variable costs, sales price and sales demand are
known with certainty.

c) The objective of decisiori making in the short run is to maximise 'satisfaction',
which is often known as 'short-term proflf.

d) The information on which a decision is based Is complete and reliable.

Cost-volume proftt(CYP) analysis
,

CVP analysis involves the analysis of how total costs, total revenues and total profits
are related to sales volume, and is therefore concemed with predicting the effects of
changes in costs and sales volume on profit. It is also known as 'breakeven analysis'.

The technique used carefully may be helpfUl in the fOllowing situations:

- -a)-BUdget p/anrilng.Tfie voTume ofSilles reqUired tOrnake a profit (breakeven
point) and the 'safety margin' for profits in the budget can be measured.

b) Pricing and sales volume decisions.
c) Sales mix decisions, to determine in what proportions each product should be

sold.
d) Decisions that will affeetthe cost structure and production capacity of the

company.

.The beaIc prinel_ 01 CVP analyal•

CVP analysis Is based on the assumption of a linear total cost function (constant unit
variable cost and constant fixed costs) and so is an application of marginal costing
principles.

The principles of marginal costing can be summarized as follows:

a) Period fixed costs are a constant amount, therefore if one extra unit of product is
made and sold, total costs will only rise by the variable cost (the marginal cost)
of production and sales for that unit.

b) Also, total costs will fall by the variable cost per unit for each reduction by one unit
in the level of activity.

c) The additional profit earned by making and ee1ling one extra unit is the extra
revenue from its sales minus its variable costs, i.e. the contribution per unit.

d) As the volume of activity increases, there will be an Increase in total profItS (or a
reduction in lossas) equal to the total revenue minus the total extra veriable
costs. This is the extra contribution from the extra output and sales.
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e) The 10lBI profit in a period is the to4BI ...-.. rrInus • tal8I wriIbIe COlt 01
goods sokt, rrInus the fixed cosIs 01 the period.

x
00
X
00
X

•

ExaM._ brllIl..... cIwIs and PN chall.

Sabte Prod&/CIs Ur1 makes and seIs a single procb:l The COlt Is S3funI and
the varIabI8 coat 0I..-ng is $1A1lit. fixed COIlS taIaI $8,000 and price is
$8.

8abre Products Ltd. blldgela to inIIce and eel 3,800 LIlIIa in ,..-.

Draw a bnIlikev8n chert, and a PN QRIPh, each 8Ilowing" 01 Qt.....
and 88Ies required to bnl8keven, and the safely margin in.. hKlget.

SolutIon:

A break..... chart I8COI'ds the amount of flx8d 00lIl8, verIabIe CClII8, 1DIII COIla and
10lBI~ at at vdlIrMs 01 sales, and at a gIvIII'" price 88 kill: us:

figure 5.1 B..III."'" cIwt

•Re.......
21.8CJC) --.----.---.---.

18.~

8.000

i
l ~....
o •

J.- Meilin-J. ~ .: SafeIJ :. .
: I•: :

0

' i
:

1.000 2.000 3.000
OUIpui JSaIN un" 3,800

The 'bre8Il8V'8n ponr Is whent I'8Y8I1U88 and toIaI coate .... _ ..-.80'"
is no proIII« 1018. It rnBy be exprB&8Bd in term8 01 LIlIIa 01 ... « in tsnna 01 ....
nI\oWlU8. R&D tIrg from the graph. the br8ak8vIII point Is 3,000 LIlIIa of .. and
$18.000 in... nMI'IU8.

The 'n&git 01 safety' Is the amount which acIU8l otJlptNslIIea may fBI 8Iat 01 ..
budget without a loss being made, often explBBBBd as a p&l08I1ti1ge 01 .. bl~II.J

saJes wUne. It is a rough rne&Stn of the risk that Sabre PnxIIICIa night II1IIIke a 1088 •
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it fails to achieve its budget. In our example, the margin of safety is Calculated as
follows:

Units

Budgeted sales
Breakeven point
Margin of safety (MOS)

•

As a percentage of budgeted sales; the

IMOS. 600
, 3,600

=16.67%.

A high margin of safety shows a good expectation of profils, even If 1Jle budget is not
achievec/o

The ProfIt/VoIume (PN) graph

The PN graph is similar to the breakeven chart, and records the plOfit or loss at each
level of sales, at a given sales price. It is a straight Une graph, drawn by recording the
following:

i) the loss at zero sales, which is the full amount of fixed costs
li) the profit/(Ioss) at the budgeted sales level.

The two points are then joined up. In our example above, the PAlgrlIph \\IIOUId look like
this:

Figure 5.2 The proftt:volume(pN) graph

•
s'

1,200

•

..'

.'
•

The breakeven point may be read from the graph as $18,000 in sales revenue, and the
margin of safety is $3,600 in sales revenue or 16.67% budgeted sales revenue.
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The 8iilhmetic of CVP analysis

a) To calculate the breBkeven point the foIIDwi 19 formuIll_11 I:

l...;s;..-.-.;.v..;.+.;.F.;;at;..the;;.;,;..break==8l.;.;WJn;;.;.:;;I>,;;;oinI;.;.;..:.. .....1

where:

s-"'nwenue
V - veriIIbIe COII8
F - fixed COII8 (80 that V+ F - tot8I COII8).

~..:.;(S;"'-..;.,jl?~.,,;..F 1

At the breekewln point, total contrIlUlIon (5 - V) "91 ' tha ........ GIa.dCllIIIII (F).

b) To calCldate the amount of sales nB uled 10 achIewe a t8ig8I pall .. IllIJ: .bl9
formula &ppMBS'

I..:S;.;;;_...;.V...;.+.;.F..;.+.;..P ----JI
lteefole.

1~(s;..•...;"V)t..,;;..;,:;(F...;+..;.P)!.._ 1

To 88m a t8iget profit. the tot8I contrIlUlion (5 - V) nul be 8UIIIcIIN to ClMI' ...,
coets pIua ..amount of profit reqWred (F + P),

Now aIlIIIil'" 8181'C'1 5.2.

NdIcMJ Ul1 nwU8c:tIn8 a single procU:t. wtich has a _liliie COlI G1 ....GI $MInI
and a sales price of $121un1t Budg8Ied fixed COII8 ani 124.000.

Calculate the volume of sales that would be requhd to achIewe ...... b~

a)81tAkawn
b) fain a profit of at Ieut $8.000.

The CXlIlbibuliol..... ratio (as raIlo)

The as ratio 8hoas how much contrIlUIIon Is eemed per $1 of ........ IMI8d.
Since cosIs and sales revenues ani Iineer fullCtioi.. the as raIlo 18 CXlI_'.nI III an
IeYeIs of ouIput and saJes, It Is used SOf1iiiltimeB as a milUU18 of p&lfom&:ce or
profitability, and in CVP anaJysis to calculate the saJes required 10 brB81t8ll8ll or ..... a
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target profit or the expected total contribution at a given volume of sales and with a
given CIS ratio.

As an alternative method of calculation, the breakeven point In sales revenue is
calculated as follows:

IRzquITtIdCt»It1ibu1to1l J1bd com~ ISr_ • CI SratkJ

Similarly, the sales volume needed to achieve a target profit is calculated as follows:

, ~tIdcmr6ullal • J1Ixvdcom +}1Oflt

CISr_ CISratkJ

In exercise 5.2, the CIS ratio is ,
.'

S4 1
-.or33-%
$12 3

a) The breakeven point Is therefore

(
" Req1md CGIItIibulion • $24.000
. C1Smlio 33.1(%

•

Required sales to breskeven

= $72,000 or divided by $12 =6,000 units

b) To achieve a target profit of $6,000 the required sales are calculated es;

·f_~_··_ClXIIIi_·buli_·_OD_._$3~o.o:...00--"; ..J1 I. C/SAtio 33.1(%

=$90,000
or divided by 12
= 7,500 units

Uake or buY decisions

A company is often faoed with the decision as to whether it should manufacture a
component or buy it ouI8ide.

Suppose for example, that Masanzu Ltd. make four components, W, X, Y and Z, with
expected costs for the coming year as follows:
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w x y z
1,000 2,000 ",000 s.ooo
S S S S
.. 52 ..
8 9 .. 6
2 a 1 2_________M__.....Jl....__Z__......12 _

Direct fixed costBI8IlIlUm and COIi.hllled fiIr8d COlts ant .. tole us:

1.000
1ncumId.. adIr8ct~ of nIIIIdng X
1ncumId.. a dIr8ct~ ofmalllng Y
1ncumId" adIr8ct~ of nIIIIdng Z
Olher cornrnIDBd IIlI8d COllI
________________.........i.-_

A SUbCOhbac:tor .. oIfwed"to supply uniIs W. x. Y and Z lor $12, $21, $10 8Ild $14
i9Sp8dfvely. .

SoIuIIon end dla:uliion

a) The r8IIMInt COIII8 818 the ~d181 COII8 beIMien iII8Idng buying. They
consist 01 ........ i1l1'1il varlllble COIII8 plus dfI'........ iI d1i6i:tly tiIl8d
costs. & IbCOIlbacAilg wi! reUt iI eome savings on tiIl8d CllIl.

w X Y Z
S S S S

INvarIIbIe-'of ftiiildl.., 14 17 7 12
IN_1aIlIe CliIt of~ 12 21 .m .H- (2) :! I I
Annual~"i.'" iI iDIII 1.000 2,000 4,llOO 3,000
Exlra _1IbIe-'of~ P8I' IIIIiUIl (2,000) e.ooo 12,000 e.ooo
FiIBI-'8lMd by~ 1.lllID A&IIlI I&IIIll I&IIIll
Exlra 1DlIiI-' of buying QJ!I!R) - ~
b) The Cllft1lIUIY would save S3,OOOIanrun by .......*....19 Cllli......iI W....

$2,000Ianrun by UH:olb....1g COI1lPO/181d Z.

c) In this example, i8IEMint COII8 818 the varlllble COlts 0I1i'i-hlue IiWIIIdn" ..
variable COlts 01 UH:olblded oolls, and the 88WIg iI fixed COIiIL

d) Other ilipOl18nt COII1lidendions 818 .. tole ,..

i) If compoollhl8 Wand Z 818 .......Ib&tt&d, the COI.iP*1Y wi! have .....
cspecIty. How should that sp8i8 capecIIy be picAlbly U8IId? Ive thenl
hidden ber".efi1S to be obtained from sub-ClllIlbacAilg? WI thenl be
res8i1billlo1t from the workforce?
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i1) Would the sub-eontractor be reliable with delivery times, and is the quality the
same as those manufactured intemally?

iii) Does the company wish to be flexible and maintain better control over
operations by making everything itself?

Iv) Are the estimates of fixed costs savings reliable? In the case ofproduct W,
buying is clearly cheaper than making in-house. However, for prodUct Z, the
decision to buy rather than make would only be financially attractfve if the
fixed cost savings of $8,000 could be delivered by management. In practice, .
this may not materilliise.

Now attempt exercise 5.3.

Exercl.. 5.3 Make or buy

The Pip, a component used by Goys Manufacturing Ltd., is Incorporated into a number
of lis completed products. The Pip is purchased from a supplier at $2.50 per component
and some 20,000 are used annually in production.

The price of $2.50 is considered to be competitive, and the supplier has maintained -.
good quality service over the lest five years. The production engineering department at
Goya Manufacturing Ltd. has submitted a proposal to manufacture the Pip in-house.
The variable cost per unit produced is estimated at $1.20 and additional annual fixed
costs that would be incurred if the Pip were manufactured are estimated at $20,800.

a) Detennine whether Goya ManufactUring Ltd. should continue to purchase the Pip
or manufacture it in-house.

. b) litdicate the level of production required that would make Goya Manufacturing
Ltd. decide in falIOUr of manufacturing the Pip itself.

Shutdown problems

Shutdown problems Involve the foUowlng types of deoisioms:

a) Whether or not to close down a factory, department, product line or other I
actfvity, either because it is making losses or because it is too expensive to
Ml.

b) If the decision is to shut down, whether the closure should be permanent or
temporary. Shutdown decisions often involve long term considerations, and
capital expenditures and revenues.

c) Ashutdown should result in savings in annual operating costs for a number 01
years in the future.

d) Closure results in release of some fixed assatsfor sale. Some assets might
have a small scrap value, but others, e.g. property, might have a substantial
sale value. .

e) Employees affected by the closure must be made redundant or relocated,
perhaps even offered early retiremant. There will be lump sums payments
involved which must be taken into consideration. For example, suppose
aosure of a regional office results in annual savings of $100,000, fixed
assets sold off for $2 million, but redundancy payments would be $3 million.
The shutdown decision would involve an assessment of the net capital cost
of closure ($1 million) against the annual benefits ($100,000 pet annum).
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It is possible for shutdown problems to be~ into short n.n del...... by IIIlIIcq
one of the following lIlIlII.II1JlIi

a) Fix8d asset sales and recU1dancy COllIs would be negIIgHw
b) Income from fixed asset sales would matdl recbIdBncy coets 8I1d 80 .....
itemS would be seIf-auiCSlng.

In 1hese cin:unstances the financlaI upee:Js of shutdown deI:iIloi. would be be8ed CII'I
short roo reIe'18nt oosts.

Now 8118I1Ip1 8ll1lI"Ci8e 5.4.

•
Brass UrI. III8Il&IIdnIItvee prodllCt8, Swans, Ducka 8I1d QicIca. 1be 11'.11" lilt
8f1IlU8I incOme from 88Ch il8m Ii • foIow8:

it s- DucIaI QIicb TCIIII
$ $ $ $

SIII8s 50.000 40,000 &0.000 150.000
Variablecoas ~ 25JIllD Mn eev
ConlrIluIIon 20,000 15,000 25,000 8O,lIOO
F"Dl8d COItII 17.000 11.000 ?09!!!! ?iN!
ProIiI/IIOI8) ~ Q.lIllI) .5JqI MIl
Brass Ltd. is concerned IIbout IIa poor profit perfol1Tl8l1ce, 8I1d 18 corlllid8l'ing ..... or
not to C8888 ••Ing DucIc8. It 18 felt that B8Iing pricee cemot be ilCfI 1 I I ~ or 10u_..
wIIhaut acMltsely alJediig net income. $5.000 of the fixed coets of Ducka .. cIIrwd
fixed cosIS which would be SlMld if production cSllld AI 011.- fixed coets wi ._1_.
the same.

a) AdvIee Bras8 lid. wheIher or nat to CIiII88 prodldon of DucM
b) Suppoee, 110MMIl', it were PD ••"10 UI8 the ........ r 7 III by•••••
prochIClIon of Ducks, and awlIch 10 produce a new 118m, FaQlII. lIIlhIah 1IICdI
seI fOr $50,000 and lncu variIbIe COllIs of $30,000 8I1d ..... tIIl8d COJIII of
$8.0000 What wi the new decillion be?

Keyteiilw

BrS"IIV8fl-III).
ConIrIJulIOI'I/ ndio
~~
DedJIon rnIIdng
MIke or buy dedJiool

0pp0rtunIly COJIII
PI. °lolum. eMaIl
Rill w.1I1 COJIII
StMdlMn
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Unit 6 - Investment decisions - Ca'pital
budgeting

•

Unit oblectives

This unit is intended to provide:
• An understanding of the importance of capl1a1 budgeting in

marketing decision making
• An explanation of the different types of investment project
• An introduction to the economic evafua~ of investment

proposals
• The importance of the concept and calculation of net present

value and intemal rate of retum in decision making
• The advantages and disadvantages of the payback method

as a technique for initial screening of two or more
competing projects. . I

•

Capital budgeting is vital in marketing deCisions. Decisions on investment, which take
time to mature, have to be based on the retums which that investment will make.
Unless the project is for social reasons only, if the investment is unprofllable in the
long run, it is unwise to invest in it now.

Often, it would be good to know what the present value of the future inV8$lment is, or
hoWloril;fifwill takuomatur:e1give retumst ItQC1!Jld be much-rnor!.~ putting
the planned investment money in the bank and earning interest, or investing in an
alternative project.

Typical investment decisions include the decision to build anoU1er grain., cotton
gin or cold store or invest in a new dIstfIlution depot. At a lower level. maltteters may
wish to evaluate whether to spend more on advertising or increase the sales force,
although it is difficult to measure the sales to advertising ratio.

Structure of the unit

Capital budgeting is very obviously a vital activity in business. Vast SW'l'lS of money
can be easily wasted if the investment turns out to be wrong or uneconomic. The
subject matler is difficult to grasp by nature of the topic covered and also because of
the mathematical content inVOlved. However, it seeks to build on the concept of the
future value of money which may be spent now. It does this by examining the
techniques of net present value, internal rate of retum and annuities. The timing of
cash flows are important in new investment decisions and so the unit looks at this
'payback' concept. ana problem which plagues developing countriss is 'inflation
rates' which can, in some cases, exceed 100% per annum. The unit ends by showing
how marketers can take this in to account.

Capital budgeting versus current expenditures

A capital investment project can be distinguished from current expenditures by two
features:
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a) such pIojecls ere relallvely large
b) a signllicant period of time (more thin one yeer) '; III b Bt un the
iI..ubl_1t outlay 8IlCI the~ of the berl8filB..

As a result, most rnediunHlized 8IlCI1arge organisations have d8vBlaped ......
procedures and methods for dealing wilh 1hesedecisions. A 8) III lid; appaoec:h to
capi!a! bL<dgeIing impIBB"

. a) the fonnuIatlon of long-term go&Is
b) the crea1i¥e seen:h fOr anclldelllllic8lion of new inu I b ••~
c) rAe sffiClltiool of projecls and recollllilioll of 8COIouiclIIy BId'or I •• 'Iy

depelldellt propt'88ls
d)the esliiUItioo'I 8IlCI fOI8CII8ting of CUNnI and fuIunJ ClIIh...
e) a suitable adrniIlisbaliw framewoItt cepe"" of 1rwlllfeulno the NqUbd

i iIonnallolI to the decIBb I IlMlI
f) the COl ib.... 'II of 8lCJ*dbns 8IlCI CIU8ful no6rilll 01 CIUCIII .....01

project 8Il8CI ilion
g) a set 01 deciBion ruIe8 which can dffeI8ntIaIe~fnInt~

aItIlma1iv88 is 1'8Qlftd.

The Iaat point (0) is crucial8IlCI this is the subject of later 1IKtioi.oIthelrit.

The classification of Investment projects

a) By project IIizII

SmaI projecIB ....-y be appI'O\'8d by~ mlIIllIg8I1I. Mont C8nIfuI ...;.
and 80lIrd of D1lecbs' applOYlII is nuded for IIIIge projects 01, Ia)', hal a ""'.
do..... or IIiOI8.

b) Bytp 01 beneII to lie h

• an io Be in CIIlIh tIow
• a decli 18 in risk
• an lrdlect beneII (nunfor WOIIcers, ale),

c) By degree 0I",1Ce

• mutuely 8lCdusiw projects (can execulI8 project A or S. but nat ball)
• COlilJllementarY projects: taking project A io ••••• the CIIIIh Ie-.of IIIpa......
B.
• Ul8titute projects: taking project A dlicteue8 the ClIIh Ie-.of P.... B.

d) By degree oI-lil'ioa' depend8i1Ce

• PoIitIve depeiideilCe
• NegatIve depeiideia
• StaN wlndepeiideiiC8.

e) By type of C8tIh tIow

• Conventional cesh flow: only one change in the C8tIh tIow sign
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e.g. -/++++ or +1--. etc

.'Non-conventional cash flows: more than one change in the cash flow sign,

e.g. +1-/+++ or -/+1-/++++. etc.

The economic evaluation of investment proposals

The analysis stipulates a deCision rule for:

I) accepting or
II> rejecting

invasblIent projects

1be time ve'ue of money

AecaB that the interaction of lenders with borrowers sets an ecjuiIi)rIum rate of
interest. Borrowing is only worthwhile if the return on the loan exceeds the cost of the
borrowed funds. Lending is Only worthwhile if,the retum is at least equal to that which
can be obtained from alternative opportunities in the same risk class.

The interest rate received by the lender is made up of:

i) The time value of money: the receipt of money is preferred sooner rather than
later. Money can be used to earn more money. The earIler the money is
received. the greater the potential for increasing wealth. Thus. to forego the
use of money. you must get some compensation.

ii) The risk of the capital sum not being repaid. This uncertainty requires a
premium as a hedge against the risk. hence the return must be conmensurate
with the risk being undertaken.

iii) Inflation: money may lose its purchasing power over time. The lender must be
compensated for the declining spending/purchasing power of money. If the
lender receives no compensation. he/she will be worse off when the loan is
repaid than at the time of lending the money.

a) Future values/compound Interest

Future value (FV) Is the V81ue in dollars at some point in the future of one or more
investments.

FV consists of:

i) the original SlIT! of money Invested. and
ii) the return in the form of interest

The general formula for computing Future Value is as follows:

I:...:.FV.;;.:.n:.-=~Vo~(1;,..;.+~,,· J
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V. Is the iniliellUll imss&8d
r Is Ihei IIer88t RlI8
n is the runber rI peliods for which the lmi B I"•• Is to ,eoaI.. i_est.

Thus we C8I"I compuIe IhB fuIure V8Iue rI whet v. wlI eccunUlIIe to in n~ ......
is~ annuaJIy at IhB same rate rI r by using the abowe fomUL

Now...Upl ....t1 18.1.

i) Whet is the fub.n V8Iue rI $10 lnv niB It III 10% III the end 01.1 year?
i) What is the fuIure V8Iue of $10 1m: IBIBd III 10% III the end of 5 Y88I8?

We cen derive the PI"B BSrd Value (pv) by UlItng the fomUe:

1~Fv.~n~=.;:V.:.J:.(I~+r)':L- ~ .

By c:tenoIilg Y. by PV we oIJtaln:

1~Fv.~n~• .::..:PV~(I~+..:.lr}"~ -11
by cIvidiIlg boIh sides of the formula by (I + r)' we derive:

'I-~_.._-.::.(J?';.;;:J!f~ -11
.Re1loI tals for the fclmUa:

As yOu wlIeee from the toIowilg ....ciss, gIwn the 11.m.lMof _.6v 10%on
his mOiley, en incIvIcUI (or firm) should nrMII' offer (InweII) mrn" $10.00 to
obIIIln $11.00 wlIh cerI8lnly III the end of the yeer.

Now.....lipI_cill 6.2

Exwc'nUPI IU......

i) Whet Is lie prennt V8Iue of $11.00 III the end of one,...,
i) Whet Is the PV of $18.10 .. the end of 5 yeen?

b) ....plullII VIIIue (MIV)

The NPV melhod Is used for evaluating the dB Ii ..,of 1m: B LI.... or pmiecIr

I}IlV- ....s..+ t; + C; +._+ '2-..1• I
___1_+_.,.....:.(1;...+_.,:..'1.....:.(1;...+_.,:..'1__(.:.,.1_+..:.,'1';..-. .....1
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fNPV~C.1-J:... (1+r)' - D,.!

where:

Ct = the net cash receipt at the end of year t
'10 = the initial investment outlay
r = the discount ratelthe required minimum rate of return on investment
n =the projectlinvestrnent's duration in years.

The discount factor r can be calculated using:

Examples:

I
q(l.l00~ - - - n!lO!l1

1.1
I '

cO.lO%) - --2• 0.8264
(1.1)

I "
~.IO%) -~ - a.7S13

(1.1)

N.B. At this point the tutor shoulcl introduce the net present value tabIea from
any recognised published source. Do that new.

DecIsIon rule:

If NPV is positive (+): 8CC6fJI the project
If NPV is negative(-): rBi8ci the project

Now attempt exercise 6.3.

Exercise 8.3 Net prlllnl vel...

A finn intends to invest $1,000 in a project that generated net recepts of $800. $900
and $600 in the first, second and third years respectively. Should the finn go ahead
with the project?

Attempt the celculation without referenca to net present value tables first.

0) Aimultles

N.B. Introduce students to annuity tables from any recognized published
source.

A set of cash flows that are equal in each and every pertccl is called an annuity.
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ExarI1JIe:

Year C8Bh Flow ($)
o -«lO
1 400
2 400
3 400

. PV = $400(0.9091) + $400(0.8264) + $400(0.7513)
=$363.64 + $330.56 + $300.52
=S994.72
NPV =$994.72 • $800.00
=$194.72

AIterNl1iwIty,

PV d an IIIlIlUIy ..$400 (PVFAlI) (3,0,10)
.. $400 (0.9091 +0.8264 + 0.7513)
.. $400 x 2.4868
-$994·72
NPV =$994.72 • $800.00
=$194.72

AperpeIuily is an aiInuity with an idilite life. It is an equI/ un oI ....18Y tD be ......
-=h period fonMIr.

I_PV_-_a_pl_iII_JNI_ity_=_c:..,. ---ll

C Is the un to be recehied per period
r is the discoln rate or intenlsI rate

You lII8 pIOIria ad a perpeluIty d $700 per~ at a rate d i ......d 15% per
amm. What price (PV) should you be willing to P8Y for this ilCOfll8?

S100
PV-

O1S
=S1J!66.67

~ 1hat the $700 annu&I income most recatllly received is...... tD an- by
a rate G d 5% per~ (compounded) fonMIr. How nu:h would this ilCUll. be
worth when discolI'lted at 15%?

SolIIlion:
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Subtract the growth rate from the discount rate and treat the firstperiocl's cash flow as
a perpetuity.

PV- C(1+G)
R-G

$700(1 + 0.05)- OlS-nOS
$700(105)- OlD

=$73&0.10
=$7.350

e) The Internal rate of return (IRR) , .

•

•

Refer students to the tables in any recognized pltlllshed 8OUl'C8.

• The IRR is the discount rate at which the NPV for a project equals zero. This
rate means that the present value of the cash inflows for the project would
equal the prasent value of its outflows.

• The IRR is the break-even discount rate.
• The IRR is found by trial and error. " .

IARof an annuity:

where:

Q (n;r) Is the discount factor
... is the inlliaJ outlay
C is the uniform annual receipt (c, =~=....= Cn).

Example:

What is the IRR of an equel annua' inoome of $20 per annum which accrues for 7
years and costs $1201 .

,..",,,l\. $120
~"'J 20
=6
From the tables =4%

Economic rationale for IRR:

If IRR exceeds cost of capital, project is worthwhile, i.e. it is profitable to undertake.
Now attempt exercise 6.4
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Exerclll 6.4 .......... ,. of I'IlIum

Fmd the IRR of this project for a firm wilh a 20% cost of ... IT I.

a) Try 20%
b) Try 27%
c) Try 29%

o
1
2

YEAR

-10.000
8,000
8.000

CASH FLOW
$

..

Net present value vs Internal rate of ........

i) boIh are tma ac:tusted rneaaures of ",hAltabll,.. and
i) their nIIl1heIIIIIlic8I formulas are Unost idellIIcal.

So. which method leadlto an oplil.M1 ciecilbl: IRR or NPV?

a) NPVvslRA: ........ d nl....

Independent project: Selecting one project does nat ",..dude"~ of..
other.

WIIh conloP8i1lioiMi C88h flows (-1+/+) no OCIJlIct In F' ,; In .._ ba8l
NPV and IRR lead to the same eooephajed dIM .

fig... 8.1 NPV vs IRA IncIIIpeiIdeId pmJac..

NPV

NPVfIr) I----...;~i .....,
I

I
NP\l(k2 ••••••••••••••••••••••••••••••••• - •••

If C88h flows al8 ciscounted at k" NPV is poeitiwI and IRR > k1:~ project.

93



•

Financial Analysis and Comparisons (FACT) • Toolbox
for Food Processors

If cash flows are discounted at~, NPV is negative and IRR < k2: reject the project.

Mathemat~1 proof: for a project to be acceptable, the NPV must be positive, i.e.

Similarly"for the same project to be acceptable: .

where R is the IRA.

Since the numerators C. are Identical and positive in both instances:

• implicitlylintuitively R must be greater than k (R > k);
• If NPV= 0 then R '" k: the companyie indifferent to such a project;
• Hence, IRR and NPV lead to the same decision in this case.

b) NPV va IRR: Dependent projects..
NPV clashes with IRR where mutually exclusive projects exist.

Example:

I
,

Assume k = 10%, which project should Agritex undertake?

Agritex is considering bUIldIng either a one-storey (Project A) or five stoi'9y (Project B)
block of offices on a prime site. The following information is available:

•
Project A
Project B

Initial Investment Outlay
-9,500

-15,000

Net Inflow at the Year End
11,500
18,000 ,

NPI: _ '!tSOO- $9 500
AU '

=....55

NP'/, _ 'I/tODD SI5,OOO
B 11

=$1.363·64
Both projeclS are of one-year duration:

S1l,S00 _ S9,500
IRR.: I+RA

$11,500 =$9,500 (1 +RAl

$11,500 -I +R
$9,500 A
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R" _ SllSIIO_1
stsoo

~l.2H

thenifore IRA,. '"~
SIB.ooo _ SIS,OOO

IRRe: I+Re

$18.000 '" $15,000(1 + As)

Re - SllllllO -I
SlS.OOO

'" 1.2-1
theielore", II:am

Deii8;:wc· .
AssUlring thet k '" 10%, bolh projects8I8.~hec:e'....

NPVA and NPV. 818 belCh poIitive .
IRRA>kANDIRRa> k .

WhIch project Is 8 "belI8r option" for Agritex?
If we use the NPV meIhod: :.

NPV. ($1.363.64) > NPVA ($954.55): Agritex 8hcU:I choolIe Ptqu B.
If we use the IRR meIhod:

IRf\\ (21%) > IARe (20%): Agritax sho!JId chocIee PRlject A. see IIguI8 8.2.

figure 6.2 NPV wlRR: DependIId pra'. iii

NPV

$1383.84

Up to 8 discount rate d k,,: project B Is superior to project A, thellIore pqer:t B Is
pi"" led to project A.

Be'/olld the point Ie,,: ploject A is superior to ploject B. thenIIole ploject A Is Pilfa led
toplojectB

The two meIhod8 do not ... the projectII the 881118.

NPV and IRA may gMt confIlttII '9 decislc'i1S where projects cIIfw In..8CIIIe d
invssbnenl Ex8J'IllIe:
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Years
ProjeCt A
Project B

Assume k= 10%.

o
·2,500

·14,000

1

1,500
7,000

2
1,500
7,000

3
1.500
7,000

•

NPV10= $1,500 x PVFA at 10% for 3 years
· .= $1.500 x 2.487 =$3,730.50 - $2,500.00 ==$1.230.50.

NPV. = $7,000 x PVFA at 10% for 3 years
= $7,000 x 2.487 =$17,409 • $14,000 =$3.409.00.

I. $2,500

IRRA .. ~ - t1,500 = 1.07.

Therefore IRRA =36% (from the tables)

I. 114,000
IRR.=·C t - S7,000 =2.0

Therefore IRR. = 21%

Decialon:

Conflicting, as:

• NPV pteters B to A
• IRA prefers A to B

NPV IRR

•
Project A
ProjedB

See figure 6.3.

HI...,

a

$3,730.50
$17,400.00

Figure 6.3 Scale of Investments

20% ?,'" 30%
Discount rille

96
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To show why:

i) the NPV prefers B, the larger project, for a discol!J1t rate below 2O'Jo

i) the NPV is superiorlDthe IRA

a) Use the incremental cash tIow appnlIICh, "B mn.. A' 8ppJ-=tl
.b) ChoosiIg project B is tantBmount to choo8Ing a hypoIheticaI /lftlIec:t "B

. minuSA".

c) Choo8lng B is equivalent 10: A + (8 • A) = B

d) Choosing the bigger project B means choo8ilg the .-r'" /lftlIec:t A pM
an addilionBI oulIay oJ $11,500 oJ which $5,500 wiI be ~ .'nd eech ,... for
the next 3 years.

e) The IRR,,_A" on the incremen'a1 ca8h tIow is 2O'lfo.

f) GMn k oJ 10%, thiS is a profiIabIe qIpOJtun/Iy. theJebel1llllt be 8CCl8fl48tI

g) But, I k went greeter than the IRA (2O'Jo) on thelllCRl,e"" a=. then .....
praject.

..
P1ojeC1B
P10jectA
"8 mbJJ A"

o
• 14,fXXJ
-2,500
-11,500

7,fXXJ
1,500

s.soo

1
7.fXXJ
1.soo
5,500

2
7.000
.'.soo
5,500'

3

h) At the poIIJI oJ II_secIIor~

. NPVA = NPV. 01 NPVA - NPV. =O. '.e. 11.....,1 to ......A'" B.

I) If k = 2O'Jo (lRR oJ"B - A") the cOlllpen1 lIhouId IICCJIIlt .._ A.

• This juItiIIee the~ oJ NPV UllilJllIJi.

AdvanIage oJ NPV:

• It ensures 1hIt the firm reedles an qAln. ecaIe oJ inv I ',ell:.

DisadvIIIlI8ge oI'AR:

• It expI B Bes the reIUm In a percenIage bin niItiIIrIwIIn ......01 abeallJIe
doII8r returns, e.g. the IRR wiI prefer 500% oJ $1 to 2O'Jo nIUn on $100.
However. mcsIlXlII1l8f1les set their goeIs In ab8dI... f8JmB ...nat In %
f8lmS, e.g. target sales figure oJ $2.5 mlIIon.

The timing oI1he ClIIIh flow
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The IRA may give conflicting decisions where the timing of cash flows varies between
the 2 projects.

Note that initial outlay I" is the same.

IRA prefers B to A even though both projects have identical initial outlays. So, the
decision is to accept A, that is B + (A • B) = A. See figure 6.4.

Figure 6.4 Timing of the cuh now
•

Project A
Project B
'A minus e"

Assume k = 10%

Project A
Project B
'AmlnusB"

o .
·100
·100

o

17.3
16.7
0.6

1

20
100
-80

NPV

2
125.00
31.25
88:15

, IRR
20.0%
25.0%
10.9%

•

,NPV
$17.30

SUI.70

0.6

O........ ;::a... ...__...;;::"..

10.9% 20% 25%
Discount ...

The horizon problem

NPV and IRR rankings are contradiCtory. Project A eams $120 at the end of the first
year while project B earns $174 at the end of the fourth year.

0 1 2 3 4
Project A ·100 120
Project B ·100 174

Assume k =10%
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NPV IFlR
PnJject A 9 20%
~~B;..· ..:.19~ .:.:15%:=.._

NPVPi8fer8BtoA
IRR Piefw. Ato B.

The ..on....., Index· PI

This is a variant 0I1he NPV meIhod.

PI> 1; accept 1he pn;ljecI
PI < 1; reject 1he project

" NPV= O. we have:

NPV=PV· ... =.(I

PV='"

I:JlvkaIg baIh aides by .. we get

PI 011.2 mBlns 1hIII1he project'a Piofll8bMy Is 20%. ExM"
PVda: .. PI

Plqect A . 100 50 2.0
~.:B -..:.J1.:::;500==-_.....:1.::P;:;:IIO;....__1:.::.5;.... _

ChoolI8 option B~ I maxim'sss 1he firm'lI Piofilllblly by $1.soo.

lob IRR lis. percslIl. and therefore igI~ 1he 8C8Ie of 1m; I II."
The pIlJIIack period (PP)

The C1MA defi.. peybIIi:k .. 'the time It takes 1he ClIlIh 11110_ fnIm ......11
imB I:iient project to equaJ 1he cash outflows, U8U8Iy eJPISI Belln~. When
deciding beM8en two 01' more competing projects, 1he U8U8I decision Is to 800Jtlt 1he
one wiIh 1he shorterIt peyback.
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Payback is often used as a 'first screening method'. By this, we mean that when a
capital investment project is being considered, the first question to ask is: 'How long
will it take to pay back its cost?' The company might have a target payback, and so it
would reject a capital project unless its payback period were less than a certain
number of years.

Example 1:

Years 0 t 2
Project A 1,000,000 250,000 250,000

For a project with equal annual receipts:

3
250,000

4
250,000 250,000

pp _ I" _ $I,OOO,DOD

C, $250.000 =4 years

• Example 2:

· Yeers
Project B

o
-10,000

1
5,000

2
2,500

3
4,000

4
1,000

•

Payback period lies between year 2 and year 3. Sum of money recovered by the end
of the second year

= $7,500, i.e. ($5,000 + $2,500)

Sum of money to be recowred by end of3rd year

= $10.000 - $7,500 =$2.500

= 2.625 WIllI

Disadvantages of the payback method:

• It ignores the timing of cash flows within the payback period, the cash ftows after
the end of peyback period and therefore the total project retum.

• It ignores the time value of money. This means that it does not take into acoount
the fact that $1 today is worth more than $1 in one year's time. An invastor
who has $1 today can either consume it immediately or alternatively can
invest it at the prevailing interest rate, say 30%, to get a retum of $1.30 in a
year's time.

• It is unable to distinguish between prOjects with the same payback period.
• It may lead to excessive investment in short-term projects.

Advantages of the payback method:

100
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• Payback can be imporlant: long paybeck __ all 11III tied • lIIld high
lm_bnM risk. The meIhod also has the advantage 1hat it irMIIves a quick,
simple calculation and an easily oodeislOOd concept.

The IICCO'JIIIIng ..... 01 nlIInl- (ARR)

The ARR method (also ClIIIed the return on capitaI.lipklyed (ROCE) or the I8ILm on
invesbnent (ROI) meIhod) r:A appraisilg a capital project is to esliliatlthe accounting
rate r:A ratum that the project shcuIcI yield. If it excealis a target .... r:A ralu'n. the
project wi be undertaken.

Hole that net annual pdt excludes depreciation.

Ex8mpIe:

A project h8s an inIlleI oulIay.r:A $1 mIIlon lIIld gen&i.... net ....... r:A $250.000 for
10yeers.

Assuming straight-line deprecIa1loi I r:A $100.000 perr-r:

. NIlAJ8lllPrall J (C-D)]
ARRlDlaIII ......... - .. Ilri'0UIaJ/2-lR.+ "'2

= S~OlII • SI00.000 = SI5U,OlII
SI.000.DOO+ Z Ssoo.OlII -.aim

Dr 1Ie"'age8:

• it doW not take liCClU1t r:A the timing r:A the proIIa from an InIJ ILl."
• it iilplicilly 8SlUI'lW sIable cash recaipl& eMIl' time.
• it is b8secI on accoooIing profits lIIld not cash ftowa.~~ ..
subject to a number r:A cm-It accounting tr.bl....
• it is a relative meeiIura rather than an absolute m IlllJII8 ...........no
llC:COW1l r:A the 8IzII r:A the IrNWliI.'t.
• it takes no account r:A the Ieng1h r:A the pRljecl
• it ignores the time value r:A money.

The peyb8ck and ARR nwII... In pI'IICIIce

Desrite the IImiIatioi is r:A the peyback melhod. II is the method moet wldeIy used il
pradice. Thera era a number r:A rauons for 1hIa:

• it is a particularly useful approach for ranking project8 ..... a tim faces
liquidity 001 iSbai1ls and raquirw fast repayment r:A 1m; B bi..1t8.
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• It is appropriate in situations where risky investments are made in uncertain
markets that are subject to fast design and product changes or where future
cash flows are particularly difficult to predict.

• The method is often used in conjunction with NPV or IRA method and acts
as a first screening device to identify projects which are worthy of further
investigation.

~ it is easily understood by aI/levels of management.
.• It provides an important summary method: how quickly wiN the initial

investment be recouped? '

Now attempt exercise 6.5.

exercise 6.5 Payback and ARR

Delta Corporation is considering two capital expenditure proposals. Both proposals
are for similar products and both are expected to operate for four years. Only one
proposal can be accepted.

The following information is available:

Proflt/(loss)

,
IniliaI inve8tmllnt
Year 1
Year 2
Year 3
Year 4
Estimated scrap value at the end 01 Year 4

Proposal A Proposal B
$ $

46.000 46,000
6,500 4,500
3.500 2,500
13,500·· . ~;5OO

Loss 1.500 ProflI14.500
4.000 4,000

•
Depreciation is charged on the straight line basis. Problem:

a) calculate the following for both proposals: .

i) the payback period to one decimal place
Ii) the average rate of return on initial investment, to one decimal place.

Allowing for Inflation

So far. the effect of inflation has not been considered on the appraisal of capital
investment proposals. Inflation is particularly important in developing countries as the
rate of inflation tends to be rather high. As inflation rate increases, so will the
minimum retum required by an investor. For example. one might be happy with a
return 0110% with zero inflation, but if inflation was 20%. one woulcl expect a much
greeter return.
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Example:

Keymer FIIIT1I is considering imeSliig In a project wlIh the foIowiig cash tIows:

ACTUAl. CASH FLOWS

TNE
o
1
2
3

(100.000)
90,000
80,000
70.000

zs

•
Keymer FamI requires a milirrun return 01 4O'l' under the- pi' • COl.....
Inti rCti is cunenlIy running at 30% a yeer, and IhI8 Is ......., II) COlA..
iidefiil8ly. Should Keymer Farm go ahead wIItl the project?

Let us take a look at Keymer Farm's required nile 01 reun.". mlllslt $10.G00tar
one yeer on 1 JanIay. then on 31 December it _Would requb • Ii........ lWlUm 01
$4,000. WIth the iniliBJ imwbil8l'lt 01 $10,000, the toI8I __ 01 the 1m I 11&' by 31
De'.lIber I1'IUlIt muse to $14,000. During the yeer. the puichB8lrlg WiIue 01 ..
doIar would faI clJe to idlation. We can rii8late .. amc:u'lt receIvecI on 31 Deceiilber
in terms 01 the purchasing power 01 the doIar at 1 January as foIo sus:

Amcu1t receMud on 31 December in terms 01..__ 01..daIIlIr lit 1 .-..uy.

.. ,;;.;Sl;.;:"'~lIOOr-

(1.3lJ1 =$10.762

In teumB 01 the __ 01 .. doIar at 1 January. Keymer Farm MUd 01
$769 which i8pA1unts • nile 01 reIum 01 7.89% In "today's ii!lll"'- TIlls ..
known as the reaJ I8tII 01 reIum. The required rate 01 40% ... iiiClii61 01 .......
(8011'_118$ known as. nominal rate 01 return). The money nd8 mII I raun
in teumB 01 .. doIar. which is falling in vaJue. The reaJ nd8 milT raun In
COl Iliint price ... IIlrm8.

" The two ndIili 01 reun end.. illlation I8tII are IInIr8d by the eep 'DIll:

(1 + money rate) ., (1 + reaJ nile) lC (1 + inIIation nile)

wher8 .. the I8tIIe are exprB BIB It as Ploporliol..

In.....IPIe.

(1 +0.40) .. (1 +0.0769) lC (l +03) =.ug

So, which ilItels used in ciecounIlng? As a cuIe 01 ttunb:

a) If the cash tIows are expresssd In terms 01 -*J8I d:l11J8 tIl8I .. be
received or paid in the future, the money nd8 for cIIIcounlIng should be
used.
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b) If the cash flows are expressed in terms of the value of the dollar at time 0
(i.e. in constant price level terms), the real rate of discounting should be

'. used.

In Keymer Farm's case, the cash flows are expressed in terms of the actual dollars
that will be received or paid at the relevant dates. Therefore, we should discount them
using the money rate of return.

TIME CASH FLOW DISCOUNT FACTOR PV
$ 40% $

0 (150,000) 1.000 (100,000)
1 90,000 0.714 64,260
2 80.000 0.510 40.800
3 70,000 0.364 25,480

30,540

The project has a positive net present value of $30,540, so Keymar Fann should go
ahead with the project. ..

The future cash flows can be re-expressed in terms of the value of the dollar at time 0
as follows. given inflation at 30% a year:

TIME ACTUAL CASH FLOW CASH FLOW AT TIME 0 PRICE LEVEL
$ $

0 (100,000) (100,000)
1 90,000 I 69,231

90.000 x--r-
(1.30)

2 80,000
80.000 x I 2-

47,m

(1.30)

3 70.000 I 31,862
70,000 x---y-

(1.30)

The cash flows expressed in terms of the value of the dollar at time 0 can now be
discounted using the real value of 7.69%.

TIME CASH FLOW DISCOUNT FACTOR PV
$ 7.69% $

0 (100,000) 1.000 (100,000)
1 69,231 1 64,246

(1.0769)1

2 47.337 1 40.804

(1.0769)2

3 31,862 I 25,490

(1.0769)3
30,540

The NPV is the same as before.
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Expecbdlona of Intletion and the effects oIlnn.tlan

When a· manager 8V8Iuates a project, or when a shareholder ••t .... hIlrIt.
invesbii8i Its; tielshe can only guess what lhe i8t8 cA i1lilalioil .. be. Theee gil J II J J
will probIIbIy be wrong, at least to some extent, as It is exlJ8III8ty dIIicla to b- r
the rate 01 i1 ..latiUI'I accurately. The only way in which lIartainly about i1d1alioi. can
be slowed for in projecl evaJuation is by risk and IIartaInly anal) '&

Inflation may be genenJl. lhat is, alfectiilg prices cA .. kinds, or erpedic to pIIticuIar
prices. GeneraIsed inflation has the foIIowi 19 effects:

a) 1n3atkJn wiI mean higher costs and higher 88IIng prill-. It is cIIIcuI to
. "p111C1c:t lhe effect cA higher seIing prloas on dlln&1l1 A corilflMY ...

I'8ise8 Its prices by 30%, because lhe gennI ..... 01 i ....... is 30%,
might .....a serious tal in den..... .

b) lil3ation, as It affects financing neads,is also \IC*lg to aIfecIgl~ and 80
the COlt cA capIaI.

c) Since fixed allits and stocks wiI mll.1i in money".., ....
quanIilillIl cA li.elS must be finIlnc8d by incr888ing ....... 01 '... •
the fuI1n rate of inftation can be pndc:ted wlIh aama __ of~,
rnsnag8fllIlnt can work out how much extra f••a the carr.-nr.. need
and take steps to obtain It, e.g.· by incnllrsing i I nllon cA eemiIga, or
bonowing.

However, If the futln i8t8 cA ilftation camot be predctlld will a .... 8IIlOIft of
accunac:y, then iI'l8I1IIQfiine should eslim'" what It wi! be end IIiIIIl8 pIIns to obIlrIn
the extra finance accordil\lly. PhNisicns should aIIlo be ...... to haw e' lIB to
'cordilQ8DCY funds' should lhe rate cA inftation ewued 8lql8Cla.... e.g. a higher
bank 0",,,:11atl facility might be arranged should lhe need ariBe.

Many diIferent proposa'& have been mede for accotA'ItIng for in MCiL Two 8)" 1118
knoWn as 'Current pIA'dlasing paJiIi" (CPP) and 'Current COlt 8OllOUi'IIIrtg' (<:leA)
hIMI been 11'9\11111 tL

CPP Ie a~ of accounlIng which lIIlIkea *,,181I1•• to iiCOl'il8 and '''Ill 'I'
".... to &low for the ge..... rate cA price idl8tlon•

CCA is a ..,Item which IIIkea accorlDl cA specIIic price i.- PI •• (I.e. d&lgIIB in ..
pricea of specific all Ita or groupe cA aesets), but not of ge18IIII price i , II tiL •
irNoMl6 aqus1ing accorllts to relIect the cumtnt vaIuea of .11 Its owned and ....

At prellnt. there is vet'/ InIe Ili88sure of agleemarlt as to .. belt ....08CII to ..
p1ob1em cA 'ac:counling for lnfIatlon'. Bolh 1i1eae approechaIl anr .. bl*1g '... [3 [ tI by
..8CICOW1I8I'ICY bodIee

Now....1.-....'·1 J 6.6.

EJUMcIII U InIIrtIon

TA HokInga is cor I8ideRIg whaIher to Irtveet in a new IJlOlb:I wilt a procU:t .. of
four yMI8. The COlt of lhe fixed asset im I bii8ilt would be $3.000,000 in toIIII, wIItt
$1,500,000 payable at once and the rest after one year. A further inn bi8iil cA
$600,000 in working capiIaI wouIcI be required.
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The management of TA Holdings expect all their investments to justify themselves
financially within four years, after which the fixed asset is expected to be sold for
$600,000. .

The new venture will incur fixed costs of $1,040,000 in the first year, including
depreciation of $400,000. These costs, excluding depreciation, are expected to rise
by 10% each year because of inflation. The unit selling price and unit variable cost
are $24 and $12 respeclively in the first year and expected yearly increases because
of inflation are 8% and 14% respectively. Annual sales are estimated to b~ 175,000
units.

TA Holdings money cost of capital is 28%.

Is the product worth mesting in?

•

•

Accounting rate of retum
Annuities
Capital budgeting
Cash flOw
Classification of investment
projects
CorJlIound interest
Current cost accounting (CCA)
Current purchasing power (CPP)
Dependent projects
Independent projects

Key terms

,Inflation
Interest rate
Internal rate of return
Investment decision
Net present value
Payback period
Perpetuity
Present value
Rates of return
The time value of money
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Unit 7 - Sources of finance

Un" objectives

This l.IIit is intended to provide:
• An inIroducIion to the diff8lllI'Il soun:es m1iI.1Ce ... 7 '. to

management, boIh i.la1lllland extemIII
• An overview of the advantages and dsadvw__m".....

llOUIC8S 01 fI.IldI
• An tn:Ierstanding mthe facDa goo.lIll1g lie dIoIce beblBen

cIIJei llI'Il soun:es mfunds.

Soun:ing ••1OI18Y may be done for a VlUieIy m reuallL Tradllaii81 _ m... lIlIY
be for capilaI asset acquirement - new machinery or lie COfI8IIUI:IIon ma ...
building or depot. The developmelit 01 new procb:l8 CIIn be .101,"'" CllIIIy ...
here again capilaI may be l8QulrecI. NonnaIIy; IUCh de I""...... 1ii.1C8d
illtemal)'. whenl8s c:apilaJ for the acquisition m machiii81y y come fIum 8XIlimIII
sources. In this day and age 01 tight liquidity. many orgenIzaIlona haw to Ioc* for
short-term capita! in the way 01 0WIrdraft or·1oens in order to JlIQ'IIIdIr a C88h IIDw
cushion. Intelest rates can val}' from organization to orgenizatlon and aIIo 8CClliclllll
to purpose.

..

Structure of the un"

This final unit IItartI by IooIdng at the VlIrioua formI 01 "shires· as a n II" to ....
new caplel and I'8t8ined earnings 88 anoeta IOURl8. HoLt.V&'. whIlIt ... lIlIY be
"badtion.1" ways m..I IIII fI.IldI. theY ant by no mesne the only llI'IIIL 11IaB ..
many more soun:es awhHe to compBi1Ies who do not wIlIh to becoi•• "IxMc" by
ITI88I1S 01 &hate III" These a1temetives include ber* bOli'O'w1110. go'.'M'••
BSSisWlc8. ventunI capitIJ and franchising. AI haw their own .....__ ...
diliacIvanIalIB and dIg... II 01 riiIk atIaChed.

Sources of funds

A COII'.-nY might raise new fI.IldI fRlm the foIa Ltlllg lIOl.iIWB:

i) new llhere issues. for 8X8fI1lIe. by 00iI1lMIBS 8ClII*fIV • Ib*
iIl8Ik8t listing for the first time

i)rIghta ....

• I.JlalItodt
• R8lBined BBri'IgI
•~ bOliowilll
• GcMin'Im8I1t lIOUIC8!I
• Business expension scheme funds
• Venture capilaI
• Franchising.
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Ordinary (equity) shares

OrdinarY sh,ares l!re issued to the owners of a company. They have a nominal or
'face' value, typically of $1 or SO cents. The market value of a quoted company's
shares bears no relationship to their nominal value, except that when ordinary shares
are issued for cash, the issue price must be equal to or be more than the nominal
value of the shares.

Deferred ordinary shares

are a form of ordinary shares, which are entitled to a dividend only after a certain date
or if profits rise above a certain amount. Voting rights might also differ from those
attached-to other ordinary shares.

Ordinary shareholders put funds into their company:

a) by paying for 8 new Issue of shares
b) through retained profits.

Simply retaining profits, instead of paying them out in the form of dividends, offers an
important, simple low-cost source of finance; although this method may not provide
enough funds, for example, if the firm is seeking to grow.

A new issue of shares might be made in a variety of different circumstances:

a) The company might want to raise more cash. If It issues ordinary shares for
cash, should the shares be issued pro rata to existing shai'eholders, so
that control or ownership of the company is not affected? If, for example, a
company with 200,000 ordinary shares in issue decides to issue SO,OOO
new shares to raise cash, should it offer the new shares to existing
shareholders, or should it sell them to new shareholders Instead?

Q If a company sells the new shares to existing shareholders in
proportion to their existing shareholding in the company, we have a
rights issue; In the example above, the 50,000 shares would be
issued as a ona-in-fOUr rights issue, by offering shareholders one
new share fOr every four shares they currently hold.

ii) If the number of new shares being i88U8d is amaII compared to the
number of shares already in issue, it might be decided Instead to sell
them to new shareholders, since ownership of the company would
only be minimally affected.

b) The company might went to issue shares partly to raise cash, but more
irJ1lOl'f8nt1y to float' its shares on a stick exchange.

c) The company might issue new shares to the shareholders of another company,
in order to take It over.

New shares Issues

A company seeking to obtain additional equity funds may be:
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b) en unqucJted~ 'iJishing to illIue new shanls, but wIIIout 00'11I11I1"" •
Stock ExcI."lJ8 quoIalion

c) a company which Is already IisIed on the Stock EllcII8Ilg8 zulstlittg to Issue
adcItionaI new 8hane.

The meIhods by which an ooquol8d COii.-ny can obIaIn • qooe..lion'" 8IlJd(
marketare:' .

• ) en o«er for ...
b) a proepedUa illIue
c) a placing
d) an InIrocU:IIan.

0Ifera tor I8Ie:

An offer for sale is • mll_ d seIIng ... shares ci • ClIiliPIIfIY to1heP'''*'

a) An II'IqUClWd CllI11l8IlY may Issue ..... and then on .. SIac*
Exchange. to raise cash for the c:ompany. AI in ClIiI..."..
not just ... new ones. woukI then becoli. Il1IIIIc8IIiIII

b)~ ·in an ooquol8d COJ11lliI1Y may 01 .. ev:J IlG
Shanls to ... g8IIl81111 p'tJIic When 1hIa 0CCl.n, ClIiI"" is nat r •• G
any new foods, but just proyiding a wider market for Ie •. DiG .... (..
d which would become marketable). and giving exlatiiG ...ehoktai. the
chance 10 cash in same or d 0I1heir imo B biiWII in their ClIi~".

When cornpanieI 'go pubic' for the first lime, • 'large' Issue .. p'oWIIr ..
form 01 en offer for .... A smaIer Issue is more IbIy 10 be • pllcliiQ, the
amaunt 10 be raised can be obtained more chBIJIlIY .... IaUng or all.-
SpOII.OriG finn approec:heIs 1lll18c1ed instiIutionaIlmtB.ten prIwdsIy.

RIgI... I... II

A righIIIllIIu8 poovIdae • way 01 IBiIlIng new ..... CIIlI.1 by m••• 01 an o«er to
e: f IiiG sharehoIdeI8. IrMtlIIg them to ..1bscrIIe CIIlIh for new....in P'CljlCiItIon to
their exlsIIrG ItokIIigL

For ....... a righIIIls8ue on a one-for..fcu b88Ilt at 280c per .... would mean
that a ClIii~ is inviting IIa existing shanlhoIder8 to .lbSlille tor one new.... tor
fN8l'/ feu shares they hold. at a price d 280c per new ......

A ClIiIIJl8l1Y making a righIa ls8ue IftISt set a price which is low enough 10 aacure the
aooept8nC8 01 sh8I8JloktBra, who ara being uked to provide foods, but nat too
low. 1IO 8& 10 avoid ext Bntle cIIutIon 01 ... eeminga per ......

P.." ..ance.....

Preference shares have a fixed percentage dividend before ,.." I:hideiid is peid to
... on:Inaty shareholdenl. As with ordinary shares a p'••al:hideiid can only be
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paid if sufficient distributable profits are available, aRhough with 'cumulative'
preference shares the right to an unpaid dividend is carried forward to later years.
The arrears of. dividend on cumulative preference shares must be paid before any
dividend is paid to the ordinary shareholders.

.From the company's point ·of view, preference shares are advantageous in that:

• Dividends do not have to be paid in a year in which profits are poor, while
this is not the case with interest payments on long term debt (loans or
debentures). .

• Since they do not carry voting rights, preferenca shares aVOId diluting the
control of existing shareholders while an issue of equity Shares would not.

• Unless they are redeemable, issuing preference shares will lower the
company's gearing. Redeemable preference shares are normally treated as
debt when gearing is calculated.

• The issue of preference shares doas not restrict the company's borrowing
power, at least in the sense that preference share capital i~ not secured
against assets in the business.

• The non-payment of dividend does not give the preference Shareholders the
right to appoint a receiver, a right which is normally given to debenture
holders; .

However, dividend payments on preference shares are not tax deductible in the way
that interest payments on debt are. Furthermore, for preference shares to be·
attractive to investors, the level of payment needs to be higher than for interest on
debt to compensate for the additional risks.

For the investor, preference shares are less attractive thanlO8n'8tOCk·'bGcause:

• they cannot be secured on !he compeny's ......
• the dividend yield traditionally offered on preference dividends has been

much too low to provide an attractive investment compared with the
interest yields on loan stock in view of the sdditional risk involved.

Loan stoCk

loan stock ;s long-term debt capital raised by a company for which interest is paid,
usually half yearly and at a fixed rate. Holders of loan stock are therefore long-term
creditors of the company.

loan stock has a nominal value, which is the debt owed by the company, and interest
is paid at a stated "coupon yield" on this amount. For example, if a company issues
10% loan stocky the coupon yield will be 10% of the nominal value of the stock, so
that $100 of stock will receive $1 0 interest each year. The rate quoted is the gross
rate. before tax.

Debentures are a form of loan stock, legally defined as the written acknowledgement
of a debt incurred by a company, normally containing provisions about the payment of
interest and the eventual repayment of capital.

Debentures with a ftoatfng fate of Interest
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These are debentures for which the ClqlOfl rate of i.est~ be m.lglId by the
issuer, in accordance with changes in I1IIIIk8t rates of ill8r8llL 11l8y may be 811I__
to both Jenders and borroners when illlei88t rates are YOIldiIe.

Loan 8Iodt and dBbenlunI8 wil often be SBCU8d. Security may IIIke the torm of eiIher
a fixed chtur1eCK a ...." chstr1&

a) Fixed c:Mrge; Security would be IllIa1Ild 10 a spKIic .... CK gnq» of
assets, l)'piceIy land and buiklllgl. The CClIlIp8fty wcUd be UIl8bIlt to
dispose of the asset withaut providing a substitute .... for eecurIy. CK

. wiIhout the "1deI's COl aBill

b) Flo8llllg c:Iwi.... WIll a flaelilll chaIge on C8ItaIn all all ollie0011,*., (lor
example. slDcks and debtors), the I.lld.... eecurIy In ...... cI a
default pe)ft'l8f1t Is whatever assela of the 8PJIiopriat8 dID..0011,*",
then 0Wl1lI (provided that another lender does not have a P.dDr e:e.ge en
the. sa.). The ClOlllpa,'Y would be able. ho..."....10""'-01 .. F1 $1
.. it chose unliI a default took place. In the event cI a d '1 .... I8ndllr
would probably appoint a I'8C8iY8r to I\Wl the COl'1pIIly IIlI8"'Ilsy c:IaIm
to a particuler asset. .

1b8 redampIIon of loin slaCk
..

Loan &tock and debenIIiiee a,. UIU8Iy reela Bmabie. They are ill led for a ...... 0I111n
years CK more. and perhaps 25 to 30 years. At the and of this period. they wi!
"mature" and becomeredeemeble (atpar~q:JOBltlyat a vaJue abo¥e per)•

•Mast reda S liable sIIDdaI haw an 88IIIalIt and ..... redlsl"A1on cilia. For I I....
18% DebenIure Stoc:t 2007J09 is redeemable. at .., time bel un" ••11 II
speciIIed dale (In 2007) and the latest date (In 2009). 1b8 ilIlII*v CD_..., c:an
c:haoee the data. The decision by a company when to reell am a dlIIlt..d....nd on:

. a) haw rru:h C8lIh Is 8\11I"" to the ClClft1JMY to ftIIllIY" cWIt
b) the '0"" ..... of~ on the dabt. If the~ pay 18%110"'" inIeniIt and the current I'lII8 cI i._....... 88Y 10%" ..

CXlIIIp8II)' may try to rei8a a new Iaan at 10% 10 NJJa1m" dlIbI lIIlIich
C08l8 18%. On 1he ott.- hand. I current Intel_ _ ~ the
company Is unlikely to rede.m the dlIIlt until the dIIIt pa n••
bec8usethe debenIures would be a cheep IICIUR» of hniI.

Thar8 is no guaI8IlI8e that a company wi! be able 10 ...... a new 10m 10 pay crIf a
matu'ing debt. and one Item to lock for In a COliiPMY'l t ' iClt........ the
redempllon date of current 1aan8. to 88lab18l1 how rru:h new ........ IIc8IY 10 be
ns alied by the COl''*!Y. and when.

Martgagea are a spec;Ii: type of seand loan. CclniiJanln pIIica d8ed8 of
freehold CK lang lau.haId p1qJ811y .. eecurily will an COli"" CK
nllll1gag8 broker and .eceive ceah on Iaan, UIU8Iy repe)WIle CMlr alp8Cllled period.
Most organIsation8 OWl. III JlfllP8f'IY which Is llI18nCUl'tIenI by..,m.ge BhlUd be
able to oblain a mortgage up to two thirds of the value of the property.
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As far as companies are concerned, debt capital is a potentially attractive· source 01
finance because interest charges reduce the profits chargeable to corporation tax.

Retained earnings

For any company, the amount of earnings retained within the business has a direct
impact on the amount of dividends. Profit re-invested as retained earnings is profit
that coUld have been paid as a dividend. The major reasons for using retained
earnings to finance new investments, rather than to pay higher dividends and then
raise new equity lor the new investments, are as lollows:

a) The management of many companies believes that retained eamings are
funds which do not cost anything, although this is not true. However, it is
true that the use of retained earnings as a source of funds does not lead to
a payment of cash.

b) The dividend policy of the company is In practice cletermined by the
directors. From their standpoint, retained earnings are an attractive source
of finance because investment projects can be undertaken without
involving either the shareholders or any outsiders.

c) The use of retained eamings as opposed to new shares or debenturas
avoids issue costs.

d) The use of retained earnings avoids the possibility of a change in control
resulting from an is$ue of new shares.

Another factor that may be of importance is the financial and taxation position of the
company's shareholders. If, for example, because of taxation comIcIenltions, they
would rather make a capital profit (which will only be taxed when shares are sold)
then racsive current income, then finance through retained earnings would be
preferred to other methcxJs.

A COf'I1)lIny must restrict its seIf-financing through rWIlned prolIta because
shareholders should be paid a reasonable dividend, in line with realistic expectations,
ewn if the directors would rather keep the funds for re-investing. At the same time, a
company that is looking for extra funds will not be expected by Investors (such as
benks) to pay generous dividends, nor over-generous salaries to owner-directors.

Bank lending

BorrowIngs from banks are an important source of finance to companies. Bank
lending is still mainly short term, although medium-term lending Is quite common
these days.

Short tarm lending may be In the form of:

a) an overdraft. which a company should keep within a limit set by the benk•.
Interest is charged (at a variable rate) on the amount by which the company is
overdrawn frorn day to day;

b) a short-term Joan, for up to three years.
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Medium-term loans are Ioens for a period of from 1tne 10 ten ye8I8. The rate of
interest charged on medium-term bank lending to IaIge 0011" II ... be a ..
margin, with the size of the margin depending on the creeIt staneIng and ,ilIIdI I I of
the bonoWeT. A IoIIn may haw a fixed rate of interest or a variIbIe i ..8lIt ..... 80
that the rate of inlerest charged wiI be aqusted tNely 1hnIe, 8ix, .... or t\1I1IMl
months in line with recent lIlCMlIl'l8I'It in the Base leiKIr IQ Rate.

. Lending to smaller COfl1I8lIies wiI be at a margin abcMt Ihe bel... Il888 I'lIIIIt and aI
either a variable or fixed rate of interast leIlling 011 OY8,diaft Is aIwIya at ...iIbIe
rate. A loan at a YIlIiabIe rate 01 interest is someli",. ,efeonld 10 • a Ifiii., ,.
loan. Long8l'-term b8nk loans wiI sometimes be avallable. -.Iy for Ihe PIId •• I of
property, where Ihe Io8n takes the form of a nlOrlgage. WIWIa banIl.- is aaked by a
businsIS customer for a IoIIn or overdraft faciiIIy, he wII 00I1l1ider ...... facUs,
kr IOMl oomrnor.ly by the _lie PARTS.

-Purpoee
-Amount
- Repeyment
-Term
- SecuilY

pulJIOll8 of the Io8n A IolIn reqlMSt .. be rafuIed • lie~Ollie ... Ia not
j1a:epll1lille 10 lIIe bank.

lnCUIt of the loan. The customer must lIlBt8 8lllICIy ... muctI to,-row.. The benk8r must -'Y....... he Iallble to do.. till llellllCUlt .......
rnaIce the pCJPC*d 1m.Im.nt" been I "3 ,. It ....,...,.•
.. the lolIn be I8PIid? WII the cuslOII... be IIble to oIaIn ....•• ,. to
the,.;, YI1l(!ll~~?. _. _ ;
would be the cbation of lIIe 1olIn? r -,.' ed .... "AI
and _ctaflli, aIlhough rnedium-tenn nowqull ,....
!he loan If 10, Is !he

Leasing

A Ieue is an agreemeN bet\iI88ft two pertieI. the , ••• W' and .. ,. .". TIa
Ieseor owns a cep/tal asset, but allows the I! I BB 10 ..... TIa 1.11 I IJ II an
p8)'IIl8nl8 under the terms 01 the Ieue to the 1eIeor. for a epecIIed patad 01.....

L88a1U9 is, then,fur.., a form af rantaI. Leeeed IIBBts haw~ Iy been pIrIIlI and
machinery. cars and COflI,18I'CiaI vehicles. but might alia be CICIfI1ll*r$ and db
equipment. There are two beslc forms 01 Ieue: "op8latlng IUIII" and "Ii.a
IBI u",

0pM""'" lUll.

Operatilg lealn are renI8I agreemelilS betweer.the leaaorend..111 I wIirI1lby.
a) the Ieseor IlIppln the equipment to Ihe I ••• 1
b) Ihe Iesaor is responsible for Il8fVidng and .... I J q Ihe IBa.11I
equipn18IIt
c) the period af the Ieese is fairly short, less then .. 8OllI lic • 01 ..
asset. 80 that at Ihe end 01 the lease agraement, Ihe Ieaaor C8fl ....
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i) lease the equipment to someone else, and obtain a good rent for it,
or

.ii) sell the equipment secondhand.

Finance_sea

Finance leases are lease agreements between the user of the leased asset (the
lessee) and a provider of finance (the lessor) for most, or all, of the assefs expected
useluf life.

suppose that a company decides to obtain a company car and finance the acquisition
by means. of a finance lease. A car dealer will supply the car. A finance house will
agree to act as lessor in a finance leasing arrangement, and so will purchase the car
from the dealer and lease it to the company. The company will take p0SSession of the
car from the car dealer, and rTU!ke regular payments (monthly, quarterly, six monthly
or annually) to the finance house under the teRnS of the lease.

Other important characteristics of a finance lease:

a) The lessee is responsible for the upkeep, servicing and maintenance of the
asset. The lessor is not involved in. this at all.

b) The lease has a primary period, which covers all or most of the economic
life of the asset. At the end of the lease, the lessor would not be able to
lease the asset to someone else, as the asset would be wom out. The
lessor must, therefore, ensure that the lease payments during the primary
period pay for the full cost of the asset as well as providing the lessor with
a suitable return on his investment

c) It is usual at the end of the primery lease period to aJIow the lessee to
continue to lease the asset for an indefinite secondary period, in return for
a very low nominal rent. Alternatively, the lessee might be allowed to sell
the asset on the lessor's behalf (since the lessor is the owner) and to keep
most of the sale proceeds, paying only a small percentage (perhaps 10%)
to the lessor.

Why mltrflt Ie8slng be popular

The attractions of leases to the supplier of the equipment, the /essee and the lessor
are as follows:

• The supplier of the equipment is paid in full at the beginning. The equipment is
sold to the lessor, and apart from obligations under guarantees or warranties,
the supplier has no further financial concern about the asaet.

• The lessor invests finance by purchasing assets from suppliers and makes a
return out of the lease payments from the lessee. Provided that a lessor can
find lessees willing to pay the amounts he wants to make his return, the lessor
can make good profits. He will also get capital allowances on his purchase of
the equipment.

• Leasing might be attractive' to the lessee:
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i) if the lessee does not haW! enough cash eo~ for ........ and
would haW! difficuIIy obtaining a blink IolIn to buy .. and 80 has to
rent it in one _y or anaIler If he is eo haWl1he UM oil at81; or

i) if finance leasing is c:he8per than a benk IolIn. The COIl 01 paymenIs
under a loan night 8lDC lId 1he cost 01 a Ieese.

• "Th8 Ie8I18d equipment does not need to be &hcMn In 1he I .. 18'8 pull......
beJence sheet, and 80 the lessee's blIIance lIheet aha... no Incr8IU in ..
geering 18lIo.
. -

• The eqt.ipilMl is 188118d for a sIlOiter period than .. 8IqlIKted lflIIu1'" In..
case 01 high'lchi'lOlogy equipmcwlt, 11he 8lMJmenI becon_ CIUl-Gk' 7

before the end 01 Ita exp8cted Ife. the lessee does not have to keep on UIirV
It, and II is 1he Ies80r who must belli the risk 01 hhIng to ... otlell.'1
equlpil8i1188COldlInd.. '

The 11.111 wII be IIbIe eo dedllCt the .... PBYiil8illB In~ tW ........polll.

Hire purchase

Hire purchase is a form 01 instalment crecIt. HInt pun:ha8e is _.. r to II tv. wilt
the uception 1het 0Wl18IShip of the goods passes to the hint puid I •• CUIb._ on
payment of the finIIJ a8CIt instalment, where8s a IIII I I never becomie the 0IIINr 01
thegoocte -__- _:_ _ _

HInt puidIIIiIe ..".-eemellla U8U8IY IrMIlWl a finIIlC8 hcUe.

I) The -iRl.lr llII1s the goode to the ".1C8 hcUe.
i) The .''J1.sr d8IIWlr81he goode eo the custDn_ who........,
pUll:"'''. them.
II) The hint purchase a"angemeflt exisl8 be'neen the 1IrI8i1C8 .....and..
CUIIDIi_•

The firI8nCe house wII aJways insisl1het the hintr llhaUd pay a ....... 10 MIl ..
pwchale price. The size 01 the deposit wII depend on 1he 1iI.1C8 OUii,,"" policy
and Ita alIB nlT.1l 01 the hirer. 1lIis Is In contnuit to a ".1C8 ...........
II I I I I might not be required to make any large InItiaJ paynl8i1l.

An incUItrIaI or ClCllmI8IClaI busi'UI can use hint pUIlA au. allDUial or ....
WM1 incUItrIaIhn purchue. a businl II c:uslOm8r obIBina hint puid I" flam
a finance house in order to purdlase the fixed asset. GoodiI bougN by I 1.1 I on
hn PUIl:haU Include 0Ui' Ip8Il)' vehicllS. plant and rnac:hiwy, oIIIce eqlipli.1t and
fanning n__I8iY.

Government assistance

The IP*'l"lMI povkIee finance to~ In C8Ih gi8I1I8 and oIw lonna 01
direct essishlrlC8, as part of its poI"leY of helping to dS\8lop lhe i 111)1" econon.,..
especiIIIIy in high technology industries and in areas of high~ Far
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example, the Indigenous Business Development Corporation of Zimbab'we (IBDC)
was·set up by the government to assist small indigenous businesses in that country.

Venture capital

Venture capital is money put into an enterprise which may aD be lost If the enterprise
fails. A businessman starting up a new business will invest venture capital of his own,
but he' will probably need extra funding from a source other than his own pocket.
HoweVer, the term 'venture capital' is more specifically associated with putting money,
usually in retum for an equity stake, into a new business, a management buy-out or a
major expansion scheme.

The institution that puts in the money recognises the gamble inherent in the funding.
There is a serious risk of losing the entire investment, and it might take a long time
before any profits and retums materialise. But there is also the prOllpElCl of very high
profits and a substantial retum on the investment. A ventura capitalist will requira a
high expected rate of retum on investments, to compensate for the high. risk.

A venture capital organisation will not want to retain its investment in a business
indefinitely, and when it considers putting money into a business venture, it will also
consider its 'exit', that is, how it will be able to pUll out of the business eventually
(after five to seven years, say) and realise its profits. Examples 01 venture capital
organisations are: Merchant Bank of Central Africa Ltd and Anglo American
Corporation Services Ltd.

When a company's directors look for help from a venture capltallnstltutlon, they must
recognise that

• the institution will want an equity stake in the company
• it wiD need convincing that the company can be successful
• It may want to have a representative appointed to the compeny's board, to
look after its interests.

The directors 01 the company must then contact venture capital orgaJ1isatIons, to try
and find one or more which would be willing to offer finance. A venture capital
organisation will only give funds to a company that it believes can succBed, and
before it will make any definite offer, it will want from the company management

a) a bUsineSS plan
b) details 01 how much finance is needed and how it will be used
c) the most recent trading figures of the company, a balance sheet, a cash
flow forecast and a profit forecast
d) details 01 the management team, with evidence 01 a wide range 01
management skills
e) details 01 major shareholders
f) details 01 the company's current banking arrangements and any other
sources 01 finance
.g) any sales litereture or publicity material that the company has issued.

A high percentage 01 requests for vehtlire capital are rejected on an InitiBI screening,
and only a small percentage 01 all requests survive both this screening and further
investigation and reslilt in actual investments.
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Franchising

Franchising isa melhod of elCpllnding busi:ess on less 'arlIlII than would dhel Jiaa
ba needed. For suitable businesses, it is an aJternaIive to railing 8llInI Cll$JiIB/ for
growth. F,anchisors include Budget Rent+Car, ~, ....Ido'a QidtwI end
Olicken Inn.

Under a franchising arrangement, a frarochiue JaYS a fnlnctillor for .. riQht to
operate~ local business, under the franchisers trade name. The fnIIlda. nu:t t..r
cer1Ul costs (possillfyfor archItect's work, estabIistmenl COlD, IeglII COllI, '.....ling
C08IS and the cost of other SllPPOrt services) and wiD charge the fnIIld' Ie .. inIIiII
frallchise fee to cover set-up COSls, relying on the Slilleeqll8l'lt reguIIr~... by
the franc;t1Isee for an ope,allng profit. These regular peym8l11a .. ,. sly be a
percentage of the fraI:chls u's 1UmOWr.

AIlhough the fr8nchieor wiI probilbIy pay a Iarga part d .. inllilllIlIi 7I••COlt 01.
franchisee's ou7Iet, 1he fraJ:chiSBS wiD be upecI8d to con3l1bu1rt ..... 01 ..
in_bblent timse•. The franchisor may well~ the f,anot J BS to obI8In 10-. .......
to provide his-Ihar8 d!he imt88ll.wd COIl

The advantages 01 frallC"'iSB& to thefraI~_ as foI:l we:

• The capi?aI oulIay neaded to ellp8IId the Ilul* • ......
Ul8t8ntisIy.

• The Jmaga.of the business is iliproued ....... the "'Id' III .. be
rnoti'Mtad to achieve good rasuI3lI and wi! hev8 .. auI10ltly to ....
whallMli ae:tIon they think lit to~the~

The adWirlllge 01 a franctin to a franchise•• thai he 011 01 •
busi es. for an agreed number of years (including 8lIodr end Ilia, 7 , ......
premises might be Iea8ecI from the franchisor) togeII-. wIh .. b&iMiii 01 • IIrge
0Ig81 is lion's rnarIc87ing effort and experience. The hllCl1'us II able 10 .......
d the mis7aka8 d IllII1Y smaI businUBBS, ....... the fnlnda. hili ....,..
Ieemed from iIB own pas? mistakes and de\> sloped • actwne thai .....

Now .....I,p ....' 1117.1.

Outdoor living Ud., iii owner-managed CClfIlllIIIY. ... de\ s'nped .... _ 01
heating using llOIar power, and IlIIS f:nanced the de..,CIJlI1'8M I1IIG8I fnIm Is own
resources. Market r8S88ICh indicates the po it:8y 01 a Iarga 1IOIume d _,wid end
a signiIiclInt 8I1lOWIt of edcI7Mli'llll capital will be nuded to Ii..:capondon.

AdviIIe 0UId00r l.Mng Iif. on:
a) the advanlageB and disadvantages 01..orequly e*/ n,
b) the various types 01 capital likely to be avalable and the IClUIWB fIum 1IIIlk:h

they might be ob7ained
c) the rnethod(l) 01 fh..:ca likely to be moet .7311 cby to bolh O*iDcw

living lid. and the provider 01 funds.
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Deferred ordinary shares
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~mmary of the Project:
Description: High Quality Paste. Jujce .aocJ§Il!Jcetl fQr

Key AsaumpIIona:
Enterprise scale
Geographic location
Initial inwsbi Hhlf
Typicall8CUfI8nt input costs
Key yield factorS

Annual Awrage Gross Retum (full Capa

. DiscoI.Ilt nile
lnIIalion nile (rt any)
Analysis period

P-'V.....10%_20~
Imustlllunt Inputs
RecuIl8llt inputs
R8v8nuuS
Rel!idU8I vuJ.-

Net Present ValUe of Enterprise • 14% over 20 years

FIn8rKlIIlI A118f1s1s ReMIIIa:
Retum on I8CUnent inputs. (Year one)
Retum on InYdSbilunt and recumlnllnpuls. (Year one)
Intemal Rate 01 Return
BenuIiI Cost Ratio 014%

~ on~ dIscounIed bes1118ft8r

TI1nIahaId~....una:
Net Pflunt ValUe 01 En!dIprise equeIs ZERO when.....

YIeld f Prices deCU8BBCI by
,""usbll8nt Expen<ibn lnadllBdd by
Recunent Inputs iflCfdll88d by

• . MlIjor FIIIIc8 tel FIn8ncIal VIablllly:
FIuclua1ions in raw meturlaI prices
R8IaIlvIlIy new to the rTldIk8l

B,OOO Ton Raw Materiel (Full Capacity)
6 01 October City

LE 10,664,763
LE 9,253.914

Paste, Juice
Sauces

LE 13,605.451 annual

14%
5%
20 years

LE 9,355.055 (IncIud118Wol1dng capltaI)
LE 9,253,914
LE 13,605.451

. LE 210,281
-24,987,280

47.02% static statu
13.77% static state

#DIVIOI
0.88

28%
267%

27%

Note: Productlon plan at full GIIfIlICllly
Pro<lJct Type %

Tomato pIISIB 22 b
Tomato paste 22br(48*6 oz.tIn)
Tomato paste 22 b(3kg lin)
While vinegar 60
Mango jJica 250mI
Guava juice 250 mI
Chili paaIe 380gm
Kelchup 340 g
Mayonnaise 340 g
S . sauces

22%
3%
2%

12%
32%
12%
10%
3%
3%
3%

Annual prodUCtion
(Pices)

120,000
18.382
9,167

66.000
176.000
66,000
55,000
14,400
14,400
14,400

USA
60,000
9,191
4,583

33,000
88,000
33.000
27,500
7,200
7,200
7,200

MaIketing Plan
Maghreb,

and
COMESA
endGCC

24,000
3,676
1.833

13,200
35,200
13,200
11,000
2,880
2,880
2,880

II ..,
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=

RIMnuI (I.E) Is IIduc8d Ill'
.RecwJW1t ""'* are ilN:fll.ed by

FIfWICIAL ANALYSIS RESULTS
SllIlIc An• .,.": " ,

FOf • typical yeo' or ....... of produCtion, once the enI8rprfse has been _is/lod: ,
__ (l.E) 13,605,451 per veer

Less Recurr&nl1npuIB -9,253,914 per VII'
= GlOSS Margin (I.E) 4,351,537 per Veer

= 47'1' _ (Ill1'llCUflllll1njlU1B only
Less .....lmer1Iln _ -2,704,583 per V..,

= Net MetgIn (I.E) 11848.174 per VII'
14% _ (Ill_a.........x InjlU1B

s....., ......,....
_ IiIIIrgIn =0 "'*"

•
RIMnuI (I.E) Is IIduc8d Ill'

RecwJW1t Ir1>UlI .... i"" .'11ll'
1m wb'''. 1r1>UlI1I- by

D .,.
II an III"""" ",.-tor lie pnllIucl?
11 ...- raedIy_: I h7
w ...-~
WI 1ff8cI mIIIlel plIce7..1Ie...-....,to ..,aMI.__7

Ase.-_lI<8IYfD_wfIh _1

YJ1j
y
y

"
"y
y

12%
11'%
61%

pe , ..,- 1 am

• I
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•
0 0 a 0
0 0 a a
0 0 0 a
a 0 a a
0 0 0 a
0 a 0 a
0 a a a
a a 0 a
a a a a
0 0 0 a

. a a' 0 0
a a a 0
0 a a 0
a 0 0 0

-1lI,-"" .e....'. ·s,as,12ID ......'lIl....... ........ .""'.... ........
•...1$7.724 ·...m.724 .·..m.1a6 -4,711,•

,-,111 '''111' ,-,711 ,"1151
·188,1184 ·1"'" .'81.... .,.....
,'11,514 .,...... -1&1,514 .,........... ...... ",oao -e.aoo
....... ....... ....... .BO,DlIIl........ '200,'" .200,000 .-·IOIS,_ -8Ol5,fI8O -- -IOI!I••........ ........ .- .-.2-i4I.... ........ ........ ............... .......: .- ......

0 0 0 0
0 0 0 0

.,......... .,......... .,......... .,.........
13,-.46' '........' '........' 13,101,46'

'........' 13,ec:E,451 '........' 13,105,.'

A_W.... v.t...
Ln-Pnxlu:llanF". & ir*IIItrulIIIn___F_
C""W_CW_'~"'ISlDr.T_
Pi " ......0IIIc0_
T tIdoli UnII
P ClI*dr\1 Ccet-.....
00I10r
w~~_ .

SlJ8.TOTAl:. • • • • • • • • ..

ilJJ~L.jMil.;AgL!LLMmillL!UIM~J.llil,rfffniUt• .illLJtlrjlIJ]a'JliL.. iT:rUM:J(rlliIT:J .. IUiiliJ; r .[f .'

•CU" PLOW ANALYI" ""_aI
,"".............
~... 0 0 0 0 0

""""".- 0 0 0 0 0
PnxIudlanF.-.'lnl~ 0 0 0 a 0
RIIWMIIINII,-...'..... 0 0 0 a a
CMlW_CW....D_....) 0 a 0 a 0
Stenger.,. 0 0 a a a
P'-Uno a a a a aona_

a a a a aT___

a a a a a
PhI p iidIt.,ea.t a a a 0 0
p............ a a a a a
00I10r a a a a aw__

a a a a a
8l&TOTAL; a 0 a a a

A~nwnt Inputs
Raw Ma_ (l.E) ......,.. .......,.. -uee.ll1D -e,aI,121O ......,..
Addi'-ILE) .- ."",... .- ....... .......
FIlling & PockogIng Ma_ (I.E) •..m.7114 -4,737;711I ...m,7114 ....737.'7211 -4,7S7,7lM
01,,,,,, lab.. (I.E)

_1151
,"111' ··..111' ·"111' '''111'

- CDMUl1\IllIOn (l.E) .,- .,- .,..... .,- .,."..
w.... C"""""'Plion (LE) .,- .,- .,..... .,- .,-s_ & MarlIolIng (l.E) -e,oao -e.aoo -e.aoo '.,CIOD -e,oao
Research & O.tI'upmenl (tE) ....... 'BO,DlIIl ....... 'BO,DlIIl .......O.....a1 &___ (I.E) .- .- .- .- ........
Admin. __ (I.E) -- -- - .- ........
Maintenance (LE) .- .- .- ........ ........
Insurance (lE) ........ .- ........ .- ·_.141
Inter.t .- .- - ...... .-
T_ O a a 0 0
D_ O 0 0 a 0
TOTAL: -14,&44,38 .,......... .,......... .,......... .,............-
Pute, Jl.b and ..... 13,.1C15.411 '........' '......... '........' '........'

SlJ8.TOTAl.: '........' '........' ,- '........' '........'
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• •
Table ('-2): BUDGET (at lull e..,.cllyhnonthl'" I

1/ I:' ,.', \'.. 1'i'J i, I.... ,J"., (",:~ '1' 11 I I') Y ,',1:. 1

301.o:t11 301.038 3Ol.o:tll 301,038 3Ol,D98 301.038 301,D98 301.038 3Ol.o:tll 301,038 301,D98 301.038 3.612.45177_ 77.660 77,1l1lC 77,1l1lC 77.660 77,61lO 77.116C 77.660 77_ 77,1l1lC 77,61lO 77.660 llOO.eoo..., _e67
G,e67

_617 _lIlI7
G,e67 G,lIlI7

_1Il7
G,e67 G,e67 ..., <132.887 6.182,0001113,33I 113.- 1113,33I '13,333 113,333 183,333 163,333 188'- 188,333 113'- 188,333 183,333 2,200,OOIl1311,200 1311,200

,_
1311,200 1311,200 1311,200 13l1,200 13l1,200 139,200 . 139,200 .1311.200 139.200 1,870.400

1,133,~ 1,133,188 1,133,788 1,133,788 1,133,788 1.133,'!88 ',133.788 1.133,788 1,133,788 1,133;788 1,133,788 1.133,788 .13,806,451

187,433 187,433 187,433 1871433 187,433 187,433 187,433 187,433 187.433 187,433 187,433 187,433 2.249,200
834,:rlO 834,310 884,370 834,370 834.370 834.370 834.370 es.&,370 lI34,:rlO 630<.370 630<,:rlO 630<.370 7"'2,039821. 821. 821. 821.

821_
821'" 821. 821. 821,803 821,803 821.1lll3 ~1.803 9,881.63972._ 72._ 72._ 72._ 72._ 72._

72._ 12._ 72._ 72._ 72._ 72._ 72.48%

2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 ,,",0001.111 1,111 ',1H 1,111 1,111 1,111 1,111 1,111 1.111 1.111 1,111 1,111 13.3333_ 3.668 3.668 3.668 3.lllIe 3.668 3,5!l6 3_ 3,668 3,556 3,666 3,556 42.867- - - - - ..... eN - - ..... - - 8,3332,222 2,222 2,222 2,222 2,222 2,Zl2 2,222 2,222 2,222 2,222 2,222 2.222 26.887.150 lllO 130 130 IIlO 150 '50 150 ISO '50 150 150 1._12,ll2O 12,120 12•• 12,1Il!O 12,1Il!O 12,ll2ll 12,ll2ll 12,820 12,920 12,920 12.ll2ll 12,920 155.0411,500 l,aao !.SOD l,aao 1._ 1.000
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1.000
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"'00 "'00 1.sao 18.0002,!00 2.1!OO 2.!IlO 2,110O 2.800 2,D 2,500 2,500 2,llOO 2,!00 2,500 2,500 30.0004.187 4,187 4,187 4,167 _.167 4,187 4,187 4,187 4,187 4,18'7 4,187 4,187 00.00023 23 23 21 23 23 23 23 23 23 23 23 2700 0 0 0 0 0 0 0 0 0 0

0 0
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• •
TebleIF-4I: BALANCE SHI!I!T let lutl cepeclty/nlonth)- ---

AI of hMOiilfim i

e •---Colh 1,133,711 '.133,'711 1,133,711 1,133,711 1,133,711 1,133,788 1,133,711 1,133.788 1,133,788 1,133.788 1,133,711 1,133.788 13.805.461IrMNb'." 12,115 82,115 82,115 82,115 12,115 82,115 12,115 82,115 12,115 12,195 82,115 52,115 7<18,344AcoounIa .....riIbI& 0 0 0 0 0 0 0 0 0 0 0 0 0..,."'0IIVIbII 0 0 0 0 0 0 0 0 0 0 -0 0 0l.-.lory 0 0 0 0 0 0 0 0 0 0 0 0 00Ih0r CunwnI_ 0 0 0 0 0 0 0 0 0 0 0 0 0TolllI CunwnI~ 1,185•• 1.181.~ 1,115,_ 1,115,l113 1,115,_ I,I95,ll83 1,185,. 1,1••183 ','H_ 1,1H,l113 1,115•• 1,195,1183 14,351,786

1'16nI4 /!q.Ij .1' 0
0Lend 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 2,333 29,DOD--Bo-.o 1,111 1,111 2,333 2,333

1,111 1,111 1,111 1,111 1,111 1,111 1,111 1,111 1,111 1,111 13,333P-_&I- 3,MlI 3,MlI UN 3'- 3'- 3,_ UN 3'- 3'- 3'- 3'- 3'- 42,887
Raw _8Iorege_

llII4 llII4 llII4 IlII4 IlII4 llII4 llII4 llII4 llII4 llII4 llII4 IlII4 8,333 _
CMI_(W_,~ .. 2,222 2,222 2,222 2,222 2,222 2,222 2,Zl2 2,222 2,222 2,222 2,Zl2 2,222 26,_StorogoTenkI ISO ISO 1110 ISO ISO ISO ISO ISO ISO ISO ISO ISO 1,800PIOCWIII8Q! U1I 12,820 12,820 12,9lID 12,1Ial 12.920 12,_ 12,820 12,lIlIO 12,820 12,820 12,920 12.920 155,041Office SuppIIH 1,110O I,8DD 1,8DD I,8DD 1,110O I,8DD l.soo l.soo 1,110O I ,SOD 1.soo I ,SOD 18,DDDT,......bdIue....... 2,110O 2,lIDD 2,8DD 2,lIDD 2,110O 2,110O 2,110O 2,110O 2,SOD 2,SOD 2,lIOD 2.soo BO,DDO
Pn.<JPUathig Colt 4,187 4,187 4,117 4,187 ";187 4,187 4,187 4,187 4,187 4,187 4,187 4,187 SO,DOD
Permilll,otn 23 23 23 23 23 23 23 23 23 23 23 23 210
0Ih0r 0 0 0 0 0 0 0 0 0 0 0 0 0
Woddng copIIoI 194,204 194,204 194,204 1114,204 194,204 194,204 '94,204 1IM.rot 194,2Oot 1lM,2Of 194,204 194.204 2,330,453

0O\hof_ 0 0 0 0 0 0 0 0 0 0 0 0 0
TOIlII_ 1,421,383 1,421,383 1,421,383 1,421,383 1.42',383 1,421,383 1,421,363 1,421,383 1,421,383 1,421,383 1,421,383 1,421,383 17.056,359

0
l/lIbIh'Ht18 4 ~'E/ttJfIy 0
CImrnI~ 0

Short Term Debt 710,882 710,882 710,882 710,_ 710,682 710,_ 710,682 710._ 710,882 710,682 710,682 710,682 8,528,179
AccounIII PayobIe 0 0 0 0 0 0 0 0 0 0 0 0 0
OIhorp..... 0 0 0 0 0 0 0 0 0 0 0 0 0-..- 0 0 0 0 0 0 0 0 0 0 0 0 0

Total CunwnI"- 710._ 7IO,lIlI2 7IO,lIlI2 710.lIlI2 710,_ 710•• 710,882 710._ 710'- 710•• 710,. 710,882 8,528,179
0

lang T..... llIIll 710,l1l12 0 0 0 0 0 0 0 0 0 0 0 710._
TolllI..- 1,421.- 0 7I0,lIlI2 710,882 710,l1l12 710,882 710,812 710,. 710,_ 710,lIlI2 710,. 710,812 8,528,179

0
o.UId sS••' 1( -... 0

Common_ 2311'" 2311'" 2311,8I4 2311,8I4 .2311,8I4 2311,8I4 2311,8I4 2311,1lII4 2311,8I4 2311'" 238,1lII4 2311,1194 2,842,728--. 2311,8I4 2311,8I4 2311,8I4 2311,1lII4 2311'" 2311,8I4 2311'" 2311,8I4 2311,8I4 2311,8I4 2311,8I4 2311'" 2,842,728

DNlcIllndI PayobIe 2311,8I4 2311,8I4 2311,8I4 2311,8I4 2311,8I4 2311,8I4 2311'" 2311,1lII4 2311'" 2311,8I4 238'" 238,l194 2,842,726

TOlIlI~ EquIIy 710.812 710._ 710,882 710._ 710,882 '10,_ 710,882 710,882 710,_ 710,_ 110•• 710,812 8,528,179
0

Total" PM_
II """"

2,I32,04S 7Ill,882 1.421,383 1,421'- 1,421_ 1,421,383 1.~-,2J11:t _ 1,421.- 1,421,_ I.421,3ll3 1,421,383 1.42'_ 17,056,359

~ • •
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• •
T...-_ 0 0.00ll0 3,I12M1 llU'" 3,812M1 -'ile._ 3,812,ca1

28._
3,81a,ca1

28._
\IInogIr 0 0.00ll0 no.eao 8._ - 8._ VllO,IICIO 1._ aao,eao 8.114""
J.- 0 O.QO'lf. 5,112,000 35.1'" 8.112,000 3ll.1B'lf. 5,192.000 35.1B'lf. 8.112,000 3ll.1B'lf.
ChIIP_ 0 0.00ll0 2,200.000 18.17'lf. 2,200,000 '8.17'lf. 2,200.000 18.17'lf. 2,2llO.ooo 15.17'lf.
KI\ChUp, Mayan.,._

0 0.00ll0 1,870,400- 12.2... 1,870,.400 12.2ft 1,870,.400 12.2... 1,870,.400 12.2.""

T__
0 0.00ll0 l3;805M1 l00.OOllo 13,805Ml l00.OOllo 13,lICi5Ml l00.OOllo 13,8Ol5Ml l00.OOllo

C06tDfGootlll_- 0 0.00ll0 2,J41I,200 18.l53'lf. 2,J41I,200 18.53'lf. 2,248,200 '8.53'lf. 2,248,200 18.83'lf.
Other .......... q>uIo 0 0.00ll0 7,811,_ 55.- 7,812,G 55._ 7,512,431 55._ 7,812,G 55.115""

ToIoI Vlll10ble COGS 0 o.OO'lf. _1,- 72A8'lf. 8,881'- 72._ G,8II',. 72._ G,8II1,. 72.48'lf.

Total_CoItd<laodo._ 2,-,583 0.00'lf. 2,704,8113 lG.8lI'lf. 2,_,583 ,G.... 2,70'1,583 IUS"" 2,70'1,583 lU8""

Total Coot of__ 2,70'1,583 0.00'lf. 12,5811,1111l1!
G2_

12,5811,1111l1! G2._ 12,_._ G2._ , 2,588.202 92._

0 ...... pram -2,704,1lIl3 0.00'lf. -2,704,8113 -'9._ -2,704,583 -'9._ -2,-,583 -1 UB'lf. -2,700,583 -lUll""

Q71.~SrptInn6
5.101' Malkallo.. 0 0.00'lf. 3ll1l,llClO 2.71"" 3llIl,BOO 2.71"" 3llIl,eao 2.71"" _eao 2.71""
Relel.n:tI4 0..:........ 0 0.00'lf. 40.000 0._ 010,000 0._ 040,000 0._ 40.000 0._

O&At_Depi_., 0 0.00'lf. 200.000 U7'lf. 200,000 1.47'lf. 200,000 U7'lf. 2OO,OOQ 1.47'l1.
Depi_. 0 0.00'lf. la.ooo O.QlIll, '2,000 O.QlIll, 12,000 O.QlIll, 'a.ooo 0.09%

T_~·I - 0 0.00'lf. 0 0.00'lf. 0 0.00'lf. '0 0.00'lf. 0 0.00'lI.

0 0.00'lf. -2,704,IlIl3 -lG._ -2,704,583 -lUll"" ~2.704.513 -,UIl"" -2,704,583 -'UIl""

1__
G5,2Il5 o.OOllo G5,lIll& 0.7Il'llo G5,lIll& 0.7Il'llo as.- 0.70% G5,lIll& 0.70%

1_"-
0.70% as.- 0.70% lI5'- 0.70%__T_

G5,lIll& 0.00'lf. G5,285 0.7Il'llo as.-
TaxelonlnDDrM

Nal__T_
G5,285 O.QO'lf. G5,285 0.7Il'llo as.- 0.70% as.- 0.70% as.- 0.70%

':i
"; • •
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• •
... CASH F\,.OWS STATEMENT 01 CHANGES In FlNANCIAL POSmON: V.,. 1 -10'-

ofCkltlll:
quuadb• ...,*~NelI__T_ ...- ...... ·1.... ...... .Ie... ...- .Ie... ·Ie.-.- ...... ......

Add....nat dMiWilll. auh
DepredatIan 0 0 0 0 0 0 0 0 0 01_1n_...,..,.. 0 0 0 0 0 0 0 0 0 0
1_1n0lhM'~ 0 0 0 0 0 0 0 0 0 0_1n_u.MoI 0 0 ·0 0 0 0 0 0 0 0

Deduct tteme not ........... auh_In__
0 0 0 0 0 0 0 0 0 01_1n1.-y 0 0 0 0 0 0 0 0 0 0

Cuhfnlm~ ·Ie,_ ·le,ellll,233 ·18,888,233 ·Ie,_ ·le,ll88,233 ·18,1188,233 ·18,_ ·18,5llll,233 .18,5llll,233 -18,5118,233

;<i• ."iP II aI'Ir.
Salool_ 0 0 0 0 0 0 0 0 0 0
Proc»odo ""'" SIlorI Torm"- 0 0 0 0 0 0 0 0 0 0
Proc»odo ""'" Lang Torm L.aono 10,lllI2,083 0 0 0 0 0 0 0 0 0
Sale of trweetmlllll 0 0 0 0 0 0 0 0 0 0
CoIectionot .......... 0 0 0 0 0 0 0 0 0 0
R_oI01hM'~_ 0 0 0 0 0 0 0 0 0 0R_oI__

0 0 0 0 0 0 0 0 0 0

C••h from OpI,.IICiW • fIInncI ·5,1128,171 ·18,ellll,233 ·16-'- ·18,5llll,233 -18,ellll,233 ·18,5llll,233 ·18,588,233 ·16,588,233 -Ie,5llll.233 ·16,5118,233

AppIk-_ 0/CkItIII:
P.,..- oIll1¥1doncl1 -18,588,233 ·18,1188,233 -18,5llll,233 -18,511ll,233 ·16,5118,233 ·18,SBll,233 -16,SBll,233 .16,588,233 -16,588,233 ·16,511ll,233P..-01__

0 0 0 0 0 0 0 0 0 0
Repo,.,.."'SIlorITorm..... 0 0 0 0 0 0 0 0 0 0
~'" Lang.Torm L.aono 0 3,731,722 4,778,81l4 0 0 0 0 0 0 0
Purdue of Im_i.nla 0 0 0 0 0 0 0 0 0 0
lnc:rM88"''''- Rile.tu" 0 0 0 o' 0 0 0 0 0 01_1n___

0 0 0 0 0 0 0 0 0 0
1=-1n0lh0r_ 0 0 0 0 0 0 0 0 0 0

1~IInCull 10,ll6:!,Cl83 -3731721.68 -477l11104.02 0 0 0 0 0 0 0

~klt:loIot_

1,133,768 1133787.582 1133787,1582 1133787.1582 1133787.1582 1133787. 1133787.582 1133787.1582 1133787.582 1133787.
EndIng CoIh_
1leiIn'.0IIh_ o 1133787. 1133787.1582 1133787.1582 1133787.582 1133787.582 1133787.582 1133787.1582 1133787._ 1133787._

InOl 'fO ,"'- 1,133,768 0 0 0 0 0 0 0 0 0

:l
-1 • •
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•
TablaIF-7);.BRI!AK·EVEN ANAL.YSl!latmaxlmum C8PlICltyhnonlh) - . !.

•
8iiIH--Fbled Cool"'_._
_._Ill'll l""o 00mmiIII0
ReIufch& 0........
G • A(wIIhaut Dop !eO "I
OIIpI_lIoIi
Leu Reds .'lied Fb8I CollI

ToIoI..-«:.-

ToIoIV_«:.-
I__~

1_lncome(~).'_
Income T.,.... OV.-'

Net Income After T...

11\<; ~lIi<: _".r ,'.- I' 11 I 1') I', " 1"'!1

1,133,711 1,133,"'· 1,133,711 1,133,711 1,133,711 1,133,711 1,133,711 1,133,711 -·1,133,. 1,133,. 1,133,711 1,133,711 ·13,805,4111

ZI&,8l _380 ZI&,8l ZI&,8l 2211_ ZI&,8l ZI&,8l 2211,380 ZI&,8l 225,380 225_ 225_ 2,704,!83
311II,100 a a a a a a a a a a a aee,eoo

oIO,OOIl a a a a a a a a a a a 00,000
111,0OO a a a a a a a a a a a 188,000

12,000 a a a a a a a a a a a 12.000
a a 0- a a a a a a a a Ii a

ll33,llIO ZI&,8l ZI&,8l - ZI&,8l 22II,3lIO ZI&,8l
225_ - ZI&,8l 22II,3lIO 225,3lIO 3,313,183

821,803 821,803 821,803 821,803 821,lIOS 821,803 821,lIOS 821,803 821,803 821,803 821,803 821,803 9,881,ll3ll
a a a a a : :0 0 a a a a a a
a a a a a a a a a a 0 0 0

821,lIOS 821,803 821,803 821,lIOS 821,803 821,803 821,803 821,803 821.l!I03 821,803 821,803 821,803 9,88',838

-521,998 lI8,804 8ll,llO4 88,llO4 lI8,804 8Il,804 88,llO4 88,804 116,804 86,804 88,604 86,l104 Ul,648

a 8,880 11,880 8,880 8,llllO 8,880 8,880 8,880 8,llllO 8,880 8,880 8,880 95,285

a 0 0 0 0 0 0 0 0 0 0 0 0

-521,_ 96,288 95,288 95,288 95,285 95,285 95,285 95,285 95,285 95,285 95,285 95,285 525,914

'Z1.82% 'Z1.82% 'Z1._ 'Z1.sa 'Z1._ 'Z1.52% 'Z1.sa 'Z1.52% 'Z1.52% 27.52% 27.82% 27.sa 27.sa
3,030,782 88O,lI3I 88O,lI3I 88O,lI3I 11IIO,881 850,1131 850,881 850,531 850,531 850,531 850,531 850,1131 12,388,824
.I,8lI8,'" 283,217 283,217 ~ 3I3,l!&7 2ll3,lII57 283,257 2!!3,257 2!!3,257 283.257 283,257 283,257 1.218,8i!7

~....

!nt:t'JnhI1I'Dm 4*""'''AnI/IJN
ConlrIlUlIon MIrIlIn-------___r_AnI/IJN

ConlrIlUlIon MIIgInIlnlok-e-___V _

'Z1.&21lo
3,030,782

·1'-

'Z1.sa
818,Q1l11
314,730

'Z1.52%
81....
314,730

•

'Z1.sa
819.058
314,730

'Z1.52%
818,0158
314,730

'Z1.52%
818._
314,730

'Z1.52%
819.0158
314,730

'Z1.52%
819.0S8
314,730

•

'Z1.52%
819,_
314,730

'Z1.52%
819,0&8
3,.,730

'Z1.52%
819,058
314,730

'Z1.52%
819,0&8
314,730

27.52%
12,040,4ZZ

1,585,028



Project InIIIeIlnwsb.16I1t Cost

1=
2,325,610

lIO,OOO
300,000
so.ooo

US1,11.
2,~

103

'......
80,000

300.000

Land
Admin. BuIdIIgB
Production Fac_i&& & Infr8IlrucIIn
Raw Urtm1lll StonIge Fee"
CIvil WorIcS CW". DnIinIIge. e1c.)
StonIge Tenlal
Proc JlI.-.g Line
0lIIce &,,' ,

f811iJ1lli1lllkin .lMb
f'N-opaallllg COlt
011II..... bii8111 COlt
orIWlG CIII n,'

Annual eel

~ IMachin..
30
20
10
5

5,

... ~._. l,,?'
o.t

to. 'g' II
lrLE



C8sam Production Equlpmeftttnvestment
Market Value of Existi FllClIilit!li



, -

lIIdIha~ (USA)
SucIIan .....

jeoaIlnglDW8r
lIIIIrpump~ IllC • .....,.. ...

FIre""""~HJdr-*1Drk.2Ji MT
One ton poI).......Cl_IIl.........(VII""

fire EJdInlIuIII-~ 811gB
fire IIgIIIIng .
Qllrbcmcc ~ ...
Woodin bIInI
,,-a.••
8'1'11111 ....1IIllIIch 1.5'
EIIdI..... II.IIfor~5.5 A••••
Slll*lllll (4)

I.8b equIpnlft
8'" ,0.....
Iob*- .
SI'**'(5)

TCIIII

lilt

.;

5
3
1
1
2
1
1
4
1
1

•1
1
1

1
1
1

11,000
700

40.000
5llO

2.llllO
2.llllO
1,2DO

150
1,lil1O
1,C1OO
.100

1,000
lIIlI
5llO

5,ODO
5llO..



OftIceS..pll.
80BnI U, • 'II Room FtmilIn LE 1 15,000

QAdliDl. LE S s.ooo
0Iftee FumIlIn LE 5 2,000

II ,.'101.U- LE 4 2,000
FaU.I•• LE 2 2,000
SmlIII ToaIIl &Wl.. LE 5 200
0Iftee EquIpn'" LE 2 8,OlIO
~s"m LE 1 8O,OlIO
S.....il' I 1. LE 5 200

To1II 0fIae SUpflIII LE
....pod • ill UnI1I

... a--(12P) LE 1 ,11iO,OOO
Allbi.111 (8oMI) LE 1 "100,000• A&*lrrdl .. (at-) LE 1 50,000

ToWT UnIlII LE

• I
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Variable Overtllld ExpenI•
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Financial Plan
Item
Borrowed Money
5eIf Anance 0
Total Finance

LE
7,463,444
3,198,619

10,662,063

% of
70.00 Col'nmercllllBal1ks
30.00 Dividends

100.00

•

•

BonvwN~ Islllmic s.ntc or LOClJI Commercllli Bank
Interest Rate % 14
Grace Period 2 Years

Loen Repay (USAID CtP)=LE 7,483.444
VMr Installmenta In""" TotIII I

1 0 0
'~2 3,731,722 0 3,731,7

3 3,731,722 1,044,882 4,n6,604
4 0 0 0
5 0 0 0
6 0 0 0
7 0 0 0
8 0 0 0
9 0 0 0

10 0 0 0
11 0 0 0

I
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Ceum Variable Coat

V.., 1: Rew Materiel ,Il...de

Product
iTom_to fruh
Mango Ir..... fNIt
Guave Irelh ,NIl
,Chili pepper
,Sugar
VInegar 110

ITomato paste llol bnIIk 3lS

Raw MeteltII
RequIrementa

T'
PI'OduolIon Capeclly (TonIYeer)

I Ton/Dey TonIYw
.. ] -~

38.080dayI
,",.0 80dayI

iTotel 4,lIi6.0

0.00
2,280.00

0.00
163,000.00
27,376.00

601,300.00
28•••00
88,482.00
70.800.00

!eO
o

100
720

1.000
376
460

411
48
60

6.00
3.60

170.00
300.00
81.00
.00 .,...
",. Ji

TOrnatop..22
Tomato PUle 22br(48*8 oz.lIn)
ITometo pute 22 b(4·3kg lin)
While vtnegar e
IMango Juice 2llOmI
GueYII Juice 250 ml
Chllpute
Ketchup 340 II
MeyonneIN 340 II

IIl ..UCIII

Veer1:AddItIveI

Veer 1:P:
1nt

M........ CoetJAf)
l,ometopU;'Di~-~~----=""

--....



Tomato paste 22br(46*8 oz.tIn)
,Tomato paste 22 b(3kg lin)
While vinegar 60
Mango jutce 250m1
Guava juice 250 ml
Chili paste 360gm
Ketchup 340 9
Mayonnaise 340 9
Special sauces

Totel Packaalnc:i-COst

can 170gm
Tinplate oan
PET bottle
Glal Bo\tIe8
Glal Bottles
Glaasjar
Glas bottle
Glallar
Glallar

• •
.-

100 33,333.33 2.000 68.667 8,333.33 0.39 3.250.00
720 720.000.00 ·0.580 417.600 60.000.00 0.39 23.400.00

1.000 3.846,153.85 0.375 1.442.308 30.000.00 0.39 11.700.00
375 1.442,307.69 0.375 540.885 60,096.15 .0.39 23,437.50
450 1,184.210.53 0.395 467.783 49.342.11 0:57 19.243.42

49 143.823.53 0.480 69.035 11.985.29 0.47 5.633.09
49 144,117.85 0.395 56.926 12,009.80 0.43 5,184.22
50 147.058.82 0.420 61,785 12,254.90 0.47 5,759.80

9,106,373.82 3.730,824 384,835.83 144.827.50

Cesam Basic Assumptions of Production
Tear <1:_ MII1tIJl8I_U_

Production Capacity (TonlYear) Total production Own use

Product Tonlvaar ValueLE TonlDav W.Oa TonIYear

Tomato fresh 8.800.0 1,760.000.00 80.0 11 1,885 1.885

Mango fresh fruit 1,620.0 3,240.000.00 38.0 45 1.000 250

Guava fresh fruit 1,440.0 578.000.00 46.0 30 1,000 250

Sugar 176.0 311.520.0
Vinegar 11° 352.0 341.000.0
Tomato paste hot break 38 18.0 57.600.0

Total 12,406.0 6.268.120.0

'J)
c!)

Year 2: AddlOv.. Cost

,Tomato paste 22 b(12*380 gr
Tomalo paste 22br(46*6 oz.lIn)
iTomalo paste 22 b(4*3kg lin)
While vinegar 6
Mango juice 25Om1
Guava juice 250 ml
Chili pasle

5.00
3.50

170.00

~.80

22.80
22.60

0.0
153.0

73.00
1,114.00

•

830
150
110
792

1.100
413
500

otaI colli
14.364.00
3,420.00
2,508.00

0.00
168.300.00

30,112.50
557.000.00

•
949 0.68

0.16
0.12



'. 1-
K.tchup 340 G 300.00 1110.00
Mayonnalee 340 G 88.00 1,4111.00

ISpecial IIUlleI 88.00 1:4111.00mao t.U6-
58 35.784.80
59 83.37UO
80 85.080.00

0.06
1

.Tomato peite 22 1) GUlar
I. (TOIl) Huml

a3111110 1.857,1194.74 0.410 138,157.89 v._
"""'UU'~'

ITomato pule 22bI'(48"1I oz.tIn) c.n 170grn . 110 882,352.84 0.450 387,059 111,382.35 1.20 22.058.82Tomato pule 22 b(3kg tin) l1npIate 0lUI 110 Se,eIlU7 2.000 73,333 9.1ee.1I7 0.311 3.575.00White vinegar 60 PETbottII 711 792.000.00 O.eeo 459_
ee.ooo.oo 0.39 25.740.00Mango Juice 250ml OlMa8olllel 1,100 4,230.788.23: 0.375 1,5ll8.W 33.000.00 0.39 12,870.00Guava Juice 250 ml GIMaBoltlM 411 1,5811,538.411 0.375 584,852 ee.105.77 0.39 25.7111.25ChAl peate 380gm GIMa/ir 100 1,315,789.47 0.3115 519.737 54.824.68 0.57 21,381.58Ketchup 340 g Gla bollIe II 172,5118.24 0.480 82.1142 14.382.35 0.47 8,759.71Mayonnaise 340 g Gleaajar II 172,841.111 0.395 88,312 14,411.78 0.43 8.197.08SpeclallaUllel G_/Ir 10 178.470.59 O.~ 74.118 14.706.88 0.47 8,911.78

otal ~ack8Glfili CCiIi 11.622.0', I.'

-...-
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Total COIIt (LE)
750,197
419,118'

76,9081
485,100

1,599,408!
620,7,
541,1181
89,6021
74,509
81,029

4,7'!i1,-

•

"'TAVAILABLE COpy

•

•

•





• •
Recurrent In ute
Cosillem L FEB MAR APR MAY JUN JUL AUG SEP OCT V EI
Raw Material (LE) 0 0 0 0 374,867 374,867 374,867 374,867 374,867 374,867 0 0
Addllives (LE) 72,226 72,228 72,228 72,228 72,228 72,228 72,228 72,226 72,228 72,226 72,228 72,228
Filling & Packaging MaterlaIt 322,954 322,954 322,954 322,954 322,954 322,954 322,954 322,954 322,954 322,954 322,954 322,954
Direct labor (LE) 18,_ 18,_ 18,_ 18,_ 18,_ 18,_ 18,_ 18,_ 18,_ 18,869 16,_ 16,869
Power Consumption (LE) 5,623 5,623 5,823 5,623 5,823 5,623 5,623 5,623 5,623 5,623 5,623 5,623
Waler Consumption (LE) 5,623 5,623 5,623 5,623 5,623 5,623 5,623 5,623 5,623 5,623 5,623 5,823
Sales & MarkaUng (LE) 30,717 30,717 30,717 30,717 30,717 30,717 30,717 30,717 30,717 30,717 30,717 30,717
Research & Development (L 4,167 4,187 4,187 4,167 4,187 4,187 4,187 4,187 4,187 4,167 4,187 4,167
General & Admlnlstratlve (U 16,687 16,687 16,687 18,867 16,687 16,687 18,867 16,867 16,867 16,867 16,867 16,867
Admin. Salaries (LE) 67,223 87,223 87,223 87,223 67,223 87,223 67,223 67,223 67,223 67,223 67,223 67,223
Malnlenance (LE) 20,1129 20,1129 20,629 20,829 20,629 20,829 20,829 20,629 20,629 20,629 20,829 20,829
Insurance (LE) 20,1129 20,629 20,1129 20,1129 . 20,629 20,829 20,829 20,1129 20,829 20,829 20,829 20,629
Other (LE)

583,726.TOIaI (LE) 583,728 583,728 583,728 583,726 958,593 958,593 958,593 958,593 958,593 958,593 583,728

Recurrent Inputs (Veer Two)
Cosillem JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

Raw Malerlal (LE) 0 0 0 0 2,095,373 2,095,373 2,095,373 0 0 0 0 0

Additives (LE) 81,663 81,863 81,863 81,863 81,683 81,863 81,863 81,863 81,863 81,683 81,683 81,863

Filling & Packaging MatertaIt 394,810 394,610 394,810 394,810 394,810 394,810 394,810 394,810 394,810 394,810 394,810 394,810

Direct labor (LE) 47,148 47,148 47,148 47,146 47,146 47,148 47,148 47,148 47,148 47,148 47,148 47,146

Power Consumption (LE) 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715

Water Consumption (LE) 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715 15,715

Bales & MarkaUng (LE) 500 500 500 500 500 500 500 500 500 500 500 500

Research & Development (l 4,167 4,187 4,187 4,187 4,167 4,187 4,187 4,167 4,187 4,167 4,167 4,167

General & Adminietnlllw (U 18,867 18,687 16,687 16,687 16,667 16,667 16,667 16,667 16,667 16,667 16,667 16,667

Admin. Salaries (LE) 67,223 87,223 67,223 67,223 87,223 87,223 67,223 87,223 87,223 87,223 87,223 87,223

Maintenance (LE) 20,1129 20,829 20,1129 20_ 20,1129 20,829 20,1129 .20,629 20,829 20,1129 20,829 20,1129

Insuranoe (LE)
20_

20,1129 20,1129 20,829 20,829 20,1129 20,829 20_ 20,1129 20,629 20,629 20,629

Other (LE) 665.265 6850285
Total 665,265 665,265 665,265 665,265 2,780,638 2,760,638 2,760,638 665,265 665.265 665,265

~ • .~
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87" 87_ 87_ 87_ 87_ 87,2lit 87,25t 87_ 87_ 87,26t 87,258 87,2S8321.173 328,173328.173 328,113 328.173 _ 328,17~ ••173 328,173 328.173 328.173 328,173 _328,173

12.701
42,_

20,321
lI,m

18.3411
82,080

31'
131,344

12,701
42,88&

20,321
lI,m

18,3411
lI2,OIIO

3I,lIOI\
131,344

12.701
42,98li

20.321
lI.m

18,3411 '
82.0ll0

31,808
131.344

12,701
42,1181

20,321
lI.m

11.3411
1I2,(ll1O

3I,lIOII
131,344

12,701
42.1181

20,321
lI.m

18,341
82.0ll0

31.
131.344

12.701
42,1181

20,321
lI,m

18,341
82.080

31,801
131,344

12,701
42,88&

20,321
lI,m

11,341
82,011O

3I,lIOII
131,344

12.701
42,811

20,321
lI,m

11,341
82,080

31,801
131,344

12.701
42.1181

20,321
lI.m

11,341
82,080

12,701
42,-

20.321
lI.m

11.S46
82.0ll0

12,701
42,1181

20,321
lI,m

11,341
82.0ll0

12.701
42.1181

20,321
lI.m

11.841
82.0ll0

31,801 31'- 31.108 31.10I
131,344 131,344 131,344 131,344

Recu".m Input! by liraduet V_1.
PrOdUCil 1'A'A FU LUR APR MAY JON Joe XUd 8EP OCT NOV DI:CTOlMIo ......
RewMIdeMI
Other
Vinepi'
Rew MaIeIIII
Other
Jute.
RawMIdeMI
Other
Chili ....
Rew IiAIIleIIIlI
Other
Ketchup,~., 'IIlIane
Rew MeIelIII
Other

11'- 11'- 1''- 11.... "'- II. 11." 11'- "'- II. II. "'-41,171 41,171 41,171 4t,I7I 48,171 41,171 41,171 48,21a 48,21a 41,21a 41,21a 41,2'72.
", ,to...., to...., to...., 10,1I1 to...., to,8l1 to.llI7 to...., to...., to,8l1 to...., to.1I7........ 384.341 ........ 384..... 384..... 384..... 384,341 384M! ........ 384,!4! "'M' "'M!

17.087
lllI,Ill8

18,127
74_

18,.
74,031

17,087
18,.

18_
74'-

17,087
18,831

18••
74'-

17.087
11,83I

18,.
74"

17.087
18-

18_
74.031

17,087-..
18••
74.031

17,087
-,831

18,827
74,031

17,Cl17-.
••141 38.141 ••141 ••141 "'41 38.141 38.141 "'41141,3l17 141,3l17 141,3l17 141,3l17 141,317 141,317 141.387 141,S17

18_
74,011

17.087...
18,827
74,011

17,Cl17-.
18,.
74'-

17,Cl17..
18_
74"

17.087-.•
3U41 ••141 .,141 "'41

141'- 1'1,311 141'- 141,117

Racul'Nllt Inpu!! !IY ftracIuaI V_ 2-
Product ,.a&. ,84.. ili3138 184.& 1154J717i ,BU.. il34Ui 1848M iii4Ui 1114.88 ,1$1.. 18W.1JTom _

RewM 1tId
Other
VInegMo
Rew .. I 111
0Ihe<
JuloM
Rew U"a1ll
Other
Chili ......
RewMal.1II
0Ihe<
Ketohup,~ .. "au••
Raw .......
Other

-..
~
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•

MONTHLYA~- "", 1 _ Il&L"'U

Y-
JIoN FEB ItAII APR MAY JUN JUL AUG SEP ocr NOV !lEt: r....

set cello below .mente . .....,.., .....--- •,,.f 0.00 0.00 0,00 0.00 0.00 0.00 0.00 ' 0.00 0.00 0.00 0.00 0.00 0.0

1--""""---"-'" u.._.........._.,_...._, .........
SUbgn:K4t '. «-» 0.0 0.0 0,0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0,0 0.0 0.0
~lb <<-»
~lC «-»
~ld «-»
~1. «-»
T__-_A 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0_..........__......, ,..._..........._.,_ ....... ,

~2a <<-» 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

~211 <<-»
~210 <<--» •
~2d <<-»
~2a «-»

,
T__-_B 0.0 0.0 0.0 ~ 0.0 0.0 0.0 0.0 OJI 0.0 0.0 0.0 0.0

_ ,_0__..-'" . u.._,.........._.,.__
~ao <-.> 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0,
WlgIolq>3b <<-'>>-
~llc «-»
~3d «-»
WlgIolq>So <~:»

T...._·_C 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0...._._....._'" .
_._0__"- , ...._ft

WlgIolq>- <<0<» 0.0 0.0 0.0 0.0 0,0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
~ ... «-»
WlgIolq>'" <<-»
WlgIolq><ld «-» ..
SUbgnIip" c<-»T__._D

0.0 ... 0.0 0.0 0.0 0.0 0.0 0.0 G.O 0.0 0.0 0.0 0.0

........Atol* .... 01 .... -
,......................or_,. ,......-.-.. <<-» 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

WlgIolq>. «'00>

WlgIolq> lie «-»
~lId «-»
WlgIolq> .. <<-»T__·_E 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 U 0.0_._.__..-.. ,....
~.. <<-» 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
~1Il <<-»
~IC «-»
WlgIolq>8d «»,
~8Il «-»T__·_F 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0_._0__."" Uoe___or__ ......
WlgIolq> 7a <<-»
WlgIolq>1b <C·»
WlgIolq>7C «-»
WlgIolq>7d «-»
WlgIolq>78 «-»r__·_e 0.0 0.0 U 0.0 U 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

_._0__..... Uoe__........or_._ ........
WlgIolq>8Il «-»
WlgIolq> III «-»
WlgIolq>IC «-»
WlgIolq>8d «-»
~.. «'00>T__-_H U 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0-._-_..- UN""'" voIumee orbnOYef VIIIIuM ..........
Wignq)lIII «-»
WlgIolq>. «'00>

!UlQnlup IlC <<-»
&bilnlUP8d <<--»
~.. <<'"»

T...._-~ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

,

I



10-._----
&~101 ....
a. U .,- --S paa.. - --.
• ...... 1011 --~2CCQ1oe ~-_....... U U U U U U U U U U U U U

~---
1 .-._A :: 0.0 0.0 0.0 o.a o.a 0.0 0.0 00 Q.O Q.O 0.0 :: U._. 0.0 0.0 0.0 0.0 o.a o.a 0.0 o.a Q.O 0.0 0.0 U

._C :: 0.0 o.a o.a o.a o.a o.a 0.0 0.0 Q.O aD U :: U
·_D 0.0 0.0 0.0 o.a o.a 0.0 0.0 0.0 0.0 Q.O 0.0. U._A .- 0.0 0.0 0.0' o.a 0.0 o.a 0.0 o.a GO Q.O U :: ..._. :: 0.0 0.0 0.0 o.a o.a 0.0 0.0 00 Q.O 0.0 aD ..
._C
._D .-.- ::.-
~--

----........................~..._--...~--..._A .. U U U U U U U _ _ U U ..._. .. .. .. .. .. .. .. GO .. .. .. .. ..
._C .. GO GO GO eo .. GO .. .. .. .. .. ..
-_D .. .. GO GO .. GO GO .. .. .. .. .. ..
..........1' GO .. GO GO .. .. .. .. .. .. .. .. ........., ... a• ... GO ... .. ... GO .. .. ' ... ... ...
·_oe GO GO GO GO GO GO GO U ... .... ... .. ..
........1" GO eo GO ... U GO GO GO .. .. ... .. ...
.- GO GO GO GO .. GO eo eo ... ... .. .. ....-1'*-.... u .. u .. u u u u u .. u u u.

::Y:..._...- .-I o.s G.& G.& o.s U o.s G.& G.& G.& G.& U U

~...........,...........
....... x._4

0.0 0.0 0.0 o.a 0.0 0.0 aD 0.0 ...........,. CC"OlOo 0.0 .. .. U._. -- Q.O 0.0 " 0.0 0.0 0.0 0.0 0.0 0.0 .. GO U U U
._c -- 0.0 0.0 0.0 0.0 0.0 0.0 0.0 U .. U .. aD U
._D -- 0.0 0.0 0.0 0.0 U 0.0 0.0 0.0 0.0 0.0 .0.0 U U._A -- 0.0 0.0 0.0 0.0 o.a 0.0 0.0 U U 0.0 U U U....... -- 0.0 U 0.0 0.0 D.D 0.0 0.0 0.0 0.0 .. .. eo u
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Techmatics Report

Introduction

The data used In this model comes from the Risk Management Association's
(RMA) Annual Statement Studies book. The Statement Studies contains
composite fmanclal data prepared under the United States' Generally Accepted
AccounIinlI' Procedures (GAAP). This financial data is compiled and categorized
according to Standard Industrial Classification (SIC codes) and was ga'lhered
from RMA member financial Institutions from all across the United States. "
should be noted that collection of this data was not done In a random and
statistically reliable method so should only be used as a general guldellne and not
considered an absolUle industry norm. However, with that being said this data Is
widely used by both financial institutions and academics in the United States as a
financial benchmarking tool and is considered to be the best if not the only
available source of this type of data In the United States.

The financial statements are shown in common size, with ea::h item a
percentage of total sales (turnover). and is separated Into three categories;
Assets, Uabiiitles and Income Data. From these financial statements ratios
were calculated. For any given ratio, the data was arrayed in order· from
strongeSt to weakest and divided into four equal groups, or quarliles. For display
purposes three values are shown: the upper quartile. the median and the lower
quartile. The upper quar1iIe represents the top performing 25% of companies
and is the point at which one quarter of the array of ratios falls between the
strongest value and the upper quartile point. The median is the middle value
fomd In the array of ralios at the point were half of the companies performed
better and half performed worse. The lower quartile represents the bottom
performing 25% of companies and is the point at which one-quarter of the array
of ralios falls between the weakest ratio and the lower quartile point,

In this model the data Is further segregated into two techmatlcs reports. The
first report iislS historical dilta for the last four years with an average. The
second report takes the most current year of data (2001102) and sorts the
financial and ratio data and by a firm's annual turnover.

I - DooVt: Sl*bCut1I&: Inc. I
-!!Dela!!!,,!_~~''';1Ile~_~'!"'!!!l2~"2!.~~A'!!ltl:~"!!!'h~ii- -.J
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Techmatlcs Report

Expanded SIC Code Descriptions

2033: Cenned FruIIa. v....... Pi ••~ & J ••II ..., .'111••
JllIlIIIriy .1QlICI8d In C8iillllg fnJiIB, vegelatiles, fMt Yellm,...~
... In I'DlinJfacUIng C8IIIUp ... IimlIar IOiIIilllO or"'" bd .m
pmerves. jams, ........ (NAICS: 311421)

primarIy engaged In lUI diylng or arliIlclaIFy detlydraItv ..... and Y8lII ii' , ,
or In~ pa:kaged soup mixes from deti)c*all c' ......
(HAICS; 31121.311423, 311999)

2035: Pic:Ided FruIts & Vegetllbles, v....... 581_ & Sill ......... &
s..- DI 111nga. EstaIllishmei. prirnarIIy .GIQ8d In ........., ... IIIbllt..,
fi fiuIIIland ..811BmtlIBS;"and In !he~ fi 88Iad dI IIU*. Y8II ,..
I Blstes....., ... S Clillgs. (NAICS: 311421.311941)

2037: F..-. FndIs" Fruit J,*- & VegetMlha EaIlllllilllin8. tNbl'"
.1ijlIQ8d In freeD.., fnJiIB. fruit juices.... vegBlllblll. lhIIe I 7 ' ....1••
also produce Impoi?lill by-pro(lICIlI8UCh • fr8sh or dIIedcInI.... (NAICS:
311411)

. 2C8: Food Pi....7IcMa. Not ElII."" an ,lind. Ea7al:."...
tNII1!8fIy eriQ1lCl8d In tNepared foodp ... II- • I80UI food 1p8CI"1I. Illlt
Blsnilt1enl dB silled, such • baIdng powder, ,.. .... o?!& !alt ..,
CClfIlPClU'lI8; peanut bul9IBr; r-:'1Q8d _including b.?li17; gran!"'*- ....
vlll8ll8F and. elder. Nso Included are lby prepaiaIIoi.. 8Jll:8!lt tFour .....
cOllslslt.., fi pastlI, rice, po?8blS. l8Xllnd veg." pt? In and .1 ••
prodI'CtII wtIlch are~bged with olher tyec1en7s 10 be prepanJd and ,.....
by" COIISUIW. (NAICS: 111998, 311212, 31134. 311423, 311823, 31183,
311911.31192, 311941. 311942, 311991.311999)

I -DooVE .....0; *J.... I
_~~~...:1ho!:!_~...~!::.~~~·~:!!:7 !:?:.' ..J001I_ ,
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Techmatics Report
Ratio Definition

Net Profit + Depreciation, Depletion, Amortization Expenses
Current Portion of Long-Term Debt

The Net Profit + Depr.• Dep., amort. I cur. Mal WID ratIO 8XpnlIS8S the
coverage of current maturities by cash flow from operations. This ratio can
also serve es an indicator of a firm's ability to take on additional debt and is a
valid measure of the ability to service long term debt

I MedII DM91: Spork8 CGmjMInloo: Inc. I
.....!Dod1I~_!:!::!:!·:..:The~_:!!:·~(Mal~~_2::li"~d~.~.~"'!2'~i...;... ...::......J
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Techlll8tlc:s Report
Four Year Historical Ave...

2034: Dried .. Dehydrated Fruits, Vegetables .. Soup M....

CUh&EqlM..... 1.8 3.2 2.8
T,.. Ale: I MIllin - (rIIt) 20.7 22.8 21.3
nrw.., 41.5 38.8 41.8
AlOIIw~ 2.1 2.8 2.8
TalIII~ 85.9 87.8 R2
FlIIId......(rIIt) 24.8 22.0 22.8
....__ (IlIII) 4.5 3.7 5.2

~
AI ou.r Non-CImri 4.9 8.5 4.0
TalIII Cur8nt 100.0 100.0 100.0

NltSMe
a.a-PnIII
Opw.uEJ4M
011 .UPnlll
AI 0IIw EJ4M (..)
PnIII ......T_

--------~-~---~-~-~-----.- - 10n
-.'._"_."'~-',~~~~,-,,,.~ <,"'._" ...,- ,-,.,-. -



Techma1lcs Report .

Four Year Historical Average

,

2034: Dried & Dehydrated Fruits, Vegetables & Soup Mixes
4 WAR

_oe-. 011112 AVERAGE

eurtw1t1...........1
eurtw1t1_1
eurtw1t1---.1

QuIck 1.....--.1 1.0 1.0 .1.0 1.0

QuIckI-I 0.5 0.6 0.5 0.6

QuIck~"""1
0.3 0.3 0.3 0.4

Sd 'fleq '-1...........1 12.0 11.7 11.7 14.8

Sall.'P '-lmodIIn) 9.2 a.8 8.1 a.8

S"II~ I-~"""I
7.0 6.3 7.3 7.1

CcIIII 01 S••Wli_*"Y1.....--.1 4.2 ' 5.4 6.6 a.o

CclllloISd, -*"tl-I 2.5 3.7 3.9 U

CclllloIS. ,"'-*"y~"""l
U 2.2 1.5 2.2

Cool 01 Sd ""'-1.....-*1 28.1 40.1 25.2 25.6 SO.O

Ccllllol S... 'Po;_I-I 14.a 16.a 11.9 15.3 14.·7

CoItalSlt1 'PB) .... (.........) 5.6 7.0 4.6 7.9 6.3

- .......CIIlIJII...........1
4.2 4.0 5.1 6.2 4.11

-.......CIIlIJII-1 7.3 6.6 8.5 a.3 7.11

~CIIlIJI~~
16.4 17.5 17.3 41.6 23.2

EBiil"..8iIt(....~
7.0 1.2 15.7 a.o 8.2

EIIT~(li...)
----_._-- ·2:a·---~.3.. ·· ..·--1;4··_· 1.7 2.1

EBIT_~--.I
1.2 1.1 0.2 1.0 0.9

NoI_+ Dopr., Dop., -ueur. MIlt UTJO (..... --.1 7.4 a.8 NlA 3.lI 6.1NoI_+ Dopr., Dop., onat.Icoa'. MIlt UTJOI_I 2.5 2.8 NlA 1.6 2.3

Nel_+ Dopr., Dop., onat.Icoa'. MIlt UTJO~ ......I 1.4 0.4 NlA 1.0 0.9

-'1.....--.1
0.4 0.0 0.3 0.3 0

--I~
0.6 0.7 0.5 0.8 o.

--~--.I
1.0 2.1 2.7 1.9 1.8

DoI*W.... "",,*--.1 1.0 0.8 o.a 1.1 1.0

DoI*W....(~
1.6 3.1 a.5 2.a 2.

- ....1---.1
4.0 9.5 8.5 7.3 7.6

""__T-wTengIldonol_I...........1 58.7 48.6 88.1 48.5 45.a

""__T.-'TengIldo1101_I_I 22.8 28.a 14.1 11.0 la.6

""__T-wTengIldonol_~......1 2.0 5.a 1.1 ·2.1 1.6

""__T.-'TalII_I...........1 12.2 14.2 12.2 10.5 12.a

""__T.-'TalII_I_1 5.5 5.4 1.11 8.0 4.0

",,__T.-'TalII_l_--.I 0.7 0.6 -a.5 .0 -4.7·

S ' '101__1..... --.1 48.a 61.8 21.3 22.4 sa.
5 ' ---1-1 6.5 6.a a.5 7.2 7.8

5 ' ---C---.I 3.6 a.2 5.1 a.a a.9

_alII_I.....--.I 2.1 2.a 2.a 2.7 2.5

_alII_(~
1.5 1.7 1.11 1.7 1.7

_alII_ 1.1 0•• 1.1 1.1 1:1

- Inc.
Data Sou..,.: Tho _ AuocWIuii

•

•



\1

Techmatlcs Report
2001102 Annual Turnover

2034: DrIed aDehydrated Fruits, VegetBbIes a Soup Mixes

•

Cah&EcP" ..
Trm. Rec:1t..... ·(IlIt)
hNiby
AI Oltw'Q-.I
TCIlIII Q-.I
FiIlId A8BIla (lilt)
....__ (IlIt)

AI Oltw' NlJn.Clmwt
TCIlIII Q-.I

NIls.-.
an-Pd

~ ..ill .... •
~..ilIPd
AI Oltw' .... , (1lIt)
PdEWlnT_

-.DrllwalTwi=_ ..
1·a a·5 5·" 10·.

4.4
20.3
81.3
2.2

58.2
24.3

6.4
12.1

1CIO.O



Techmatlcs Report
2001/02 Annual Turnover

2OS4: Dried & Dehydrated Frults, Vegetablea & Soup MIDe

1.0
0.7
0.5

14.5

•••
7.2

" e'.1
4.1
2.•

22.1

•••
7.0

'.7 •.7
a.• 8.•

42.5 13.3

• .2 9.9
2.' 1.7
1.0 0.•

0.• 0.5
0.7 1.0
2.• 1.8

1.0 1.• I2.5 2-
13.7 8.

53,1 65.2
S.3 34.5

-7.8 -6.2

a.3 14.
3.8 8.0

.1.3 -1.9

42,3 7.2
•.8 8.0
3,0 3.8

2.7 2.2
U 1.8
1.1 1.2

Data SOUI'CO: The RIok
A_

Million llClII...ofT_

111.11111.3 3·S S·10 10.25

Curnnll_......)
CInenII-1
CwIWIlI- ......I

QoId< (llFpW-""l
QoId<I-1
QoId<~"""1

-. t ... luppw ......)
5' 'R t ''''1_1
SJ 'R +_~"""I

CclItafS' -*"YI_~I
CclItafS I "_ yl_1
CclItafsg ,_ y(iawor~)

CclItafS I , ..... ''''I_~1
CclItaf~I_)

CclItafS I 'PlJj-I-~

-artqeoplll1 1
_artqeoplll1"-'1,
-artqeoplll.---.1

EIIIT_I_......I
'EIIIT_I_I
EIllT_~~

NIl _ + Ilop'., Dop., 1IJIClIl/Qw, Mol. LIIlD (uppw"-)
NoI_+ Ilop'., Dop., 1IJIClIl/Qw. Mol. UTID (..-,)
NIl _ + Ilop'., Dop., 1IJIClIl/Qw. Mol. UTID (boor ..->

--1_......1
Aiid"Ww1. (medIn)

-~~"
DolIl/WO'I, I_-""l
llIbWW 1"-'1
llIbWW (_......)

%__T_1I1QIIIJonot_ (............1
%__T_lI1QIIIJonot_I_I
%__T_lI1QIIIJonot_~~

%__T_alII_lu_ _""1
%__T_alII_(..-.)
%__T_alII_~_"")

s' 'Jot _Iuppw )
SI _ _(..-,1
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Installation .e j
CHAPTER 1: INSTALLATION

This chapter describes how tD install

BUSINESS. PLAN PRO~, your registration

options, and how to obtain product updates

from our website.

Once you've completed this chapter, we

recommend you continue with Chapter 2:

Getting Started, which gives you an overview

ofthe working screens in the program and its

resources.

Also, Chapter 3: Guided Tour, walks you

through the process ofcreating a business plan

for a hypothetical graphics company. It gives

you a chance to try Ollt the features of the

program before you star! your own plan.

~

AcrobatGl and Act;oba~ Reader are registertd trademarks of Adobe Systems Inc.

Internet Explore" and Windows- are registered trademarks of Microsoft Corp.oratton
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CMAP-ra 1, IMlT......TMIlI .......... Ila.M Po MANu...

-;.... -,.

--
ckkNiltIOtlU1t11..MIIr••ddto.. .

:~~~;:

:';;:~

";i;':':'(¥

, EVt'....... -
"........, ,... ......
.. -- ,.._. WW' If'"go _..... ..-_.'4 ....

••

;rno,OIo!t-t. _

~W". '-"~;=-: [rL::l......

b~wtQrd~

IhelM~\IIIIz""'~~e..-",-,
"'" 2'aIO. Odl.~to_tt._ .

-:.,....vl<.~,..

,i~, the Installation Complete screen wiD displi 5 .¢;~: : l!I;
6.

~.w'.~ :Ii jii)# ..... J

1

~....ta............"

Ifyeu__ to__.. dt.lngt~lIt}'lU hIlolltllln ..... ddllMlL CW;e..t...........

...................
1hI-.d• ...,.............

""-
Oick theII button to begin. • CUck the II riiI d button to close the ~n.

5. The proll'am m.. win be «>plod:
Thll complltel your program Installotlon.

...
~

t .•

•
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Ctwo'nR 11 IMITI&.&ATMIII • ...... PUll P.o 'lbtwAL

-IIII?· .l5l_. *il~n'a q "
,. ~"" .".1," ,",'"" , '! IMEl" ", ,.c•.:, "... ' ~ , " '.' "t,-. ,:'
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The ut1dat&-dQWIi~lrs ..~.PI.ena:rditk: .."lntJh~~ "liaWtto,Ni::tNsoftw.... a.cf;ilUl:!llf1tl1a.~~•.softwa... 'WfRrvsm 'IIUtllmatl",,", wh.,.the'qpdatw';tsJ=.-.tI '

Down1oed complllte

On<. the upda" fil. hu been downloodtd, !he following..".." wiD dlspIoy.

Qkk the (.,-;»J button to conllnue.

The installed version number win be compand to the latest update:

-~~------ - - ...

Monthly Product Updllte
Perlodkally,""c..... UJ>dateI .. our fllOIl'Ul"l=-..-.IlpCates ... Im..aII....,....cu.....When you Insboll BUSIN£SS PLAN PRO (snd each month th_l, thoUpcIote I'Ioductscn:en wm_if you. want to~ the updaite fUr.

i,~__ .___ .__

upa•• your sOft.......

Okk the~ buttf)n.
The update file wi11 open. 0nd execute the update of your program. We recommenl'l you performan update each month to assure that you have the \ates.t update for your vt'rslon.

iIII Specl.' Noles _ Product Upd.le;
• !his fu!'<!Dn QIf1 be~ lit .nylfme',",," the TaotI)o Update fI!'cJctvd commenc2•
• Produd Upel..... dflrerenl from~. tJpda* desfwflh~ Iht 0Ul'T6'll
'I'IIl8Ion. Nt Upg"'''. newvetSiOn dlMlpqnrn.

se1e,tHll."**.uDdU'IJ:Id!Gkt."Ntlt"ibtlmfflolld; rMt t' ,
~Il'; ·-;;dr::llIl·u=n=........-

:fi:~\:,:~:~:,tll"~
: ';L'·, :;~:rL' .
'!!!-:~Tl-' i'#1ll!l"l' ~-,,--.~....",_~'" "",",' ,,~ ,:" .'~,,"",;~;:5'," ".i.1',. '",·"'0, 0,,'-'.'

Olck the J:--.»:J button to continue.
APr~ screen win display showing how much of the do,mload has hem completed.
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Starling BUSINESS Pl.AN l'Ro- 2.3

EasyPto. - 2.5

WorIdnij wtth Toxt 2.8

WorIdnij In Toblo _ 2.7

Chorta _ 2.8

Prlntlng I. Automolle 2.8

Gelling HoJp 2.8

Getting Started
f~·':'. ,

J
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CHAPTER 2: GETTING STARTED

This chapter introduces you to the EasyPlan
WlZar~, 'lext and Table screen'modes that you
work in, and other resources available in the
program.

BUSINESS PLAN PRO@ provides help in
many forms throughout the program. These will
be described.

"t' • •
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IIMt OpIlona '""" \lie Open Ienon:
I. Crooto • _ In_ Ploa: Iloilo i .... pion ...... tho BMyPlon-.t.
:I. Opon .. _ : Loto,..."-"-_~._"""_ pion 11Ioo.

A1101 0I11loo will dIIpIoy In tho ...........Tho ..... PlIoo... op4Ion wlD !at you __ lor
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Openl"' ......
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.£.Shortculloon
Double-click tho 8US1Nl1SS PUN PlO '-'"- tho 'OoIluap.
8tIor1_
1. alclc tho _-...-.
2. Hlshl~'''''''''''.NoAllo_>_ ..........._>__.........-

Starting BUSINISS PLAN PRo4D
In 0.tDndonllnotollollon, 00"'_' _ will be _ on )'llIII' compoIIr DIIIIIop _ .
menu Unk will be _1Dd"- tho _ ..._.a-....... 1IlIthod 10 _ '
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CNWrU as tbmNct .,.....1ft .......... PLAN Ptlo .....UM.

Use~ _- '¢"'hli'/~-;i buttons 10 mooe through the hISks.

.=l

1. s-. of $350,000 in 1998..-xl $1 milton by 2000.

1, GroSI mwgin highelo thwl8Otll.

l. NIIt income <nore then 10'M0 of s.-s by the third yt_.

our obj.ctivel _:

un tI'U tuple to lit your 1M......

objld:h••, 'Il'hidl shouktbe"oon
wfloI.....,..,..tb..be.........a•

NanaIlIf wou'I n- .............. 1IIt '" •

:::..--:=::J~:-~:taN":'':
Nnf to 1o«IS.

III k.""'" ..,. ;11" ~_ . .:J

,1" '1 j • _. ._._~ '.~~~~

rr.;;;; llTil3I .• IJlOll ·~i:t=i••;.;

I
. -.1'
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Instructions .nd Enmpl••

Inltfuc:tlolw for !he c:urrenl topic <hPI8y allDmd:8l1y. Click the E.xampIet.IInk to show lUI

fOf 1M same topic from • completed plen. Exempte teXt can also be copied Into the cwrent

-.

This exnmple shows Wizard Tnsb, Jmfrucfion, and fI~ text window for f~ ObjectitltS topic.
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Working with Text
Much of your busin... plan II text.The text II orpnlzed Into text topIa.You worlt on texl toplcl

&om the Text Mode screen, shown In FIswe2-3.. .

FIGURII 2-3: TIxT MoDa

iDII

cIc:t on".WIafd 1WkI iaIn in _ tDaIb. bYe~ II. the t*l ,au1

~ In tHs nelillO d thehq.crfln'" wtzIrd.1l' tN. is yourfir'lttIrM

~ wIttl8uslnnt PI.-. PnI. Wlanflfth.ItIoukf ..... bI

~toItMlWk.

W ..."... .....,. Ttla,HtJrt 1'IIt ............ 7Wt

IKConI f*Dw you thnluQh". PfOCInI 01 wrtIng your

bltIInen PiWlln a 1QvlcII1tIIIpoby.- orclI,.

In tHs Md:Ion 01". ~fl'lfIrt.. MllaV.~d 1IIrIS.1&tl....... you.

MriM d pltlarl. tMt wi~ us Ht up"*....ClIUIIM and_.

EasyPlan Wlzard • Put It to work for youl

From .... to _ "" EasyPIon_"wIIh you d ow _ lis _ ..._.

gtve ·'WI.lan., rwovtde lnlll'ucllc:d and ExIrnpIM. .. well .. ,...,.. -you~

a _ ",_".,. '"*"''''..EasyPIon_.. _

I'lOTE:Addltlonallnformatlon on the EasyPIan WIzard can also be found ill Ctepter 4:

Starling Your PWl.

I Lr!l ................
:.n~
I dljl~ • ........,

;1: Lrn"-l
I~ ·...,..· ..•·
irr, --.t
c.,r"'-rJ
:-r:s ...,
I r:w ?
~[j SIC-=--1
: r: s.--. t
i- rCts ,

f.·r:; l.. 'I OOn'tSl*'dtoamuctltimll~.tlout,
_ ........ ,ou_

n·~~~ IF~I~.-.•~~d"••-~"--M.~d~,.~•.~:"I-"":"M'M·"""'~I"..~·."'.-""'::::---11 1.
lI"':lVeu~,,- ", _ . "":'

. '.

$r;y..~fIIIn '" '_' __ ~ __ -::-:--" ~._ _ ,

;~~~T_~i·i'i_l.~

EasyPlan WlzllrcJtl •. .

Th. EuyPIan Wfwd II dafsned to leo<! you th"""" the .ntIre _ of wrltlns your pion.

From wrIllns your .... to enlelfn& numborllnto the tob1eo, the Iluy\'Ion__~ •

•tep-lly-step p....-, plus Inobuctlono and exarnpIeo. JlIs1uo 2-2.haws the Plan Sotue-.

FIGURE 2-2: EAavPLAN W!zNftI' PLAN SII!TUP ec-
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• Bu.lne.. PI.nnlng R••ourcetl

BUSINESS PLAN PRO has other Inlogralod planning tools ond a1Io pIOVIda Iinb III
Internet l'ftOUrCeI to help you In developing your plan. l.1H theTooll >Reeoun:n menu or
dick the.button to ..... lil_ 100......

FIGURE 2-5: REaouRC1!. PME

.\111..... ~LAM '''0 MAMuA&.

1'hU I"'g' Int.nllpnaJly blink.

~-

*'" -..¥i:'F:'~;.r·'I·..·=::':;:0.:- .. .
~*==='. I llo=-==::::r::-"- .

~==--====r....=--=----=----.-..........------=- - .._-... ----....._.....-,-.-",,_.___"'-_rI

-...-_.~----
'1 ~-~..::::_~-.-. -.-----'........--- ....011 . ..-. ...

--~- .-.. _----..
'1 -..

j~~~~..~:.

,

~ Rrwurt:e$ Jb~ giVd you aetJ(J:M to J1IQrty additional tool! for building your p4Qn.
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CHAfifta ~ eu..~ eUMII... PLAN "'0 ..........

Tour Overview
So, you'''' jUllt .tartlng BUSINllSS PLAN PRce for the 8nt tim.? This chapter win helP to get

you started.The first aectlon I. a pneral avervIew of the working model (l'ext.Table, ancl Owt).

Our GuidedTour wQI walk you througll an """"'I'le of how to ""'Ie a bUIIIn~ plan, We'll hit

the hlghllghb to get you ttarted.

If you take the Tour, you wID work with the Iollowlns_

1. Starting BUSINllSS PLAN PRO

2. Starting. Plan
Introduction to the EasyPtan \'V\zude

• Saving your plan to file

3. Working with Text Topics
Navigate between topla

• Choose a topic from the Plan OutHne
View Instructions and Bxamples for a topic

'JYpe text for a topic

Overview of text formatting

4. Working with Tables
Show Row and Column Headings

• EditRowLabeti
• Enter numben in key tabln

Copy celli aau. columns
View linked talMs

M you create a plan for this hypothetical graphics company. you win also see how <and why) it's

important to make adjustments to your table nwnben lUI you develop your plan.

For purposes of this Tour. we will start a new plan using the default BasyPlan WIwd .tt&np.

1. Start BUSINllSS PLAN PRO.

2. Choose Create a new > BUBIneti pt.n from the Opening dlalog screen.

3. aick on the WlZardTuka button to display the EuyPlan 'Ntzard In the left column.

Your screen should look like Figure 3~1.

FIGURE 3·1: TOUR: SET VIEW SETTINGS

As part of this Tocn; 1Dt will !It working with the EasyPlan Wizard and the Plan Outline

scret"ns. The root buttons at the trJp Of the scrrm let!f<lu switch bettt't'tn 'h" Wimnf Tasks or tht

Plan Outline while you wort.

--_.-
-1'-..._...-.- .. ".. ---.-"._ .-----.- ----_._--

.:J n~t_l HIIlltTMk'1o I

Start a Now Plan-Follow the EasyPlan Wizard

For thlt puIPOS8 01 this Tour. we are jwnplng Irnm tald 10 labIn to demClnsnte ead\ Mode.

HowtIver. when you are steriInQ your pten. we '1COfl1••,1d Ihlll you faIow ..~ d

the EasyPten Wizard r....

; . I"t . .q;-!iiI - p .
i' ...-.. ..............

'7 e

••: i..:=:..w..... tt =-=:::..'=:::.=:t:'~-=..::=-
I }·m............. ...,,-nr:Awttllngyew.,..,.. .

iI-II........ _ant.:.
1 tg........,............, tnttM.-ctIetI.ttle .....,... ....., CIIIlH,.". ,wd,:.-e........ ....rou tIIQUM1lamtNt ...hiiUII ,....

j' \ l.-tIWIiWII? ..II'
1 ! 1-e_1DIM '-
:.~ ..., "~)."!I:\lJl. b4'" ., .
:~ ......-? ,
. -01 ... ........., t!IIINtIId.CItlIWIllI1tort".,lWMUlIlIIl••TllI1IUft)

!~~~~ .._.
"C e.-.1IMlIlI.c.....e.-..1:1 ...
.r1 ....
• C n• .....-y."w...
iIll: .....s.-,_.,,-.--........
11:" .......-...'_.,.,n...-LN
~t!c.._

Choosing default s.lIIngs for Pisn Setup

'Each question in the Plan Setup section of the EasyPlan WIZard has a "default"answer. For the

purpose of this. tour, we. will accept aft but one of these default settlnp. The Starting Date wm
become January, 2003.

• alck the Plan Setup check box. In the EasyPLan Wizard list.This shortcut wlU automatically

choose the default answer for each question.

• Then.. select the Starting Date and choose January, 2003.

lUI

:

Who should taM the Tow?
ThIa.tep-by..wp Teo eM Inlradla you to" beIIClI 0I1he Pft9'M' _ of

WfItIng • ~..,. If you,.., 10 MIrt "/W' r I, on)lOUf lM'n go to

"'-4,~ a Plan.

11III

~
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Practice Working In Text Mode
WI WID type tat lor .... 1opIc coIIod Obfocltwt, ....to. IIIndlnl...--h. and a bullet 1111.

YIow In.truotIaM IIld I!xIInpJea lot 1h111WpIo

\. 0Ick on ....~ button lo ...... il.allaoyPlan~_In I!No 1tft!'Olumn:
2. 0Idt on OIIjldi,...

Tho -.noIBxompioo"-__ dIopIoy.."-In~ 3-3.

.... 3-3: lNo'l1lllCTlOlllllF_

,""-""".....". ...··-anr".".".,/II _lop/<....... """dol".
S. 0Ick on "'" .......... 1Ink lo .. on ....... 110m 0 ...,.10'" pion...

SA

, .... J.2: Ace••• DlPAULf Ie" II.

!II.....~ ... ,... _._____,___ , - ___ ~*,"I.

i~t.·_ J~- ..."'J....cL ."!'~ ...... I............. Congratu,....... _,. 2

~'!'::.:::..! -......--.-.. : ......:: .......
:-~..-e-"""#=='=".:r•._ .." ......
;.e,:. ..:.a=--,--,t=: .' :..........' ....... - ..: .........
eN ........................: ......

·.wa~

~..-
~ ........:......
' .......,........ -----,-- -I I1·rc.....ll..,.,_.

Cti ...,...,...~..........,
I

,.,-'l"'I_'_
"-.:- I. rer.....

'", .... '.1'r_t-.

~~::'::. ~~",.. ........ .!.l ..........,.

...

aNd --"'_~Ift.",,,,,,,Softop_".... _

II1II CUllomlllod WI. lIefIulll!..yPlan Wlurd au••" ..
lMwft _ ,_" ..- _-_ _-_. ----0-..._ 10 _ ...._ ....._.

Th....hould now be - _lor _topic In .... PIon hlup,. "-" In....3-2.

l
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CMaP'nIII JI au... Tow.

l'ype Into Toplo 10'""

w. wID now type text 10, "'" Obfecd-lDpIc. On<e completed, It wDl _ lib JllsuN:M.

F_ 3-04: orr- IIITO AT_ 8cllaH
~ .. ;.t,.......... .... ----'_..1-..

'-ii' ,l·I_\,..~t...J~ ...~-.:,..T~......1JI...n... 0blildl_ _ ...

;:,:=,:-.. ==_-:=...,.., ~... r~ ,:•......" -" .--.==r=. ===t:.~- ;~1
i :=:,..... ==.=a.*-~.:.............. ...
:.-~
-~........-~--.~=. t,.. ,.."""; ......"':r:._....-:.."':'__

~:==~ "'•••=--:g"
*".-=-~ =='I~===..-- ..: :i!Ii~. .._l1......II ..·.\ ... ,,;'!:''5'~CiI~ ..
. m.."'...... OlIf1G!. ~ ••~ !!= IE! If .\_ .....
"'--1Ill w .:
£' ~-.....-'-

...',........-.....:i"'-....~nlloo __
"'M ,-,.,---".- .

r"-'Uot....
r __

.r::l-...........·n_.___._.,.. ...._-._.....
~~ <)) I ¢ I
ti.............=)~~

l.£1 the built·in fonnalling 'ttmdle your paragrraphs. tht tht bullet list Qnd nwmbmd list tms
fromlheloello,.

Click tlle mouse into the text window and crute the fol1O\ving text with a bullet list:

1. 'l\'p<, We haw set the £ollowlns obfectl-:
2. Press th. Enter key.

3. Okk Ih. numbeted II•• [g] 1001 from .he 1001b,, "'" type III. 1'oI1owi"l'
1. S."'" of $39,000 In 2003, In.......8 to $150,000 In 2005. Pte.. En..,.
2. Maintain grose margin abow: 90 percent.~ P.nter.
3. Net profits above 3 percmt In 2005.'

4. Qkking the Previoul'l'ask or NextTask buttons wiD move you atong in your pIIln.

3.7

•

.~'"',.."""'-"'""- -'--~------

..........~ P..o MAMUAL

Practice Working In Table Mode
In the nextportton of ourTour. we wll1 be woddns In Table Mocte. Follow along with the'
exampI.. here for an CIWIVlew of how the tahlet work. .

CIlck VIew> lW.. > _1'oRc... ", open the _ Poreaot tIIlI•.

letting TebIe OpIIona

Th. coluJN\ headlnp lA. B, C, etc.) and row heodlnp (t, 2. 3, etc.) tohould be _ (th•
program defau1t).1f thq II!! not we wID use theTooll > Options >Table Options comtnlond to
show row .nd column badinp along the top and left side. of the IIpJUdIheet'.

1. Okk onTools hom the menu Ifft .It the top ot the acNert.
2. 5oI«lOplfom > llIb1eo...
3. Th.e T..b1eOptiOttI dfabg box wID display, as shown in Figure 3--5.

FIGUIli! 3-5: TABLE OPTIONS DIALOG

~ Cm.ncYr...1FCl!ts.mr..1

fi1S'-t..lOW....

fi1ShM*~"'"

'" I.odI cdlnn hNoder. erod _ ...

I "'_1 ...... \ ...
Showing Corumn and Row hbfdings shows you tlr~ cell loco/ions whelr working in Tnble Mode.

4. Check the boxes to shO\v table roW and table column headtnp.

S. aick the~ button to save the setting change.

iIIID Other Tlblt OpIIonl
CU'Nncy Fomaat 5eIBd curency type and Ipply to tIIb1e end dlMt fDn'MItIng.
Font.....: leII you ch8ng8 the font st)'I. end ..for celtnput In your ....

3.8
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Figure 3-9: Fill Right with Growth Factor of 1.2

To create this Sets Forecast, we wm enter the fint month', sales number, then UN the Bdit >

FlU > Series com"mand to automatically tncreue II1et by • £actor of 1.2 acrost the row. Pot our

estimated COlt of Wei, we wtU use • fonnu1I to cakublte 5% of the monthly Illes.We wID then

use the Edit menu> Fill > Right command to repeat this formula aC'Oll the row.

Type In e Cell Vel...

For the purpose of thisTour, we wm enter Illes and COItI of sale. nurnbeII for our newty-titled

row, Graphic Servk:es.The compariy Is estimating. 20% increase in sales each month.Their COlt

of sal.. is ....t 5% of their sales for..clt month.
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FIGURE 3-10: SALE8INPUT WITH G)lOWTH FACTOR

A simple sales )Oreal,t has one row ench for Sales lind Direct Cost of Sl1les.

Now that we have our sales numbers entered, we11 create our cost of sales.

Inpultlng Cost 01 sa...

For Cost of Sales. we wt11 use a spreadsheet formula that calculates the cost 10 be 5% of the sales

for that month. The formula is: =.05-0

This formula multiplies the January sales number in ceO C3 ($1,000) by .05.The cost of sales for

January calculates to be $SO (cell CB).

To create this formula and repeat it across the row:

Under the section. Oirect COlt of Sales:

1. Use the Edit menu> Edit Row Label and type Graphic Services for Row 8.

2. 1We ...05·0 into «11 ca.The cost of sales for January should now show as $50.

3. Highlight cells C8 through NS. -

4. Use the Edit> Fill > Right command to repeat this cost of sales formula for each month.

Figure 3·10 will show the final input to the row.

CKJ
e--I

Enler a glO¥lCh lector cf lor ......

[1l"

FIll Right
The EdIl" FlI,. AJght COIJIfMnd g1~ you en....., to Min. __ row of numbn
_.__..... r.y ..

This growth factor will create aformula thnt automllfiad'y irrcn!QStS month" sales by »JD.

4. Set th.t growth figu.. as 1.2

5. alc:k the~ bu_.

Your Gll1phic Services sala row should show that sala for each month inaeaed by 20% from

the previous month. February is $1,.200, March is $1.440. !!te., acron the row.

Inpulling sa... Numbers

1. Set your first month'. Oanuary) sales value to 1000.

2. Using your mouse, highlight the monthly cells In that same row (ceOs C3 through N3).

3. From the Edit menu, choose Fin > Series command.

Figure 3·9 shows the dialog box asking for Fill Right with growth figure.
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Fill lit your pmomte/ lab/t! with some ,t.pmonnd 1I1mlt.n.
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The Profit a.nd l.os! ~bie absorbJ salts and pcrsomtt!/ informalkm, plus assumptionsfw
."..,... '"alb,",.pruflls. '

Th~ Profit and Lop table contaim a Ifdion for exptnHS. Several common expensr Items areautomatIcally lilted in thil section, we 1Vill rename rows lind inH!rt a new row.

Proflt and Los.
Now we'll move to the nm ....Ia, ProIl' andr-.
, Uae your pull.down Ilot from the loolbor and select I'Joftt and Loaa. .
, The Inotruttlons and 1!xamples In 'he taayPlanWiwd window have swil<hod to Profit andLaoo.

Look ftm: at the top 0( the table, and youll.ee that S... and Cost of Salee numbel1 1ft IlftadyIher.. They ame dlredly from Y"J1' 5...._,. [I ahould look like FIIU" 3-14.

FIQURI! 3-14: PI\OfIT & Loaa TAIILI!
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In the PerwonMI table, we wiU CWlhe. row c-alledHMaln ~11IGn,"en_. wry .mount. and aJP'Iit to an relMlning monrn.:

1. Posltion)'O'lr CUJ'lIOI' on. ~1I 1..7.
2. u. th~ &!it menu> Row t.bel eoJ1UNI\d. to libel dw Pat row......,,~..
3. C11d< on Ceu C7, and type 3000... fInt-monllt .1aIy. "'-lInlor.
4. HJshIighllhe cello C7lhrough N7.
5. Ute the Edit menu > FiO > Ript c:ornm-nd to~ the num"- ac:so.I 1M ftllW.

You should now show' a M1aIy of $3,000 for each month of the l'O'Y," shown In F9n 3.13,
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Cash Flow

We'll now.see how our numben: are a(fe(ting the Cqh Plow.To .tart, we wD1 take _look at our

current CaIh Plow chart.

1. Se1ectVJew> Chart menu.

2. From the pull-down m..... Hleet CoIh.

You .hould .... chart like the one In Jllsure 3-16. Notice how the project<il caoh boIonce sIlOWI

• negative in.n months, with Ju\y~ September the-.

FIGURE 3·18: INmAL CAllI FLOW C_ ~

' .......QII·

..LJ_

===::.~~~
~ ---

__ lItlIII....,CIiII't
~.........,lOTNI...".lt .......~__".

Tho ... !Nnallll...r.r-.tls\tlll__.............
..

"4(c.-"-' "'~_.:ii~ ;-~-,;. J". 'ill' .

,nE1~:~~,_t; ..--::~----c-'iO-"~~~~i_" -~~' '---'-1:

; 1.....,~~
._~ III

• :~'!S'! ,tA: ,.... it=. :: ii!i
Z'l.' "i".........

n.!~ - P. P,•.- r;

~ t.S~""
...,a ~iiIl /j_

:IS!

: ]~~=~w:.. i6 s6

If _T...vn._~ ... OooI '" '"

~ :Pr\r>ciplllll:~
-'C_............

. I-'J ~

31 iOUWrtlllllil
rln~~

~ ~

J1 l.<irIG'-fMn ~,.,.,........
/-Q'Q

ft '=:::.-~~
~~ ~

: ;~ca......
.... M,& Ii

.-~

~ ;_t 8I::IH lU;I:;K1l :{;

I~I !

.r

~,_N_~."'._-...........-.........
..M---·~-c

e.-
__

' .........: c••--..r: _.
r",I ~ .

. .., c.....
·,e_~

•. r:_"-.....
.,,-~·c,.._ ....,.
~r:_ ,,-

1:-......
1'.1"'''-.
!"t1_U,Of.
r. __

.1:_......_
-·r:'1_

~.r __..
1'.1-"'_
rl",~

r:_~

-1:""_1-.1: ......._.-,re ...
reI ......-~.;;:llIL-

:;===
eltliWo.....
r.:-..","",

~=:J ¢ I ¢ I
~'c-...._ ..I _~.!~.L1!!:!!.!!!.J

........'...."'... ~ cash Aow Tlble

!JII .. t-t..,. ...... .,.
i !' r:..\.., ...t....! -S'_ ...~

To mOVe from a chart to • table:

1. Locate the c:..h chart In the EasyPian Wlaanl 'Dooks (It will be highlighted).

2. Click on the CoIh Flow tabl. Icon .bove It. .

\bU ohouId ... the Cuh Flow table, shown in 1'I8u" 3-17.

F_ 3·17: INFIIAL CAllI FLOW TAaU!
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The chmt shows. _Iioe C4Sh pn>/Ikm of"""' Ih.. $16.000.

A negative cash balance means we don't have the money to cover our e>cpensa.ln the relI

world that means bounced checb. This .. our flnt chance to"tnt'" our buslne8l ideI. At tNt

point, we need to tab a closer look at the Cash Flow table and see where that negative btlance

is coming from.

This is the it'ilial Cash Flcrw table. after afirst run throllgh snits nnri exll('''~ before nny

adjus/mtfr".

What the cash flow shows at this point is the impact of your business assumptions. The table

starts with profits, add, beck depredation, then accounts for balance sheet changes including

expef\see not pIIid (which show up as Accounts Payable Instead of checks written) and I8leJ

amounts not received (which show up os Accounts Receivable instead of money in the bank

account). For now, though, we continue the Tour.
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FlOURe. 3·19: START-UP FIN_

Lo•• at Start-up 'S Normal
J'JrnoIt all start-up compenIeS~ some expenses bBfote they get revenues, which means

Ihey have a IoU at st8r\-UP. Ws ntlITRlIl.

LmI

5. The Loss at Start-up {exprused as a nega~ve 'number} wm always be exactly equal to Start

up Expenses (exprtsRd as a positive number).

This is basic accounting. ~nses are deductible. so Without any sales as yet. whatever you

have as ~mes i9 the same as a loss. Assets are not dedUCb1>1e. so whatever you spend on

assets should not show' up as 1011&.

4. The additional $2,000 in Other Current Liabilities is an interest-free loan from our

grandmother. Grandmothm are like that. Entrepreneurlng is like that too.

The S12,5OO in Totallnvestment, therefore. ~ ownerin~entTN, is what our ettlmIted

gueues indicate is the required amount to ,tart this butIneII.

3. The S2,OOO in Current 'Borrowing matches the S2.000 in Expensed Equipment.Tha'-,

because the computer wu purehastd with a credit carel. Purchases on credit are Current

Bo~

1. We set up our Invettment eection into two rows beeauM the 6rt' ro'" (Investor 1) i. actual

money ($12,000) from the owner.

2. The $500 Other m-llnentls money InVested u"-- In this hypathetlcsl busi..... the

$500 In Other Current_ls...ny the oftl<e fumlture, taken from the owrier's ho_

which now becomes an investment in the but4neet.

Unlike ourHeducated gue.."approach for Start~up expen,n, thne numbers are not random:

----
~ ~ ........... 'tlI"_" _ __', _'''011,'

.~.liL_~~_ j!"""~.",,~L~ ...~ ..!.lJ
'........-~~.:.... l start-up TltM

This figure shows the start-up funding ptn'fion of the Start~up table. Noft 1M! fhe sum of
capital and liabilities is $13,500, so if matches the sum ofSftJrt-up assels. Also, the Loss al

Start-up is atldly $3,000. exprmtd as a nt,gatiw number. The S1art-up Eqtnsts are atrdly

$3,000 expmsed as • pc5itit>< numb<r.
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To match this table in your own GuidedTour plan:

1. Scroll downward to the section on Funding.

2. 'tYPe in the amounts shown in the following list:
• ItwfttOr 1 . • 12000

• Other • 500
• Currmt Bonvwtnl • 2000

Other Current LNlbin.... • 2000

~
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Balance Sheet
u.. your W\zanl 'WI< outline to swIIch to the IloIon<e Sheet table. this table (Iloo _ u tho

Pro-forma 1laIanco Shoot), ohowl tho .......... "'pita! pooltlon: ....... llablllll....ncI eapIta1.

Figure 3·22.howI the1lalanco Sheet U \I now-'

FlOUR! 3-22: 8A&.Hlce 8Hur TAIILe

More Cash Flow Revisions
Ute yourView >T.btes > Cuh Flow comrne.nd to retum to the: CAIh Flow table. Figure 3-23

shows how we clear up the cuh balance problem with loaN. and then how we I8ter pIIy back

thole loan., and the initial 'Wi-up loen fr?m our pandmother.
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With tht adjustmtnfs made in tilt Cash Row fablt, tltt Balatra! Shttt rectllculttle

auklmatiadly to show tht multdl.

To focus attention kI key areas in this tablt, selICml rows a"d coIUIII"S hnlJf' brei, "'hidtlen."

We usai thl" Format> Row > Hidt and > Column> Hide cOlnlllmrds to shmu this t"tw.

Notke the numbers for Cash show the negative cash balance starting in June.The nnt IJl'Ction

will show different loan options that a business can pursue to help, them deal with a temporacy

(ash flow problem.

mill Hide RowIs) and Column(s) In a tabla

It can be '*PfuJ to temponwIJy~•• raN Of column to order to ..m&MIpII_ n I

.... TtD II ogllhl ..... dMetIng. row or COItinn. A,.,., coUnrr ......

To hide I raw at column highlight. eel from the row at column to rtiI. a... Fomwl

)0 l1ide Row or HIM Column, To r1IY8rU "' fiJndIon, use FOI'IftlIl )0 SI'IOW tbr« &heM

""'""".

With the following changes, the cash balance stays fjust barely) Drove zero. No more bounced

checks. Now we have a plan.The Cash Flow adjustments show borrowing money In June and

July and paying it back in November and December:

1. We are going to add Capital (New Investment Received row) In the amount of $2,,000 for the

month of June. This-tvUl come from our savings. We are investing in oursclves.

2. We alto loan the company another $2.000 (New Current Borrowinl IO'ov) in July. This is a

loan, not an investment. We expect to pay It back. It Is important to track Ihis transaction 8S

a IOBn for tax reasons and proper accounting.

I~ •
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CNM'I'U Jt av... 1'DUtt

The Rest of the Tabl..
With your main table input completed. you can take a moment to villt the other taNh.

1. Break-even Analysis shows what _ a company need,lo equal \Is .........and_
even-In a given month.

2. Market Ana1ysll t. where a company estimates its potential customer hue and what

p=entage of growth they hope to achieve for their plan.

Both of the above tabl.. are .tlU empty, but you can 8D thoae in later.'bl'-_

for those In Chapter 6,\bur Plan1llbIea.

3. Miles'on.. II where you liat the key !alb to accomplish In order to ",hleYe your ......

Including a date of completion and eetfmated budpt for each t_wiD help you ......

the success of your goals.The Milestones 15 critical to bullinets plann.ln& but not hard. to

understand.

4. The Balance Sheet, your estimated assets and liabflitletw ilalrudy done. So are the 9uIin_

Ratios.You can read about those in detailln the Hurdle book and In Ot.pter 6 of tht.

manual.

.. Chaptor 6 Covo.. AIlIho Tob"
For the~ de... on aI the tabtH Induded with BUSINESS PLAN PRO. un to

Ch89\er8. Your PWl TIIbIM. Fcw AdvanCed help on !he spreadsheet picyMiNI.lg ......

included. tum lD Chlipter 10, Advaneed TIIbIe8.

Charts are Automatic
An of the charts in BUSINESS PLAN PRO are automatically linked to tables. A. you saw

throughout ourTour. when you illl in your tables, your charts wl11 start to show dllta.

iSiII Chapter 7 Covera All tho Ch_
For the complete deIaIIa on key dIart8 inc:fuded with BUSiNESS PlAN PRO. un to

Ch8pter 7, Your F'tan CtwtI.

3.31
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......... f!'LAM ••0 .......AL

Printing Is Automatic
BUSINESS PLAN PRO win print out a plan with an auwmatiJ: format.

• It mergeo the text, tableo, and charts Into a profe..lonal-1ooI<I"lI fonnat. Thllinclud..

automatic indenting of paragraphs and formatting of topic titles.l'uUet polnt1i and numbered

111.. can be added Into your _ topi<o through the fonnattlng toolbar.

• It prints the monthly tables as Appendicft.

• It crates a Table of Contents.
• It has. standard cover sheet lhatyou can customize with a company logo and standard text

formatting.
• An optlonal1..ep1 page can be included. Basic text on confidentiality is provided wtlh the

temptate.
• A Print Preview option lets you see the ptan document before you print.

For complete details on your Print options. please see Chapter 8, Print and Publish, in this

manual.

L1III Chapter 8 Covera Printing Your Plan
FOf the oomptete delals on aU d lhe print options Induded with BUStNESS PLAN PRO,

tum to Chapter 8, Pt1nI and PubIIIh.

Congratulations!
You have completed the GuidedTour. We hope you round the Tour helpful in understanding the

pro«ss or creating a business plan.

The other chapteTS In this manual are written to give detailed background on \\Iorking in

BUSINESS PLAN PRO and getting the most from lis features.

•
3.32
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Tht w1/Ptan Wuam Pia" SetrlP section asks questiolls arout your business to help set up
your plnn.

Based on your Dnswers to the Plan Setup <iuestions, the Ea.syP1an WIZard \Vll\ match your type
of business. The final question asks for a plan title. This can be your compony name, the name of

the project, etc. Figure 4-3 shO\VlI an elallmple.

iD\I

N you continue with the EasyPlan Wizard, the Plan Setup section asks you 8 series of question•.
Each question on the fonn includes detail. about hcnv to answer It.

FIGURE 4-2: EAaVPLAN~ PLAN SETUP QUESTlONtl

.:J

..'

Don't II*'d too mud'! tkM worrying aboUt your _".,.. you ...
JlIwJlY' ClIIN bJldc to this Hd:Ion JIftd,... dMrlIU.

Cick on tt. WIZIrd 7Uk. Icon in tt. toelIlJIr ... to ... tM tnkl YDU'I
~ In this Md:ion of INEw/fI*n" lIflar'Cf. If thiI • your lint tim.womno wIttl eusinnllItJIn PrO, ...,.,.,Tnt., should *-dy 1M
lI~totM'-ft:.

In thIIsection cf tN.,....WflW'd, CJIIIIIdPlltt SlfCLtD. w.1H1l you •
Mrin01"-- tNt wit MIp us Nt up your pIJIn outIIN __.WeIcoIM l:Othlt ...,..,.. wtIInt. TN,.", 1ad' JIJIll.......,,}Nt:=..:::I"rI'.:P~~oIwrilMQyour

111, Pili. 5<tup _ i.lI'Od_ you '" the EasyPlo. WiamI.1Id ""'" '"IF'-
t ,e..,ir;:.; IOlck the '. , . ' .,:' buttons to move through the WIzard ec:reens.

"'~-I!'-

••···n.............
;n •........."
'n ......,
:.~ ?. r'!~.-...... ....
:0 ............'.,,-
'-1"\ ........,.
; r:;w.w.?

rSltc..?
;--rn ,
·,rn~ ?;t'! _ ..L.
tl::l ,

I I.or.,.. " '..,"""""!i·n .....e..-.
mr:lWMI ,..

i
·cv--.....

O'hIo Yal'Mlrl
rO ......

~·cYcu "'"
1II0v.. T..',.'...._...1&I':ICllhllo.

ea.yPlan Wlzardtl
BUSINESS PLAN PIlO wu clatined to develop any__ plan !romoaoIdl.~
the outUne and stN<ture lor the type ofbum-. end JUIdlns you th....st> the procca
Thor. why we deelgned the 1!uyPIen WIzlud. Let the 1!uyPIanWIzlud JUIde you .......... the
qu.."_ set up your plen, end tllke you through the pIen Irom begbullna to end.

EaayPlan Wlzardtllnlracluctlon

When you .tart • new plen, the1lesyPlan WIzlud Plan Setup _ dlepleys, .......... 1n JIIgwe
4-1.

FIGURE 4-1: EAavI'LAN WIzAllD INTII<lDllCTlON

.."."...J!!!.e,,,,.I,,,,,,,J
• ? .4tn ,:·- ,4,:::_
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Sampl. Plan Brow••r
The Sample Plan _ can be _ by p-Ins the iIi·bullon In tho-.altho
top of your JCI'ftJI.1lleB~ wID open In • sepmate window from the pxosrun.1he prIawybeneSt 01 the Sample Plan_Ia......... I•.., .......h 0\It 0!llI<nBIY0 -pe plan Hbrayfor plans that matrh your _ noeda.
The Sample Plan_leta )'01<

1. Read plan aummarI.. !<>r a quick _ow ofa plan.
2. Sort plans by ..tqp>Jy.
3. Print. plan 10 diBCUIB and ....ew wlth_.
4. Copy and pute text from the8~ ICfteI\ lnto. new plan document.s. Open a woJ:kins copy of. sample plan to edit and adapt as a starting point for yourplan.

Figure 4-6 shows the Sample Plan Browser eaetr\.

FIGURE 4-8: S......... PLAN II..-

E.Ie [1.... J

S~ &efrosh list F5

Import plan...
Components of files from other selected programs (topic text and selected tables) can beimported into a business plan. See the section on Import a File in Chapter 5~YourPlan Text, for
more information.

~-

u.. this menu commmullD ope: n wcrkirz8 ctJpy ofn sample plall in 8USlNESS PLAN PRO,

Mth an lntmld amnediorl, tpl can doumlond the lates' SQmple pkm flst.

Open a Sampl. PllUI
If, aft-er reviewing a ptan In thIE Sample Plan Browser, you "'ant to open a working copy of it in
BUSINESS PLAN PRO:

Use the File;> Open plan... command from the Sample Plan Brow!le1'.
Figure 4~8 shows this menu option.

FIGURE 4-ll: OPEN SAMPLE PuN

RefrHh the SlIIIIpIe Plan U.t
We are oontlrwally adding and upatl.ng our sample: plan•. II you have an Internet c:onnecti~.you can downlo.d. the most cunent Hat from 0I.ll WIIbtite:: .
• From within thoB_.... the Tho.. >Refmh liat command.
• F1gwo 4-7 Bhows thIa menu opllon.

FIGURE 4-7: REf_ SAMPLE PLAN LIlIT

;·il
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""11M:II .... IhOl. '0 M. 1lIO'

_.. \Ee.fII~'11---.......... "'11 '
__ tit!-_ .•-- ....,__ 411,__ III.----_ ....--'.__ .,t-.,.----_ ....-_ ....------............ Itll-_ ...
....._Jtilt-_ ....- ... -,

~._~ --._ -._1:=.- - _.- -r"

r'-~-"---- :
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'1'JM Browser is diuickd ;Ido lilt! Sample Plan LiJt and the PDF Virwin, 5m'm.

•
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CHAPTER 5: YOUR PLAN TEXT

Your business plan is business. It isn't a
doctoral thesis or a piece ofexpository writing.
It's a plan. Wtimately its purpose is guiding
decisums.

•
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e_.._-.....
Standard Text Format
When people talk about a'lpra".ONIl-0I-1f'PIOI'd8tI" forINt for.~ thIy m.I\"10"""1 "'"' makao tha _ ..... aooy .. _ and falIow.n- II no _lor.buotn_ p....'Ibu -Ill)'''''_ ..__ and _1oIJwlhl__

Automltlc of T.... IIIICI ChIrtlI WIll'I Toplae

Unlike MIcroooft~.1UBlNIISS PLAN PRO """m."aIIy tIIIIoo ond_ WIth"'.IopI<Olldl..__.._loIJwlthatllaooy .. _ ..........,p' f I ....It 0100 pdnlo__...__of_............. EO •

Automlltlc Text I'ow I7l II

BUSINESS PLAN PRO II cIooI,tnad .. do tha Iat /onnoItIni 1or)'OU.~ In _ ..do .n tIl. pall" IormatIkIs-..atIcaIly. BUSIN1I8I PLAN PRO II not_ W, _ .....proS",mm.b1o _ tha __ ..,....,..._...-.~.V)'OU_Wlth"not"'"
I~ ,.,.,. ... boltar ........

o Avoid 1.1>0 lot iloIanllne: (lha propam ..-.By Inden.. porappho JOin "- _.opt< '1110).

• Avoid cArr'-. rttumIlt the tnd 01 flCh 1tM.1'hII\~ cMoWt ...... flow 01 ...."'*'prinU...

° UOOIh.bullt.ln .................__

° Cro.lI..bu1lttpotntUollJEJ__UolIOC_...._ ....
° Inc....... or......... l!lolndent:J:llot .... -)'OU- ..add .......

am IlU\olIldcI Tat._ III"___1'1IO ..-...... ' _..... ~':'.:. _....,_ItI _UOO..HTIol. 11__ 11Io __ ...
lIbO'IlII-_

u

•-_ ....-
.....pIe TIIlt Fon......... ' '''

PIpa.. ,.\ ....... on.....,.. of. olmpIa Iat _lonna. (no tabIo or chert) prapaIOCI ...... tha
_lie Iormaldnt1>un, Into BUSINESS PLAN PRo. .

F_ 1-1: BUliN... PLAN PRoeIT_TIxT '-T-....u_-.......---_..~"................- ...~...~..t=:~It:z._==...................=-. -='=e...................- ...:..~...
::.:.-::.-=:.==.'=:.:.~ .=-~.:-~....~= ...-Z---·_· ---.....-=·~-- ~--- -.._---............. _..

u ........
I, =.~=~ _.....__
t =::-.:r-\.:=..-::::t "' ,..,

u __

- ••:':':::t,.......=_._--..:,::=--.=:.....:...-:::::.:=....:.=.. --
..t ......

_ .. 1 « 110 ....-.. .......... -. _-..--_ -
".,==':',='IIt\..~=:==--

...
711I-..1__- ..... '"'-'..,..... _ ..._....- ..... W>IiItW"•..",.._...""",......H..,"'_
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FlOUR!! 5-2: BUSINESS PLAN PRCJ8 P_ WITH TAIILE .. CIWIT

::n1 no 0
-

Numbe.. Ind Chll1ll.. Enentlll

The numbel'l in I bu8inell plan are neentlal. Any normal plan shows sales forecast. cash flow,
uuI profit and loao. Moot pIaN Include the full range of flnanclaltabl.. covertng the campi'"
buIIn_ rrom _·avan to market onaIyoIo '"mII_. .
Your format .boold. mike theM numbert euy to accaI Md read. becauee they are an e..ential
part of the plan. Generally II plan putl the main numbftol into the text where the ruder can ftnd
them aulIy .. roIeranca poInto. Pullins tha ""_ In'" an appendix to a«aptable.

Buslne. pphlc:a are an e:xcellent YAY to dlspIay numbers. Most business planslnc1ude charts of
the main flnanda1 projections, becawIe chartI are euler to read and interpret. Numbert are often
attached. in detail In appendicel. whde main concepts are included as busine. charts.

In••rt Tlbl.. Ind Ch_

The Insert icon from the Plan Outline toolbar lets you insert text topics. and attach robles and
charts to topics as part ofyom final printed plan. See the Plan Outline section later in this
chapter for more inf'onnatlon on the Plan Outline toolbar.

Consider including only the charts in the text. and leaving all the numbers for the appendices.
This isn't the BUSINESS PLAN PRO standard, but it can be a pleasant presentation. Ute the
Plan Outline to unlink tables from text topics. le.::lving only cham.

But before text formatting am ~gin.you must enter your text. And that's done from the Text
Mode screen.

Chol1l vs. Tobin linked to T.xt.-
,~-

",......
""j"..::",."

''''.
~:::~
'''',oJ>

"'~.
.~".-··..,-"",,,·....,....
,~" ...-,.·",,-''''

'~'::'

........
~-."','"
.~

'~
...." ..
-~.

....11....

~~~

--.-
;=~-
---~' ...-_....
'::::-
' ................-
;:S:.=:!-·
~¥::

,-_........

.~-1l1 111_

~I - II

"*"'~_i.3_i.i..iJ .. i33j_Li

,iIIlO.-i~~~~~~;~~~~~~1
1''lG....

,'w,:

1.I CIIII .....

""' -- ~-............--
~, _~=:-=:.-=='.:: ..:.~--

Simple Forml\ • Including Tlbl•• Ind Chll1l with Text Topic.

BUSINl!SS FLAN FRO wDl automollcally put tablet uuI ell.... together on tha pap, merpl
with the text topiCI that refer to them. Plpare 5·2 .howI." eqmpte.

...
111< ideal format _ /abl' highlighb and bus!"'" cham "" th, sa"" 1"'8''';1lI the Iflct

th," rt!frrs fa fhem.

5.5 5.6
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The Plan Outline
The standard BUSU'lESS PLAN PRO outline includes up to eight ehapteJJ ..-d appicwh.wtely 50

''I'u.''lopicI, dependlns on your EaayPlan WIzard options.The 1'.aayPlon WIzard _lhIa

'oplc outline Ioryou. F\sure 5·5 ahOWll the moIn chopten In the Plan 0uIUne.

FIGURI! U: P1.AN OllTUNl CIW'TBa

Rono.... 0 Topic

Print. Topic

0._

InoorhTopkl•

•

•

-

Caution on Oolotlng a Topic from tha Outllnol

Be carefut. AI sub-tapk:;e below a deleted lopic wi! be deleted .. wei. 0n0Il1h. topic it

deleted, the ouIIne wIH autometlcally rentATlber" the~~.

x

alll

Changing the PI.n Outline

Th' PImI Outline IooIlrar "'" 11"" priftl. i 1opia. ..bl"""..... d_ i_ tlIhich will noI

be incIurlld in the printed JlIan. and topic lilla:

Highlight a topic; click the Rename too~ type the new name.

Oick the Print tool to print the highlighted topk and any No~. a,sociated with It.

Highlight the topic to delete and click the Delete tool.

Highlight a topic; dick the InsertTopk tool.1)'pe in the name of the nay topi.c;

.8;

Imp

You can change the outUne. Ute the Plan Outline toolblr, located at the top of the outline screen.

to make the lollowlng chanpa. .

~:X_I

i.ma

.:11

I. To rMIc. T~ IcMcIer stop 1M I'IUIlIbw one
dntnetlon l'or JOCk cIml:llnt~
cu.tOlllel'lIn orergon. and to lChieVe the..,..,
rnrbt sn.. in the relJOI'I for roc:k~....

1. To'- WI active el'ld voc-' ......-rofthl'
cOlTlll'llJnity. and to proy;dt e~,...

inv••tment through p¥ticip.tion h cormlUnity
ollCtivitiM iJI'Id fin.ncial CDntrb.Jtlons.

). To Khlell'e II 65... profit m.tr;in within thllllnt.,...
... To K:~ .....t profit of $30,000 by~ t1fo.

:::'''.:.':,':''11'':::...... 1_ I
.1Mlrutlttt. 'JtIIIdIIc Y::: WhM.

:::,,=:..,=
tilt III • .,.., ...... ,**,*,n.
Keep ,....1It to ttww Of four,
.....1anI ........ ItNrd........

""''''l1/!Fii '" - , ll ...g "'1111 'f
fl::: 4 i!i!J. r p 0: iitfuH,'1
t ~

• )l( -1..'

}J
,,,"=:
,- ".
\.. t r.o..

::J"~::::""-, ,-- 1.1"'"
. l.u.,...s-

:. IirlhWlfl
am1O~"""-fa 11 c..,p..,~

a (912""''''''
, ........

.t.~

, 'IS 2.3~LouiInt.... F...

"" 1lI"11O~_f '~ 12~e:..--

" J.:aWllu...
:. us-q

1ST.........._-
'1'1" _'!l , S.Osw.g,III'Ill S-
1iI- U s.-,
W-- 1.0FNrWllfilln

'" '1"':::'-'. ,."..,
; ................'." PNa_.
~ c.h....

, -....t:>L I )'M$'rJ ...~.. I
Th' Plan Outline includes tool"'r but_ for adding """ topics or d.r.ting ""oting "'fIla.

~
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Worklnlt with HTML Formllttlnlt [iJ
BUSINESS PLAN PIl0_1tImpIIIocI_"'~...............~ ...
text tollNlltt"l__on'" '-.8U11N11SS'JiLAN PRO _HNL1Ip_""
nam., font ..... ....- and IIp .....

Th. HlML F.dltor-_ lIfclldrkw H Icon on lort!lhtal .......
too1bor. PI..... 5-6"-..-..."' HrWL IdIIw__"--"'1IIl.
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F,GURE 5-10: SELEcnNG TA8LEsrrOP1CSTO IMPoRT

Once the tile is selected, you can select the tables and/or topics &om the file to M imported.
Figure 5-10 shows an example.
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To access this feature:

Use lh.ln.... > lmag. command, or _"'. IilI button _the lOOI>ar.

Use the Insert [mage !cnhlre to !urtherellhmlCe !lour tcxt out/illt' flIjfh gmphirs.

FIGURE 5-11: INSERT GRAPHIC IMAGE INTO TExT ToPIC
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In.ert a Graphic Imege
CrlphlCl Cleated out.lde of BUSINESS PLAN PRO can be linked to a text topic and included
wlth your plan.The pphlc forma" supported ....jpg. .gll, .bmp, and .wmf.

Figure 5-11 thaw. an example of selecting a graphic to be ineerted into the text topic, 6.1
Orpnlzalianal Struatu...

~
-I
~
!L.J

Import from Business Plan Pro 2001

FIGURE 5-9: IMPORT DIALOG Box

I ,1lQl4Mt
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Use the Browse button to locate and .1«1 1M flit to import.

Use 'he list to ~lect the fGble lJrrd topics to irttprwt.

~.., •
5.13 5.14
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Insert Hyperllnk
With Internet acx:ess available, thil function let. the ruder dick on the caption and the link win
connect and display the weblite~.

Thl. feature wu created npecWly for UN with the HI'ML featurel of1JUSD"lESS PLAN PRO.
Figure 5-15 .h.... an .....ple of I webolt< link within I .... topic.Tho _1lyperlInIr. dIoIos
box 1.1s you type I webolt< oddrno.Th. caption 10 ploced In the .... topic It the cunor poolllon.
It dl"PlaY' In In underlined ond colonod highlight.

Modify Plan Outline for Different Situations
Axe you writing your business plan for investon? Are you •.famlly-owned busine8Slook'ng to
eepond? h. you looking to ..II your buIIn...?Th buy I busln...?Th.re ore mony reuonslor
writing I buslneoo plan ond the topic oudln. 100 correopondlng text, tables, ond <huts should
target specifta to match the purpose. Here are examples of outline revisions to consider for
dlffer.nt kinds of planning sItwllions.

A Plan for 1".,..10...

FIGURE 5-111: INSERT AIJNK~

.:II

This dialog arso lets you create links for email addresses, file tmnsJer protoco, (ft:p:) and many
other HTMl. rodes.

You should also have at least one topic on Villuation. covering valuation for the initial investment
and valuation at the ending point of the exit strategy.You could h8V~ a topic related to valuation
in the second chapter of the plGn, about the camp.my, and you should also have IJ topic in the
last chapter, about the financial plan.The Investment Analysis table has some basic indicators
on valuation. but sophisticated investors wUl be looking for a detailed discussion of proposed
valuations. Remember that credibility is very important.

Mclce SUTe you hav~ strong discussions of competitive Oldvantage Olnd manOlgement team. Add
mOTe subtopics as nece!lSary.

ESsentially, there are hvo possible exU strategies: public offering or acquisition.

The Exit Strategy lopk should include references to the investment analysis, with NPV and IRR,
ending valuation, and aS5Umptions for valuation.

A Plan 10 Buy or Sell • Bu.......

Your first chapter should indude at least one topic explaining the proposed deal, who's buying
and who's selling. and why.

The second chapter. about the company, needs a topic to ~xplain how the new owneIll intend to
absorb the purchased campa-ny. Are the names changing? Purchasing both assets and liabilities.
the whole businetll, or just a pornon? How Important is maintaining the branding and imagt: of
the e)(isting business?

The financiaJ chapter should include at least one topic detailins the proposed handling of the
Balance Sheet. the possibility of the financial concept cJ:llled Goodwill. J:lnd related subjects. Your
CPA will be able to fill you in on this.

If you lIR looking £or outside investol'lt, then you should add an Exit Strategy topic. This ,hOWll
those investort how and when you oped to give them a return on their investment.The ExIt
Strltegy topic would be odded to your finoncla\ plan """'.....,.,..","

To access the Insert Hyperllnk feature:

• Choose the Insert> Hyperfink command. or click the t.. butlon from IN kxlItJw.

,"! IIilift,!JtEii

w. wllllntroWceClU"MW product. Acmew~.•""""'~InOlle:.tD1n_.
The product'MIaisobe ......0It0lll'__. To............... '11III •

~~"'~. I~:~=~~~~~~~..~ .
:-n- !1':X:l.
UIlL ,.._ -._-5!!!J-;"

--_._ .._-_ ...._....__._._--

Adjust Your Own Plan
You can see from these examples that you want to adjust your plan to your exact context. Use the
te)lt formatting features to enhance the readability of your text, but don't skimp on solid content
and well researched information

LlZI3
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APlln lor I PIIIIlIy lullnll.

Th. "",nd ,hopm. obout -.pony. ohould Indude 0d_0/~ _ohIp.
Th._ <hep•.., """"Int lM,,~ _Indude _ 0/ lIonIIy _ ~ Inthe m.ntpment t-.n, 1Ip«IfIcdy, what: \twIr __and., n In ...

If Iomlly own end _ .... Indude mono then 0 ......C""MId CIIIlIIdo~" b lidIt not mavinS -.pony _ ...... _......... mJshtbo 0 _ lor 0 ...... 011ou_ p11ft1l1n1.

An Op.nll., ....
Th. op<nlflon. pion 0/. tpodlIc _ pion _Ihollloquonlly_deltflnS "m. '"Pial_In _ ...dlM. Par ........

Many oper.tI... plane will not lodudo .... """"" cMpwr. oboul "'"........,.__ .... pion1.ln'emal.nd "'- .. no _ rar 1IId.. "'".- dIM to _ .... -.pony to_.

Many 01"""_ plane will II"'"' ........ <hopter an ..............-.or lodudo II anIy II ....op<r"lon. pl.n 1...,- .......""'_ to .........,

An Exp.n,JDR "-
Th. "p.on.lone pion" _ -.npIo 0/. opedlk bull..... pion __ -.._
tnpk. Indueled In ......._ ...,IIM may ....."'. 0""" pion. Par .......
On .n ..p.nllan pIon)'Oll- to"""'- ,he .... morlcal. Of _ or ....."n' n.ed.n .......1Iw oummory. but)'Oll may no'_ toou_ _ .Po. 'h. mon._,-' _0II1ho ....._ -...-.n'_0/","_mo_t,

1.1.

'•
._,........-

About Bu.ln... Writing
lIutIn..wrltlna _101 be dar. -.""" lIlY b> NId. Shart__ IN bottorlloln !ani.Aone-pap _10 lIIIIIlIybetIor then 0 lO-pap _.Hon ... _ •• lko_ wllonwrlItn&,...,pion:

I. _end edit,...,-.-1IIlII, .... ..mabocI1 ..... wIla dIdn' ...... It, NIdH...... II)'OIIdOII'__....... _do.0.0_.,......Tho built·......dl ."_"_.,"_."
2. Buandeo. Moko _ paint 0IId ..011.

3. Do nat _ rtu- _ .-'W"-. thInI<,"-. boIkw,"end"ln my"'--"1hey-'
,.. " d ...

4. A>I>ld _ -'-."roo!lY'end"""","lhet dan, odd .
5. A>I>ld ned ......~ eoad _ ..."' -,
6. Ute """'" poInil. but wI!IlIn'" nat In or o:opItOIIo.

Keep It SlmpIe

Abull..... plan lIobou, reoutil.""" 1I1h...1d bo "-.1CHp II .........._Indoubt,oImpl'ry. Uoe larmolllnilhet_lie_:!y.

•
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Your Plan Tables I~~
:~f·f··)

CHAPTER 6: YOUR PLAN TABLES

~.....

Spread_ o-.tew 8.3
You Need the _ : 8.7
Plonning VB. Accounllng , 8.~

Ba.1c Accounting PrInciples 6.10
Modular, Linked T_ 8.11
FllIeC8_ ·..··.. · ·.. ·..· · 6.17
Tobie•• On. by One 8.18

Belance Sheet , 6.18
Break......., Anolysi 6.26
Busln _ 8.29.
Cash Fw , 8.32
G.narol Assumption 8.311
Indu.11y ProlII 8.•1
long·t.nn U2
Marl<al AnaIyaIs 8.<43
Milestones ,., 8.47

P..tP_anos · · 6.~

Pe""""" Finonclel Statement 6.52
Personnel Plan , 6.53
Prottt and l_ 8.57
Sal•• FOI8Cllllt 6.63
Start-up Ull
Cull Pilot (PREMIER-l 6.711
Invc$tmontAnalyals (PREMIER version) 6.85

Main H.lp to( Gana",I_U.. I_lion U~

Microsoft ExceJCI t, a registered trademark of Microsoft Corporation.
Quick800ksll> is a registered trademark of Intuit Corporation.

•'

This is the business age ofnumbers. You can't
get a new company financed without a business
plan built on believable numbers. You can't get
through your company's capital budgeting process
(that is, you can't get your company to invest in
your idea) without a business plan.

BUSINESS PLAN PR04J) is illtended to help
you meet the numbers demands without getting
bogged down in the mechanics.

c
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Detailed Row-by-Row Help

Row~by~rowhelp Includes detailed explanatlonJ for each row in the table.'bt can rtsht-dlck the
mouse in any row and select row~by~row help from the menu to open a detailed apIInatlon.

FonMl. (Ak...

Fcncaster...
Go To...

E'~

FIGuRe 6-3: FORMULA BACKllTBP

less liabilities, 1 FlR~
; FIOcMn

ssary of these, ., ,..... '.-.,,,.----
the row-by-row to Undo

noR....

n it depend, on oi -ii, C,,..
act debts and ••~ _ Copy
net eaminQS andl~" "e-'.
your Past Pwfo~ .. "', ' . ' ,

To Learn More About .

Find IIOUI'C8 of lItlie formutI IpCM...

AckI or delete topICS, tablet. a.1II

I ,

Search the Help Index for...

Formula Back8ttP

Plan Outline

.-----..,-
f _--- ..__ ---- .. ..-~.

'r...1018...... s_ 21 IFLlc.bMt:::::J :' .. Ii' g.
I! ai 1=8~I_cX>Jeceived-stbtotal_cash_~

8 y"---t 0

3
f stwtlng 8d _ M!y Ju"l

S ~ZlO I $5,ZlO $5,250 I E·"'" I >,>,.

The BUSINESS PLAN PRO Fonnula Backstep feature gives you the option ofjumping to
other mnges"saI in lellfarmulas. You ron aCCl!SS tltis feature by right~,ficking on It cell.

?

I (1010 J t-al I tm Past PerformarM

'I success e' iCC, 4S =1 C , allied C C i U Ie in both tables.

The Formula Boclcstep feature help. you find the source info~8tlon for table formulas.You 'enn
choose to switch tables to find the source Information for a formula. For example, when you see
.lonnula r.f<nlng to lbe nam.·SaI...·Fonnula Ilockalep lets j<>U jump from any table to the
table that contain. the IOUrce ran. named"S.lft."In Figure 6-3, the reference is to"subtotaL
calh..spent"in the selected (eU below. Right~cllck the moule to show the Formula Backstep
option.

Formula Backslap

..,
JI.

$1,000
"00

'U,OOO
$2,000

1

$U,'
1500

'I in fO'II'lIrtJ/ItMdUn
1n~.".th,,1

._lil

Search the Help Index lor...
_ ..... hOIp

FIGURE 8-2: Row-ev-Row HeLP

Sta.up1lR1lI

this will blll the st¥tingb~ for yN' cub "":1\....
lIIndofth.C"'hroWInYO~'....
it iSn't II nagIiIM IIrnount by edIMIanIII
or IoIInI int:hli Iinllncina sKtiOn w, InMOlt-.,
I;>;;IJTII)....s ItIIft off with IInOUIIh CIIlh to last~
whgvlIIr tfafldt spendnQ occurs throuQh tha Iirstl.w
months. Tha~, III you pohh th. nurnbIn in yOI,Il""",
you mllY want to r8tun'l to"'" tlbIlII tv IIdd mcIf'lII Codh lntD
this c.a if yOl,lr Cllth Aow lhow'i~ bMallIfI»r
yOl,l sUrt.. To oJdd toe"" in this ClI, YQU must IIdd trlOI'IlIIY in
loans (Lillbiil:ln)171~.

8uINn Plwt Pfo ..:kIIl.4I t:hIi fNnchg erarinQ thIi
bulinlllsi .. Io.nl or 1rw.ltmlIInt. than 1~.-tIwh._
bMn lpent on 1II11panIH Iftd othar ............ CMh,
lind IhlII r1Ilult is t:hIi stllrtina euhb~ in this ell,

Table row elq)lanations and u-.
To Leam More About..

GO Learn More About... .-. search the Help Index lor... \

Vlewfng Table InatrudIonI and~ WIard InAuCManI
-_._--,..... _-_.-

E..,.....~:t ...

.""""" 1rQuidr8ee' .. -'11 ._" , 1t8rtIn;J..... 1n..-...
~ 11'......... Cash 18alaltc. en 5twtMi o.te (frem thIo "'¢:fa ,.....)'.-, 11''''''''''': CII5h in bUlin.51 plans mnnI chlIIcking MICDUnb, I..mo-
... liS.._ 1ICCOUI'ItI, and Clll:har liquid leoJritIu, nat justc:ainlllnd
: 151'W...., bill.
. Ww:cw.

lP ......
F/t'-IINI

.1!7 .
:,&'18 ..
'Fic......,

Fr:': Co1cIlItICldo.~

., Obia-
.1"1 .......1'"'1 _

. [jE..., ...
-r:::!sa-c..

8CV_e-
'-r;~s

r,~D

"~'.-~~ --II_~ iClUhe.a.nc.an'iriilitkigoaitli
_. , ..' 15 i ••n__ IIIW.....",

{" BUSINESS PLAN PRO Row.by.""" help gives you d,tai& for "" """ you'", sdedM,
llJror~g"olft thi' tnbte.ltu call acres, row-by-row hclp by right-dicking on Q all.

?

?

~ •
u u
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Pllnnllllll with Computllrl

COmpu.... don' Ihln"'lhoy Juat do IhI n.mbero. Compu'''' ... vary dumb ron""pIIo.. lhalClIn be dOWJUlallt clan............. "'" ..,.a lham 10 _lor "",.Th"l' ...••••nlly"_.............1t1I, HIInIIn _ own vary NmlWly dallnod Ian...... PIopam. eomj>utor 10l1li
"'" lhat 2.205 and It WlII_lhal 2.2005 It"'" ...nt. .
l.IN)'OUr ftnIndIJ proflIetion. but cIon't beu.v. them 'IF I :WIy when duUn, With ...........ond aolhmw. _ 11 __, most"'labout natly ordorod ..... and rolumN of
n.m ohInlna .1 "'" III a compulOr ...... or mon:hlna fn>m th. prln...., lO" may Iorp<- Inp.lhoy ....,._.

So utllha dumb INna lor _ 1._...a..... do 11M thlnkJnr, Iat th. """""Nt do ........lIm, ond ...._01_WlII_-..__ """",011IM.,.._at
back Wllh.tho pandIo ...._n Unad papa<. ond lhlnk In _ "",'"II1II In lhat ........bul .-,....."". tUN. _ 10 chan" )'O'lI' numbero InalAnHy. N_lhor.I"""""

The blot ...1ywI .... humin jUd,,"""I" SUlda .... numbor CNnchln& U,....-pI .... _1opllt belI__ "t\onII~ INlyI\< thlnldn,and In"IH.., ...."" lhlnld........ "'" prallIlIIy....... lha ..... I-r. "'f'l- a IIttIa of boIh. UN yow hold .. pIde lho .nolyok

Ho.. do you pt tho 'Ishl romblnollon? The .'mpIHI 'VII)' Ie by doIn.lho aum..... _ runnln,.hI nnondol ...IyoIl. C1w... tae:.... _11dly. Eadl .... II.ratlon of thl plan II.-.or ..•1u.-ndlna. pn>bIam, nrh 11_paoolbilJly .. '" ...._.The _Id II ii' toorornpIft lor .Imple SoMas proI> 1o oIdn 10 ....n1lna- ......, IIw - .....mulHpla bocks Into ...,..ad Ift. ond multlpllallho ..1eo .ad '""'"_.The
Il10III .n.... co_tid, !hi""" undlfllondln' of .... nno! ptoducl and '10.........-LooI< .1 """ buoIn_ pion .1 moay dUl....' volumoo. at moaydl_' p!Irft. at manyell_' klndo and ...... of~ and 11M lilt 0' num..... lO" no.11y arcopl will be. be.....f<IlI<Mntollon of lho filII of~, .
Th II an Irony h.... Th motbl__ lor 01 _put"' modo... bullhoy don"
bell Iham. Outpul from d_1 modolllllmu hlnkin••"""1111_ ca_.ad./loc1o, .ad dl_...._ but ...!pu' II nollO '" bellawd. Juat-_.

~
o

You Need the Numbe...
Thl. nn.ncl.l tool h.. _ dIWIoped.nd ,,"ned 10, ..... ,han 11__ .-with hundrod.01_ of-.fIII_pIoN, one! It ........ k It ...,....
mathematkal1y c:anwct.

The IOnw wllllwip "'" IIM_pnlj_"'" MIId: ......-......men prlldlcal_ _ Wllh bUdpII. 'lbu <WI do lhowtoalo....,. to-IlArt.up .. bu__brtaklsllllM__II._ond-ldotIl\__ ,'I •
AD "'" do IIIypa )'O'lI' _mpIIonIlI\ IIM_ ooIIl. _ 11M bIocI<...and, ""'....., ...."propm~~""'-'-'-"baIon<o._"' _
101'.1.., llInady In OM _ JotkoIll' Iolll1l1MolMa,

H_11ke 1111 buII_ or..,_ p"l 11,,, oflha""'" .ltll ..... ..,. .....oduaoled SUftI.11 dopandI on -.plIona. It It. pIImI tooIlhIt .... '" II'I'liad .._oflIpIdIIc .-.11_...,. '" 1mpnwod. tIII1otod. ... _btad.The a1ljJdM of ....I. to at"" "'" •d_ undmtaftdl.. 01 .... uadlfly!ns -lll(>Itona, 11M lhamtelwlla of lha BUSINBSS !'I.AN PRO pnlj_.ThIt manual holpo "", .._lha ......or the 10th".,. .lfz4i.1l,lIt.

We w.nl you 10 uti BUSIN8SS !'I.AN PRO lor ,''''', It _ •..n.II _
nn.nelll model.1 Ito coro. Ilnldn, 18 ofl'" keyn_ 1IIf,,, InlO Cl\IIIII:lny nne:' t'1nnenl lnet ID 1M oth", chenp outomltkllly, U.. it 10~ yaur -...ftnandalJ, UN ill"what·JrllctlltMe, W:IrIl. WIth)lOllt bull"", plan ftnMcWf 10 Ull" I IIIIho by ""umptlono .ad INnk_I _lhl\' II\ItllI che.... What '-II"'" _a' ,_ Ih.n pl.nnad, ..._It"'" opmd moro than pIonnadlWhIl·II_ or..n.lnc'.....? .... _10 II ....._I....~ and ..._-pion 10
"nHrlpelo Iho Irnplleo_ThaI'•• 1or of what BUSIN8SS !'I.AN PROIt_

R.........., .......... IIMII..._It ."01.11 It only lha _ I d "'"pul InIO II. r"r1henMN, I. doponda on mol_' modoUna _ ..
ffCeiwblet, (Of no~nto the fUtunt. \lINd on ...""\lON,n.. ....lhot pml« ond .... molll _ IIwm II <ampI<ro and a"pat bull1l11 _
Importan' mptIaM.

Th'. ,h.p'" .V/ll polnl out key _mptlona aad _. "'" In ....... _ 10""" _ ....... and
hMV to dUln•• tMm 'oAwft you lh\nk you "lei.
Wllhln thll monual ...'11 '" IooIdnt at I.... poIn.. and _ .... ""' ............. pIIfoctyou, opI<11k plan, u.ln,lha \noIvtod.. of IhI .........mabillly of IIIJIINaI !'I.AN PIC).

'"

blJ.~i
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WonIIIOlCIIIumMrIA ..._·You_,.....__..._-, ,.._....... jlIII-_.__..-_1101_



C"Al'fta 81 V.a ItI.AtiII T.....

Planning V8. Accounting
Then Ia a d~... dlBlinetion b~tween p1e:nnfng and aa:ounttng. Planning bqfne today and PIforwanllnto the futur.. A<coundng endI today and .... backwiord Into the pool. Plannlns IIfor rrt.lldng_.... f<!lIng priorfd... and .......ment. _dns II obo£or_and _ .... of <OU1'IO, but there ... Iepl obIIptIono ..lated to _._tlnSn«<YorDy SO vety deq> Into detall. PIannIns J<qUIm a balance between detalI and c:oncopt,because there 1ft tima when too much delal1lt not prodl1c:tlve.

Many people fail to understand thed_n and 1"" dlspropotllo.... allenlfon, AI theyd'eV«!lop a plan, into accounting driaDt.:For ~Ie. tu: -reportb\g and ptoper attOUntinarequires detailed IIsm of asem and depm:tatfon, wfMoA!o lor planning pUrpotela good elItimate iImore II!!ffident.

To understand this difference, canmer the relative proportion of uncertainty In a ronvard~looking estimate of depreciation V8. • sale. kJrecast. The AM! computer store, one or outBUSINESS PLAN PRO sample plans, projects depredatton of approximately $13,000 per year.It expects saln to rise from $5 milllon to $9 million in t:hfft ~.rs. AM! could develop a planthat lists future asset purchases and uses depredation functlons to depredate each lidu~.-etaccording to accepted formulas. Doing thqt would probably reduce the uncertainty built Intothe depredation estimate, but how much uncertainty would be reduced, for how much effort A50% vari::.tion in the projected depreciation, tither way, comes to I", ttl"n $10,000, while a 10%variation in the sales forecast in the last year is worth S9OO,OOO. A good business plan process
maintains proportion between effort and value. Accounting needs detailed depreciation in thiscompany, after the (act; but the business plan, looking three yl!ars ahead. doesn't.

.u.....,. pLAJil PItO MANuM.

Bale Accounting Prlnclpl••
BUSINESS PLAN PRO retpeeb the prlndples of acc:ounti~s:.lt has to; without that, it Can't dothe IlnanclalanalyJls people expect.1lyou ....., familiar with bask bookkeeping. at leu' be
'IWllfe of these basic accounting ru1eI:

• Jwela Be oIwa}'llequal to capital plualiablHd•. BUSIN1!SS PLAN PRO uaea thillact topredict your caah ba1anlO In the Start-up Ioble,c.ail_ and Adua1 Ba1anlO Shee..
• Cub Flow is different from Proftt and. Lou,Your profits 8ft an accounting toneept, MIn:less costs and ~ses.Cash tbw fndude. Balance Sheet changes that anm't cow:rm inProfit lind Lon. For example.. sales on credit produce pro61:1 but no money until invoices arepaid. Aly(nl off loan prtndpal doesn't affect Profit and Loss. Purchasing assetlI donn't affectProfit and Loaa.
• Don't confuse expenan with .ll¥bt. Most businesses prefer expenses tQ ...ets,~.money 'pent on expenses is deductible, but money spent on assets isn't. Don't try to makerese8reh or software development money into aHem, because you'd end up with highertaxI!!. and assets on your books that can't~ sold. IJ d~vefopmeot produces oil new product.your business gets the benefits in future sales and profits, not in assets on its boob.

One orthe most important prindples of accounting is the principle of materiality.This principle means that if it doesn't make moch difference, you don't have to wony
about il.lt is because of this prindplll! that we recommend not getting into infinite detailin depredation, assets,. and tax treatments. When you are working with a snle-s forecilstand estimating lIncertainty far into the future, you should not \\lorry much about detaileddepret::jo)tion three ye21l& from now. The difference in gales pJan-vs. ·acfual wiD be fur mo~Important than that in the details of depreciation.

t

i."im! Make It You"
Remember, notNng abotd BUSINESS PlNrI PRO II wrttIert In 1IIone, ••you cNngeformulas. revise fonnuIlIa.1gnore the built'" 1abIea, or even (with the PREMIER ........)add your own Exee'~ t:ebIM...lt'.)O.lr pIIn.
You can also unlink~ 10 they don't sttow. U.U. PI8n 0utIN view 10at Ind .....topics, unlink bibles, ancl-4f yau have Ihe PREMIER \'!lfSk:n--tldd t-.a.

•
e.e

i:ii1Z

a.10

MQre on Accounting Principles In Hurdle: The Book on Busines.
Plannfng
Milke sure you read the About BusJne§ NumbefS section of your Hurdle book. wn;a,expIairIs U1Is In greaIi8r det8ll. Use the Tools )0 Resourats )0 Books )0 Hurdle link to IUd the
book In PDF forn'tII.

•
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CHAPTD 8. YOUII PLu TAlI.... BUliN'" PLAN "0 MAIIUAL

The details are e"Plained in Chaprer 10, Advanced Tables, of lhls manual. The~ you'U find
detailed instructions, background information, and examples with illustrations. A complete litt ofrange names is included in Appendix A

Since the background is a complete spreadsheet, .u programmable as the major wpr +'-ftts,lhere's very little you can't do. If you use an 'Excel function exactly as it would work in ExceJe, Itwill probably work the same in BUSINESS PLAN PRO,

Simplifying AssumptlollO

BUSIN5S PLAN PRO does £oDow the general model of business planning, •• opptJMd to
accounting, when it comes time b:l make simplifying assumptions. We want to caD your attentionto several of the more important ilHumptions we make. We'll also explain why we I'Y\ake them,.why they work in most cases, when they don't work, and what to do when they don't \vork.

from another wotbMIltt,. on~ named Sale..ThaI', de.r in the docummtation ..nd in the helpfila, but not in the formula itlel.
• You c.n use the fonnut. bacbttp future to JUMP autorMttcally 10 tM~ inbrnadonwhen _ ceU fotmu1a refen to other wodr:at\ects or~ namea.

? \To ...... Mo.. About... leach the Help Iftdex for... I
FInd.::uw rls.- fcmUI"'4=". FcInnYII .....

Depreciation ae a Single Row of Simple Input
BUS!N£SS PLAN PRO uses a single row ofdaro input to contain your estimtlted depredation.This simplifying assumption Is much better than a romplex set of depredation formulas,. tor
......1good ......"
• Government tax authorities set strict rules lor when and hoW assets can be depredated.

These rules are n01 always lOgical.
• Different assets are allolVed to be depndatec:l according to different fonnulas: there is

strajght~J1ne depreciation, double declining balance, sum-of~the-yellrs-dlBib',and aeveraJ
other formul....

However,. BUSINESS PLAN PRO Ioob at your annual profits and sets the tax rate to zeIO ifyoIl hove • 1000 lor the year. ThIo avoldo the .wItwvd ~tuationof overestimating yoIlr CIlIh by_gneptlw _in••.

Furthermore, BUSINESS PLAN PRO doesn't automadcaDy caJcuJate lose carried forwardslhtatloOl.1be tou carried forwud refen to t0He8 in prevlOUI tax yean that l'!'duce taxes in aprofitable year. That happens whm a annputy finally makes a profit after initililosses, at\dthose losses are deducted from current year taxeI.

The simplifying assumption in this case is taxes illlI simple mathematla. When you have aprofit for the end 01 the ~ar, BUSINESS PLAN PRO multiplies pretax protitJ by the fa): raW:percentage in your General Assu'mptkms table, and that's its estimate lor taxes. II you don't havea profit, BUSINESS PLAN PRO sets)'OW' !:ax rate to zero.

This is r..ther simple. We could make it a lot more complex with lookup functions lor graduntedtax rrltes. We could do fonnulas to change tax treatment in different countries, We rlutomaticallychange the treatment for Icm situations,. but only in ., simple gJooolway, setting lhe effective laxrate to zero when the entire year produces a loss. The tax rate forms spedfy pageg of d&rentrates. Furthermo~. the real rrlt6 depend on specific deductions and specific situations,

Still, this is about Flanning, not accounting. rind simple is good. The estimated tax mte i.easy to understand and easy to apply.You gllll: a lot more planning power from a simple andobvious estim..ted input than from a complex, hard-tD~follo\V formula. There is a real do.nger ofautomating assumptiolls to the point at whkh users don't realize how much is inVolved, and
how critical those <l!lSumptions are.

The Government Doe.n't Pq for toe...
Ao the BUSINESS PLAN PRO docum....tIon ecpIal.. In ....raJ plocet. ........ booed onsimple math....ticI. \bur estimated ""In the ProIIt ond~ ..blels the plOducl of multiplyingproW< PlOl!lI by the tax .... in your Genl!tll Aooumptlcms"ble. .

Tables Aren't Strlctly SequentllllDan,_.._ ....__ """"'a ..... NonnoIIyyWlloo_ ... _
among thII tII:lIn, reo.1IInG • yau go. Illlbln"t ....,. go one IabIIl It .1IlnI.

Developing Your Own Lin'"

'BecaQse BUSINESS PlAN PRO is built on jlJ. own Microsoft Excel- cotnpatibll! Sf)reIldsbeetit includ~ the Cacillty to use more than 100 spreadsheet functions compabole with Micrceoft
Excel. For example, you can easily link a row in the Pasonnel Plan or ProBt and Loa to.specific row in the Sales Forecast" tor calculating commi_on payments toemp~or outsiderepresentatives.

Usen of the PREMIER version can also link from the uSl!'r-definl!d tables into the tables for Ales,expenses, or cash flow. You can create specific \Vorb-heem for a second yqr in month" for
example, or three years in quarterll, or for a 10~year plan.You can create worksheets to itemizecapital expenses, or detail depreciation.. or to break payroll burden into components.
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• Th.I..",..1M _, be oppIIod to ...... ot__h _......., ... Ill ...... ootot
lUI.., ac<ordln. to which two 01_ MII.

• If ... doddod to opply__ to 111__well '-to_... ,.........
01 'hoM._ .ridktep _ 01_",,-, _ ; loIJI.lIIII", _ 01_
...~.d.pc :'o~, ._.Thodollil ...............al""""".......,........probl.m wtl!laut IIOIly toduetnt...-nty In ...,pcMIcoI....,.

__ D"'IlhlanTlp .
......._._.....,......... i......--tl__..~~,.._ ....• _ ..... ' n i__

~'O'__

An t<N<.,od...-. I""'" apIIon.lI"", lob ..........01_ _ ........poolY"....depcod.tlan, 'hol'ulDCId aptlon.lI"", don' '- pool to _ Ilk Ni' • 011who d.... "'"' yaur_tin'"__""'_ _ oI_ ,.,oncInot 80 too fir WICIftI.

\

TO lMm .....AINIuI... - ..reb lhIlIIlp lnclell for...Spf................. Add ......................-.-
!'" !'=_ I__ ~ ;h.......

Inta........... IImp\I ....hIm.II••

BUS1N£SS I'tAN PRO _ .... In_.... prindpoI__ to_
ac<ounllns: In_""""._..MlI n-. loin II1II L-t.ble. Prindpol ...,.,..,...~ whlth .... dod,,-' -.. c.h _ Gftd ,ho_1hIIt.bul nollho Proftl oncI L-.

Fo"m~nl the _nil.....ndonl. /I colculolol monthly"'_ lifo-by _lllplf...tht tlIlantl tor any Ifwn month by Iht lftlilNlt .... --:Jlte I 6ft a.nMI Awuil4 .aM "t"AkulAtn AnnUli In...... by tMlna thllMIDp belenct tnttl$lpl)1l\llMt ....... 1M ........Rote In Ihf C,ner.1 Wilmptton•• 80th 01 .... calcultNoN 1ft k.tIkaII---r aD .

'low...,... _1Iy ........... oncI"loskaI .. _ _ mor"''''' mor IlOl ben,.rly .. ft«1 .. )lDU~ wanlltMm lor ~ ....-.,.,... the~.

• On. polonllol pn>blam • INIIN 1lank ft1IIlIl .-..... III , *' .....be"'- whlle'USINUS I'I.AN PRO..- on .....,........

1.11

Ii.
._---

• Ano'her pcobIem Io .........01 tho loon: I ......ken ou'on '.n....,. 28 pRld_ the..... In_.._ In IUIIN1ISS I'I.AN PRO II • loon token oul on !In...')' 3,
• Purthomlonl, BUSIN!SS I'I.AN PRO will tab II..n Ilikan oulll.1I)' _ durtn, ....-.... thlnl.1out1Il. orMh,..oil pion uuI coIft!la.. III ................~......... pIua""Fdnl dMW by .....,Since the bepMl..bolara__ lIIal

eoIeulallon_IM .-un, by hoi/, lor pIonnl.. pu Thol_""_will be .. II _oulon""':lO, IIw mlddl. 01 ,...., '...._ 01_iI_ pllInnod lor 1lnI manlll or tho lui __tho .
Molt 01 poMIrnI .. not IUIIy praI*mIln .,.,....pIInI. Good pqcdcaI .11 at... ell)'to _ IIoI.._thlt.......... tu_IInI. II_ to__ olmpIIIy.1I1MbuoI.-pIon__, ............ penny. don' """" on _ wID do.

... Prlnolpel ,."....11p
1U1"_~PIIIO.....IIwtciIIr ......~ ............__-_....__ ...__ .._-
_"...._In_In~1O'__

HoI........ 1/ your bu.i..... pion ohouId ......Ire mo" dotolled 1_calculatloN,__0' the ,Ianllbnce of the IIIt'nOUftt1" you can odI~" 1M .-tl..,.ted In.........1ft 1ft ttw 0eMnI1A_mptlon. to"'" to prod.... ......." lho ,...._ "'" .......Thon oil l"'" need to do lor yourplan It cxpIaln the 'lIMOn for 1M Inl..... flM a-.Hnptlont In the tftt tMl • up'"," theCanftol-.,-._.
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CMAPTafI 11 YouR .... TULU BUliN... ~LA. '11I0 MANUAl.

Forecaster
Sometlmtllt's euler to dMJop • forecut UlJng gnlphk:t toolI. When you're In a bible wortdnson developins a forecast. you can SO to the Edit> fom:uter eonunard to pop up thiI uniqueBUSINESS PLAN PRO _hie Iom:aotintl IooL FIpo 6-6.-an lOlAlnp/a.

FIOURE lI-lI: THE FORECMTElt1M

Tables, One by One
iIa Curnnt· Short..grrn

In .......... r.tlIIII BUSINESS Pl.Nf PRO use. hi t8nn -ourrwnt",.... .... "Ihort-_Iarony_._._._._ng wlth. _cilaoalhan""'",_l>oooraIy.__• __""' 10__•

You can set growth rates by typing values in the Fcrecaster month .:ens, or click the mouse in thegraph to draw in a foreciltt.

T11e Forecaster™ toolltls you dwelop your forecast by clicking the mouse and changing theline. Irs quick anJ pr!U"Ufu1, and built into the tabks. Aa:elS it em the Edit menu or b~ right·clicking in a cell.

Search the Help Index for..•

Plan Mltinoar
-----

To Learn More About.••

.t.4~I~~~_~r ~__~ to)'QUl" bu8ln....

?

BUSINESS PLAN PRO calculates aD the rest of the Balance Sheet automatically, from your
assumptions in othe-r tables.

• Either the Start-up table or Past Perfonnance sets your Starting Balances. Each plan has oneor the other, depending on .answers to £asyPlan Wizard 'lllestion!l.
Cash, assets other than receivables and inventory, liabilit"le9 other th:m payables. and capitalaD depend on inputs in either )'Our Start-up, your Past Performance, or your Cash Flow table.
Mor. Detail on Three Key Eotimotoa

Figure 6-7 shows the balance sheet &om the a start-up pizza lfttaurant plan. In this example,because of plan settings, an three of the key input rows in the Balance Sheet are showing:

The three Balance Sheet input rows are three of the most important in your business plan.Attounts Receivable, Accounts Payable, and Inwntory. Your plan Sl!ttln&'l detennine whether yousee Account'S Receivable and inventcry. Accounts Receivable ilppear only if yOu are set for salellon credit. and [nventol)' only if you're set for inventory. in plan settings.

Balance Sheet
11IIII Balance Detolla

Don' t.1llJIPriIId to ftnd buIlMu plan a.Iance ShHt mum maN~ ".,... _ SIltaIIn,... -.s. TIlls 10 ........ The llCCDllnllng_1D
buId .. BaIIInc:e from dIIalII, bulin !he buU1eA pili". your BIiIance ShMIl'*dI • fIIN-lo.one OOI,eapoidlia wIh yourQnh Flow estIrnete. You mull t'IlMt rowetn castl Flow tochange the BaIInce Sheet Items. SoI~.
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FIGURE 6-9: INVENTORY EsTIMATOR FORMU.....

.1F(E1~co.t_oCuniCsales>O,B7-coet_o'-uniCsalell,1.1"cost~oCunit"'i11es)

EaUmaltnlllnventory

The default formula for inventory is quite simple, and one that you may well want to override
with your own estimate. FIgure 6-9 .hOWl the standard formula in cen F1ln the example. The
formula it:

Educated Gu..... on Thro. Crilical Row.
0eIaul fonnlAal IiAUfM Ih.. your company PliYl ttl bMI i'I a month, but gets PIid for
lrNDklH "'two 1'nOI'Ih, Il'Id N1aboul10% men InYentofy th8n COlt of good. eoId. Th..
.. )uIt edlaled ThoM tomUu ...~ to that you CII'l chIngIlhem.
TYJ)I your CNIIf'l cfndty, 01 'I" ycu 0'M1 formuIn. Thl11ln't math or fInIIK:IaI
_.Illojuolo__.

""
lO.<I04

F

~
• ;,~.- - r·F~".'lJ''-'''IOO'">O'''"<OO\..Of~.l.l·'''''-O'-''''''-)

- ~ ! --- ~---~ -A-----.,- c 0 ..-,----
,. lClrrent Assets .J8n Feb .....
5 -~-.. I - -~-~ ~- --- • •

•
__7 Inv8d:Ory I $500 $':00 $'5 195

The SMndam inventory estinultorformula is an educl1frd gum. You enn replace it with your
oum estimate or your own formula.

mID

However, is it accurale? V'lill your company really be paid in one month? That's the criticll
question, and it isn't related to mathematical fonnulas.If you are an ongoing comp&ny,you have
real results 10 <lnalyze, and your Past Pt:rforman« table wilt help. If you a~ a start~up, you heve
to make an educated guess. If you know your indusby wen or you enn talk to people now in the
same business, they may be able to help you make a good estimate.

Of course whatever adjustments you make, you11 want to copy into multiple columns, using the
Copy and Paste commands in the Table Edit menu.

..ala_on_credlt+(.s-AasumptionalDtl)

... and with that you11 have approximately 4S days of ,ales on credit in ~vab1es. Uyou IOUow
that logic, you can imagine how to adjust this formula however you want. FUrthennore, dwre"
no need to follow that logic either; you can also just type your direc.t"estimatetlnto 1M balance
sheet row.

A <ompany tho. gets pold exactly one month oller dellverlng Its Invokes wID' o1woyo hove Its
current month sales on credit as the ending balance for thlit month. Thit simple chaI1Ip wiD
improve your estimated cash Row, by reducing the amount of receivables to ftnance.

You can follow this logic to make your estimated receivables roughly equivalent to whatewr you
want them to be. For another example, make the fonnula for 1:.6:

For example, one change you might decide to make would replace the formula In B6 with the
more simple one-month receivables formula, which would be, limply:

...I__Oft_credit

FIGURE 6-8: RECEIVABLES ESTIMATOR FORMUlA

The fOrmula for March AetQllnls Receivables shows in the edit bar in this il!ustmtiOlI.

c • • j

The phrase'"cost_oCl.lnit_ssles"comes from your sales forecast. n represents the inventory
included In cost of goods sold,. or cost of 58~.
The =IF Fundion is a good example of built-in Excel-wmpOllible spreadsheet hlndions_ For
more detail, search your Help Index for"",IF Function"or refer to the advanced programming
instructions in Chapter 10 of this manu;)l. The function checks whether or not the previous
inventory balance (in cen E7) wal gre;)ter than the current month''S cost of SOlie'S. This is an
Excel·compahble, standard spreadsheet function. The first portion, before the first comma, is
called a logical test. If that test Is tnJe (meaning that the amount in E71ess invento1y usage
is greater than 0), then the formu.la processes the second portion, bet\'veen the first comma
and the serond.lfthe telll isn'IINe, then the formu.la proCe5US the fin;)1 portion, afier-the
second comma.

We can took at this formula in detail:

S31.,~

$0
$<8,642

$0
lO~lIlID

10

•
E6 l....._;;~~~~il-

• i
~ QJmJnt;·AaItt, ""'"
.' Aa:ountl~

~

8.21

•
8.22

•
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'e_.._-y-
• 50 Ih",.fo... If the pmIouI perlocf' mdln.l loIy 10 ...._ then _lory In _

of ..I.., lhe formula limply oubtr_ thel nl hom _lory. In _ -.... Htheprevioo.lnvonloly _ """"" Ior!hlo month', ..I... lhe _ Juot_lhet_
from l....loIy.

• And .110.11 the pmIouIlrwenI<lIy_, _ then !hlo perlocf' -...,. ........ the'ormulo ..- the enoIlnt_the....... dIIo _', _ ....... 1lidIIIonoI tot. (LlIn the .........). ThIo 10 not hJah _ De~ INlhamalIcI, h10 Juot I ...,.. _
endInSlnvonloly.

To calculate annual UMmory, the tWault fonnull ._ the mattAa 'f ' I I M _..,
b<tween dlred _0I_1n::,'::n:end the _01~ _ ....... Ihetrel.honohlp 10 the _ yar', __of_

Romembel\ thlo 10 Juot .. ....- _ ........... haten_-pionIn..,...,..,repIoctns thlo with ..-111"'l dolo De _111...__
AD the ""'" now~ ond the of the IlnoncloIo ........-"eanwetIy,...- ornot you keep the oriJinIIlilClh I~I .

For ...mpl•• on. """"" 1"'l mlaM _ 10 .- -ad nopIoco the 10110 In ttw_In P7,PI.." 6·9. with 201lo (1.%)."'" (1.5). or O. Or, lor _ mpIe,1"'l-Nt"_Inv.nlory level. 01 'OI""__+-1"'l "",11 .vonl to copy Into muIIIpIa(olumM, '1,lna tht Copy and .... amtmIndi In the'IIbIe Edtl rnm&t,

EltlmlUng~ P8YII*
In PI.... 6·1. lhe edll bar ....... tho _ lor A«ounlo ....... In cd CII.The _ ...oImp!y.

-..A-""'-
'Ibu <an .... Ih. _10 1locbIop 10 Jump 10 tho .....nomod"Nfw~'''Juot... to th. ('""n...l ....................... ond 1"'l'l _ h-... _ .... In ..... li-Ill.
Whelthe formulo _ lip doIna 10_. thet 1"'l11 P"l' 0II_1IIlIt In__III..1het., the end of ..,h month _ ..... _ 01 Aocounto ....... 10 the_•• the_.n"'"10 ...,........~Ie In thol__.The iop: lor Ihit _10 ...,. 1Iko theloak for "'",oonll __lo,lb. 101"'l- lor ........ _ pIIYIMIIlO In .-. by
,hanatns Ih. _10 "" DI.Io"

-New..,.,..........'.III••'pltallllfCIJ

... 0I'1"'l 'ould '101...._II In ..dip by.-.the ........

.....A..............'.I(rA &E' 1 ~

...

'--,........-
1b ..Iculall .nmMI-.... ~,bleba'-the clofouillormule .....,1_ the ..._1robtloNlctp ""- ..... In tho Rill you Ind ,''' ....... baIonco 01 A<coun.. ~obl.. ..,d.pplletlhol~ to the _ """.P""!"<'Od ..1... .
Romombor, IhIo 10 "'" .. educolod.....'tlu wID not hIIm your laIIinIII plIn In iliff Wflf byItploc:Ina IhIowtlh II "'" dolo ........ .
AD the ""'" IIow _:pile,. ond tho ml of the _ wlIIlllU _ -..cIIy,__or
not 1"'l1cnp the cxIsfnol_1 ..... /omuIa.

Many "Ianoe ....,.. Depand on Inputa In Caah Plow
Mony dapend_'•....., on tnpuIo In ttwCollh __.Poe_........__ ttw_1n OtherCumn,_1n the ....... _ to theon_In .
to eu....._I.ttw CoIIh _,_10 the.- nomod"_ofOthorC.....,,_"1ntho u",,", _ ond_ of Other Cunont _"In ....__no WhoI)'Oll Input
In Cooh _ cho_ttw-...-.1110............ wtll> 01111>_ olttw Uol>4llty.- ondLons·lerm _ • ...a._... typed Into c.pItall/lpulln Coole _......., allod Ailcl-I.c.pItall. the .......S-. DMdondo In ttw Cooh _..-. hom _l!omInp.

U -IllI ....... and _1MdElm.
fIsuro 6·10 how 8IJSIN1!IS PIAN PRO hondIeo RataI IiomOIp.IcIIIowtoI...unlA«OUndnl conwntion. The -mounts In CUl'm\t.ptrtod ••mln mowd InIlO LWNd'£a""",, ...... you, IIttw end 011'" you.

In ,''' ,._." column,ttw Iormula _ ..min.. ,.... tho 511r1lna_Inlo''£amlnp." ....eu_ ."., DMdond. from the Cooh Flo........ (atthouthln the ......,..lhe.. "" _I.The _Incell 0110 .1I21 DMcIond.

R_llamln n unchonpd th " olttw )'Oiir. The 1lamInp-eccumulatoa Ior the you....hor thin """vi Mmlnp of _ .-Ill.1IIIi-.'het the '£amlnp """"" ""N_ Include curnulaltw Mmln.. from,_ Ih.......
N_TIw~1or:

• cell W2lIIo oNol..pIlllIt+L2I
• .... N21" oNOl..#OOft1i1 QI
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The 8n'ak4ePen ttlble gets data from Sales ForectlSt and Profit and Loss; you can override
formufas and tyJN your own as:srmrplions.

Break..".n Analysis
ThiJ table lets you detennine what you need to sell, monthly or annuany, to cover your rosta ofdolnS busln......-your break-...., point. F11lU" 6·11 .howI the break-even analy&lo Indudedwith BUSINESS PLAN PIlO.

FIGURE 8-11: BREAK_ ANALYalS

o

38,6......
$36.6....

I

l_totaLoperatin9-8wpeni81/12

Do the _ ....an Tabla lWica
Do e. ba....ten'" twtcr. tIrIt. wtIh~~far~. _ ...ale.nIIIII ;_Jlo.and .....on. UIIInv)'OUl'detiIIW s-.. FCACatand PfoIIland lcMIIrn.ne.t. BoI1 ..VIIIId '--'.

,"08
--I

, "t 18nt.~","';AJf"",c
~~ _.!, Mont"'Y Un~!I ~~ek-.v.n

_ ~ _ _.i MonthiV Seles 8l"8ak·aven
4
5 Assum lions: I
~_ AYerage Per-Unit Revenue $1,00
7 Average Per-Unit Variable Cost 0,45
8 Estimated Monthly Fixed Cost $_21.254

..
FIGURE 8-10: RETAINED EARNI_

Slim!! columns all! hidden in order to show tht starting !lalance, t~~ monthly columns, andtwo annual balal1Ce5,

The result of this treatment is that the Earninp shown for the year 2002 in column 0, ceU 28,are the total earnings for the full year.This matches normal accounting conventions tOr an endof-year Balance Sh«t, displaying Earnings (or the futl year. This is why we don't move F..aminpto Retained Earnings monthly, but only at the end of the year-so your armual Balam:e Sheet
column, which is what prints in the text of the plan,. show, the full year', earninp.

The next years Retl'ined Eaminss lolk»ve the pattem. adding previous Earnings and subtractinSDividends. The rormula for cell P27, 2004 Retained Earnings, sholVs in the Figure 6-10 edit bar. Itadds previous Earnings to Retained Earnings And sublntcts Divi~nd.,

am Retained Eomlnlll
If you have trotJt*t with !he ftow of rel8lned ..-ntnDs. rememblw ttm ...... 8nd retUIedearnm;. ..euenuaay It'll amelh!ng ...'MI1ke lD see the 8lIITl1nga show juIIt 11e .....period'. earnings, but IIlo l11li1 of Ihlliwo Is 1Mlal" ....y Importont. And you__
how retamed eamIngs doHs!:he Iocp on 1M 8aIIlnce $hIer. eo _ C"ApbI-.. .........
«1....---,

Some Bullt"'n Probt8ma

The break-even analysis is nat our favorite armlysi!l because:

It is frequently mistak~n for the payback period, the time it takes to re'(:over an investment.There are variations on break·even that mi'lke some pl"Ople thjnk we have it wrong. TheO~wedo use i' the most c;;ommon, the most universally accepted, but not the only one possible.
• It dependg on the concept of fixed costs, a hard idea to swallow, Technkally, a break~even

analysis defines fixed costa as thosll! costs that would continue even if you Went broke,
Inst~ad, YO'" may ,"ant to U!le your regular running lixed costs, including payroR and normalexpenses. This will give you i1 better insight on financial realities. We call thatUbum rate"
these posf-Intemd d.l)'l.
It depends on averaging your per-unit variable cost and per-unit revenue OVII!r the whole
businett.

N
-.l-.. •

8.25 8.211

"
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HOlY IYh.Ih« ... 1lko It or no!, INs _III malll1t1y 0I1InandaI~'IiIu_-to It out 01,..... awn _ plan, but 8USINIIS8PLAN PRO _ not"'-,""wltheYt It. And, oIthoYah thaN 1ft to do I 8..._ AnoIyIlo. INo 10 lht
mootttandud.

Oev.'oplng ••11, ..,... ..
The8_·..... AnoI)IoIo _ Uy _ .,lIono:
I Ave.-g. per.unIl", PIlae (per _I: ThIo 10 lht pdoo Ihotyou_per unit 01_.8USlNIII1'I»I PRO Ihlo ...... "-)'OUr ....lht cell unlockad 10 you con ...... 1I, and.".1n _awn _ ' lfyou-.Farnon·unlt__ (I'RIIMIlIIl_....". 8USlNIII1'I»I PRO _lht,...unit ....,,1111\ and ..... ,..... _ ••,-toil doIIor.

Th. moot """""'" quootlon_t thll"t roIolio to -....."How con ' .........• 'Ing!< ettlma.. 1or Ihlo_,~ 10 _ dIIIomIt prcoIocIo7' Tho _ to INo
qu..tton I, tIuot lht anoIyoIo ...... tin'" .......... and Uyou con JuoIIlIIIn,...,...POrIQIl n... thon BUSINIIS8 PLAN PlO will c:oIcuIoIIlllor you 1I*'m"'=Iy.And,If II milk.. you Iftl_..........., thot you 1ft not oIona In thlo, lht _ mojorlIy 01hu,I........ _ thon -111m, and~ to _ .. lor thoU-_ AnoI)IoIo.
Ay~ ..g. ",..,nIt YM\aIlle coR Thlllllht Incmnmllll-. or -.rIIllla -. or....unit of ..1". II you rNnur.eture podI, thlt. Ih. COlt of mattfWllftd produ ctkw. per unit.If you buy p>Odo lor NUl•• Ihio 10 ...... you pold, on lor lho .... you ".11you..n....-. INo 10 _11_ you. per dClIW 01 or unit 01_"""'-'10d.lI.er th.t _. 8USINIIIS PLANPlO... dlio -.mpIIon __ SoIoo~
but I..... tho ... _10you con _lfyou l.
Ao wllh the,....- -.rnptIon. thIo .... 0100 ....-.- to ....... III••'"'11~ lht """.._l'1li In ,..... _Illd BUSINIIS8I'1»1 PICwtll do thl. for)lOU aaw,t1 I).

I Eallmallld MonlIlIy I'IKIcI CCllIl: 1lodlnIcoII1. .....- AnaIroIo........•• ('MI, that woWd contINI wen I'JO't WW\t \:IIrcIb.1NttId, WI iUCOliuMnd thIt,au ...
yoo, "8',14, Nnnl...""co-.lneIudlnI JlIYIGIIlld ......... .....- (loW """'.."Opt',,"n, Lponooo).Thlo will pyou ....... 1NlPt on a.-w_ Far ...tr .vo'.linl and _lIntIlo dlftlcuIt, JuoI til III _ P!<IIIt Illd~ ....PUN 1"1l0 IYtII ,.levll... '¥IIIIllna""__.._lkoIIy II will """"..'1m..., not ""'"~ IlIlht_cIotoIlovII__........__.....win pmvtd•• -tullnput lor • _ ......__ AnoI)IoIo.
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Busln.ss Ratios

BUSINESS PLAN PRO indudes , ..ndom industry do..for lho""nds of types oj"""_
No~ that in this ctl5e' Ihllft".",ula ;n the eeI;t bar serotS almost as a definition frw the fIt!ItdttI
ratio,' Current ratio i, current assets divided "" curmzf Uabilitiel.

Figure 6-13 ,hoV'lS the Buslnen RatiOl table. It Includes dozens of standard bum.. ratioa UNd.
.nd e>cpecled by b.nk.... ftNlnctal.nalyoil, and1_. It .r.., Includel atatistlc«J IndIcalorl
for thouaanets of aped.Rc typee of huaneas.Thl. information is c:ta.i8ed. and cateplud by
Stand"'" Industrlol C1aNIfIcaIlon (5lC) ood... The data involved co.... fn>m theda_ of
tntl!:gr08lnfonnation Syatl!:mS and Blzmlnl!:r, two ll!:adlng providers of industry·speclflc economic
information. This infonnation 1000ds .utomadcally Into the 8nal column of the t.bls .. you Mt
your type oflndulltly In the Plan SettInp.

FIGURE 8-13: STANDARD RATllla

l·w(.Ubiota(lhart_t......._.MlltI.,<>o,tot.(jhor(tMm_MI.t.'StitouGi.U.;;t'Wti".0)

Mlln RltlOi
Current. Measum complny'l abnUy to meet financial obhgotio",. Expmsed as the
number of times current usets exceed current liabilities. A high ratio indicatel th4t a
company am PlIY its credJtora. Anumber Jew than one 'Indicates potential cash flow
probl.....,

• Qulck.ThIs ,.tIo II my aimUar to the Add Test (see below), and Rll!:8SUres a company's
ability to meet Its cunent obUgatione using ibl most liquid usets. II shOWlTotal Current
Assets excluding lnvenloJy cIlvIded byTotal Cumn' U.blll_

• 'IbW Deb. to1btal Aueta, ",,",entap oflOW Assets ftNlnced with debt.
• Pre-Tax Return on Net Worth. Indicates sharf:hoJden'"earnings befol'1l!i taxet for each

dollar invested.This ratio will not be applicable If the subJl!:Ct company's net worth for
the period being ana1y2ed ho & nepttve \'llJue.

• Pre·Tax Return on Asteb.lndicates profit as a percentage ofTotal~ before tnxet.
Measures a company's ability to manage and alloalte resources.

AdditIonal RltlOi
Net Pro6t M_rs!n.This Illtio 1$ calculated by dividing Soles into the Net Profil,
~~asa~~~.

Return on Equity. This ratio. calculated by dividing Net Profit by Net Worth,
c:xpres:aed as 0 pen:entaBe.

Activity RIUOI
Accounts Receivable 1\1mO"er. The! AR (accounl5 rl!:cl!:ivable) Turnover ratio is
calculated by dividing Sa)l!:S on Credit by Accounts Receivable. This Is a measure of how
\\I~lI your business collects its debts.

• Collection Days.The Conedlon Days ratio is calculated by multiplying Accounts
RK"eiyable by 360, whkh is then divided by anr'luaf Sales on CredIt. Genemlly. 30 dOlYS i5
exceptionally good. 60 days is bothersoml!:, and 90 days or more is a real problem.

• InventoryTumover. The Inventory Tumover ratio is calOllated by dividing the Cosl of
Sales by the average Inventory balance.
Accounts PayabJe llunover.The A«ounts PcJ.yabJe Turnover ratio is a measure of how
quickly thl!: business pays its bills. It divides the total new Accounts ?1yable for the year
by the avernge Accounts Paymk balance.

• lbtal AuetTumover, This ratio is calculated by dividing Sall!:s by Total Assets.

Debt Rltloa
• Debt to Net Worth, This ratio is calculated by dividing Total LiabOities by kltal Net

Vobrth.
Current Liab. to U.b. Th~ ratio is calculated by dividir'lg Current Liabilities by Total
LiabltiU...

'-iiiiIl..-.--::- 12.74iti' 10.43 ".S0961
6.....; 2...., 1.- U"'I.....: 1.S"'1 ...... !5....

02..... 55.e. 83.41" ...-11..... +4.1'" ....... ".'30'J6'.00_
loa.~ l00.DIN 101UIO",,]

0..... 0..... o.~ 32.709&1...- 10.57110 7._ 2U09&1
S9.7Mt 10.51" 7.... el.~

40.21" ".ut. VI._ ".....
lOO.OO'lI 100.__ .. >CO...... 100.00...1

$4.51"" 5".81" M:.,. 6o.S0·"1
"12~ SO,81'" 'M!.06,. J9.~

O.'l-J"Ib 0.17" O.le~ ,"'"
~)7.DD'III- •.- 7._ C1.70'lli

I

u4 9,' 11.15 ..~2.'.., .. 16.61 O.
85.S9ttI 16.52l5 12.~ ~l.MI

·2621.... 22.a.. 29.1O'Ii. l1.0~
-371.~ ......_J~~__25,... ".30"

" I 0 I • : • .0.•: 153.1,",' 8 ....

'ShDrt-t.rm UablItIu
LHg-t_ Uabtl&tlu
:Ttnot LJ...It.,
Net wOrth

l ~0l'0MUI, ,
5 ~
, ;Aeee..nt.1Ilecef¥
1 i InQfltary
I :OtharBhort-tenn .......
t iTot" ehort-t.rm As••e
to :Long-t Aiset.
It rotal Ass .

"""""t7
1.'b~iiii!l
11 ,a1.1
lO oro•• M.......
21 sellng,. o.,.,a'.~Nt""E........
21 AdYltrtldng E1cpll..u
u proftt eafurwInt~and Ta-..
i,

~ --......" e......
11 ;Quld\.
21 Tota. Oltbt to TotalAltat.
~ ,Pra-taH ltetllm Oft NIl! w.rtII
JI Pn-t~"tReturn Oft ••,et.
U

r··....

1;:
~
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•
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C••h Flow
Cooh Plow 10 limply not mtulllw.1IIJS1N1lSS PUN PltO 10 bullt oround , powtr/Ill ..... 110I.modoIlhot _dotoIlad...,-.1b~ 1hIa....1ft _Ioak litho Cnh Flow
IIbIo In dotoIl.. al-.In """'" 6-tU", con ...hMlhIa..-. 0I.......-..1nd1loIIra-V0IIl.
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Liquidity RalIM
• Not Worldna Caplla1.Tho N.I YoIxWnI CopltoI_1o coIcuI..... .." ~IdII..Current UolIliltIoi&am Cunont-.ThIo 10 of pooIlIaoI.
• Int_CO.....ThoIn_c:...np_Io ..IaII..... ..,,-.__Inl.-ond_..,,_1o_.......
Addltlon" ___

• AoooIIIo ......Tho_1o SoIoo _10 CIIouIolod .." ........_.." ......• Current Dol>IIIlltaI AoooII.Tho Cunonl DoIltI1btol__ 10 aIcWoIod""
dlvldl..1btoI_.."CunonlI' "1

• AddToot.Tho Add 1Wt _10 ..le..,..... .."==Cunont1.lolllltloo.." CunontAooo.. (.......~ond__.
• Sal./Not_.Tho lIoIooINot__ 10 CIlcuIotod .."-.1btoI SoIoo"" Notw,rth.
• Dlvldond FIoyout.Tho DlYIdondo """"" lOtio 10 CIlcula.... .." ........ DlYIdondo .." NotPn>ftt.
Bu.ln••• Ybllly ......
• 5,1. per Bmplafft. SaIeo_.." _ ''''1'1_
• Surviy .
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Profits vs. Cash

Caah Flow LogIc

The logic of the cash ftow follows its format. It stlrtl with Items that generate cash, 6r1t: from
regular operations, then from balance·m.ted ltemlllUCh I. new loan. and new irweItment.
Then it plans item. that COlt cuh, including normal pllflIM!nilln cuh and paymenta ofaxountl
payable, loan repayment, and investing in new UIett. Cuh in lell cash out equu. cash Row, and.
last month's balance plus this month's cash ftow equals this month's ending baWa:

The math is simple, and the logic is simple, but the concepts aren't. Cash Flow iI not intuitive.
We strongly recommend reading Hurdle: the Book on Bualnas PIUlJlIng (Included with
BUSINESS PLAN PRO) Chaptenl13-16,. aumnwy of bole bustn... numbert, and th._
importance of cash and cash &OW.

Severol of the most important elements of the BUSINESS PLAN PRO cash model are explained
in greater detail in the Cash is King chapter of the Hurdle book. This chapter provides a few key
points that are important to understand:

"CashHin oil business plan isn't bflls and coins; it's checking account balance. It includes
liqUid securities. It is the most vital resource in your business.
Changes in balance items can have a huge impact on your cash flow. Companies do go
broke while making proBts. If all your cash is in inventory and accounts receivable, for
example, you can be broke and profitable at the same time.

Crillca' Factors

Search the Halp Indax lor••.

F.....ta--.,FInd ICKI'Qt cf 111M fomIIII OCIilja",U

To Loam Mora AbouL•.

You can use Formula Backstep to Bnd where Payroll Expenses are, or simply go to your
General Assumptions table to lee that row in that table.

? I

3. Review Cash Sales. BUSINESS PLAN PRO calculates the row named "Cash Sales"by
subtracting "Sales on CreditHfrom Sales. Sales on Credit is one of the information items
in your General Assumptions table, the result of multiplying sales times the sales on credit
percentage in that same table. Cash sales go straight to your cash flow.

4. If your plan settings include sales on credit, review Cash from Receivables. Most businesses
that sell to other busine!lSe!l sell on credit, meaning thai they deliver goods and services to
their business customers along with an invoice to be paid. Business customers are supposed
to pay those invoices in 30 days (in most cases), and some do, but many pay in 45 days. 60
days, or more. The amounts of money waiting to be paid by customers are called Accounts
Receivable, or, in this CMe,HReceivables.HThe aver.::.ge W<lit time i~ called colledion dtJY'.
These are important concepts, because your sales have been made, profits are calculated for
Profit and Loss, but the money is not in the bank. BUSINESS PLAN PRO cakulntes Cash
from Receivables based on your Sale! on Credit-and your estimated balance of Acrounts
Receivable in the IJalance Sheet.

Many companies will pay additional amounts In cash beyond payrolL but that's up to you.
~ "can make an educated gu_ or, if you have business history, look at put 'resu1b1. For
example. If you suspect: you'll pay payroD plus an additional $1,000 per month .. cub
spending, then the formula for that might be:

-payroll_expensenl000

2. Review payments ofAccounts Payable.The line below"Cuh Spending"calculates your
payments ofAccounts Payable based on the estimated balance of Accounts Payable (in the
Balance Sheet) plus the calculated"New Accounts Payable'" (m your General Assumptl.ons
table, calculated automatically from assumptiOns elsewhere.

iJ:II3 Important: Payments of Accounts Payable Should Never ba
Negative
If Payments 01 Accounts Payable Is .negallve. tf'ten either your estimated Cash Spending or
your estimated Accounts Payable balance Is too high. You musl revise one or both of It1ne
assumptions 10 correct lhe negative payments assumption, wtllch is iM.... You can use
It1e EcIt,. Formula Ruet command to correct erroneous assumptions. restortng !he arigINd_.

Mora on Caah Flow In Hurdle: Tha Book on Bualn..a Planning
Make 8Uf8 you reed Ihe About 8u8lnea Nutnbent end call ltlGJg -.::lir:lM~ yaw HunIlI
book, which upliins thIt In QAMIIer chMIl U.. the Resouroee button on tie .......
BookI ,. Hurdle 10 read the boc* In PDF fonMt.

Here are concrete steps involved in developing your cash flow projection. First, finish up irutial
drafts of Sales Forecast, Personnel Plan, and Profit and Loss-you may well change those apin
later, but you need to have good initial estimates before going to cash. Then continue with the
following steps:

1. Estimate Cash Spending.This happens in the row named"Cash Spending."MOIIt buIineIees
pay for relatively few things in cal!lh, putting most of their purchases into Accounts AlyaWe
(money owed and waiting to be paid) where they wait for a month or so before payment
As you reach the Cash Flow table, you first estimate payments In cash In the row rwnect
"Cash Spending."'The default formula assumes payroll is always paid immediately, instad of
waiting in Accounts Payable. That formula is:

-payrolLexpenseI

..

~
...,
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This formula USet the Principal 'Aaymentll (PPM'I) function, which calculates monthly principal
payments for a loan.The PPMT fund:ion I)'I\tax spedftn:

• PPMT(iIl_t ..to, p.,......t •• IoI.II_......_ Ql\OI1llI)

Figure 6·15 .howl thII functlon in \1M for the calculation of principal r.paymentl of lona.tmn
debt. In that ilI_Uon, the edit bor ahows the PPM!' fundlon .. opplled to cen C31, the
selected cen. That Ionnula la:

aPPMTOonll-lenn.lnt01'OllJa"I12,PIan..Month,60,2OOOO)·-t

• Long...temUntereaLratel12 aets the intemt!Me.The ranp-'ong...tmnJntereat.Jllle'"
contains the annuallntm!llt late,. and the tormuJa cliYlda It by 12.Thill aoun:e al thiJ
information'" In your General AooumptIo.. _.
Plan Month estabU!hes that this it the second payment of 60 total payments.
60 is the number of paymenta.This is specific infonnation for your loan, your bulinas
situation. In this example, the loan involved fa for five-year taml.

20000 is the amount of the loan principal.You can see that number started with the Start~up

table.
.. ~1 is because you need to make the rwult a politive number. It is normally RelJlltiw
bec£luse it is a cash Row function indicating money out, not in; but in the ca,h Row table, a
payment shows up as 8 positive number.

ISm The Sources and Uaaa of Cash Stalemanl
The BUSINESS PlAN PRO Cash Row tIIbIe IndudH aR the InfDl'lTllUon yw need 10
produce what I!lCCOlIl'ltlIn caIIlhe "Sou.,. and Uses Of eatl· staIiIment. tt doesn" do It8I
statement. tlotwe\w, beca.- "doewt, know at-..cI of~ which 1temI ... souroa, .m
which are UHS.

Accounts Payable, for exan'II)le, III 8 S<UCe of taah If the beIanc:e InctUMI: over..~.
and a use of cah If the~.-:r-.

Cash-Sensilive Aaa"",ptIona

The cash projections of a normal business depend especially on three key fac:tots:

Accounts Receivable, Ivhlc:h you estimate dirully in your Balance Sheet, and dependt
on that estimate plus sales on mdit assumptions. If you don't set your plan for MJa on
credit, then Accounts Receivable an: set to 0 and don't thaw. If you do have sates on credit.
Accounts Re~ivable i, in your Balance Sheet with a default estimation formula you CDn
change if you need to. If Cash &om Receivab~ turns negative, you mUlt revise the balante
estimate.
Inventory, which you estimate directly in your Balance Sheet, If you don't have your plan
$et for inventory, in the plan settings, then BUSINESS PIAN PRO hides the inventory and

8.37
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set. the balanee to o. If you do have inventory. then Inventory is in your Balance Sheet with
a default estimation fonnull you can chlinp if you need to. If new inventory purchase (in
General Anumptlon.) tum. negative. you must em. the inventory balllnce estimate.

• Pay"'lea, whlch you estI..... directly In your I!o\ance Sh.... UPoymen.. of Payablealn Caoh
Flow Ia nepllYe, you must mIae thePayoblea _ .. In the1lolance Sheet.

Although your c:uh flow nonnaBy Includes many other fOWl and assumption., thae three
nnealn the1lolance Sheet win drive your projected caah 80w up or down more then moat
other elemen... Recognizing how theae bolancea lnlIuence tile cam /low, the BUSINESS PLAN
PRO euh methodology UHI the balMa!: predlcton to cakullte the cash flow II a result of the
boIancea.

11III Caah Balance aa Summary Inatead of Detail
8ecIuae a buIInnI plan ...to alITIm8l'IzII inaflNd of expk'ldfng Into...., BUSINESS
PI...AN PRO Igncne the aublIe lihnIncH bMween C81h, cheddng, Bnd liquid MCUrII.•.
However. you C8'l show k-l.......~ In the Exlr8Clfdk1-V Items I'DW .t the bottom 01 the
ProfI' and loIII. .

8.38
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CHAPTlIt •• Yow. PLAN TUUI BUSINUS. PUN '.a IlANUM.

FIGURI8·17: LONG-TERM TABLE

With the umg~fmn plnn you COli mend your financial assumptions out to 10 YM~.

The EasyPian 1N'izard activates this table only if you choose certain expert options. If you chOO6e
to use it,. then you can set assumptions for main financial indicators--you can gee them in the
ilIu5tnltion-for up to 10 years.

The black cells in the Long-term tabft!' will automatically pick up information for the first
five years, if yo).! have that in your plan.Years 6-10 are green (unlocked) so you can add your
data.

Long-term
The long-term bible brinp up some potential confusion a~ut the time frames in business
planning, according to BUSINESS PLAN PRO. We do recommend planning for the 1on8'"' term.
HoweYIr, we don't recommend projectins detalled 6nanda1s--separate Sales Forecast, Penonnel
Plan Cub Flow.llalance Sheets-beyond three years_ However. BUSINESS PLAN PRO _
in fact anow for these detailed ftnandals through five~ because users have asked for that.
FurthennoJe, It also offn-s. macro-view plan tOr al many .. 10 yean, in the Long-term table
shown In Figure 6-17.
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Do You Really Nead Thla?
The fact thaI.. lab'llika tl'-llIlnc:Iuded with BUSINESS PLAN PRO doesn'l mean thai you
need It. "'. avallabll for the special cases; most bumess plans don'l need to go into IhiI
InICh detIIII for 10,..,..
Yes. yotl should plan for the long term, but lI1e Iong--ienn pl8l'lnlng Is more conoepIuIIt and-_.
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Your industry profile slam with a searchfor the right industry codt.

Industry Profile
Here's what you do to include your indUltry'1 ftnandal profile in your oo.tnee. plln:

Go to the Plan Sellinp In thel!uyPl.. WlzaRlIn BUSINESS PLAN PRO ond did< on SIC
code. UR the keyword Marth .. mown in Pipre 6-16.

FIGURE 8-18: INDuaTllV I'Rof1uIa - ExAMl'u
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UnprotectM Formul••

FIgure 6-19 'h<JI'W the fonnull for column D. It calculi. thill teCOnd-year valu. UIInS iunpI.
math from the lInt.yar value and the jpVWIh rate UIII1lIpIIon In column B.1n th" lobi., the
un~ fonnula cakuleteo en eetlmetlon for the oecond thlOUghthe 81th yar Uyou type In
v.l.... for the lint yar end the jpVWIh _.

This Is en """nent example of en unprotected fonnule. It II there foryourco_but not
1<qUIre<I. Uyou type date In and _pliDN on your 0Wll, you am_to the lonnuIoo to
create a different growth pattern.

&II. W.tch for Unprotected FonnuIM
The M8rtret:~..... fuII,. Pf'I*CIId. whIch ......... JICIU WI
UN them If you W8l'It. but you dDn't to tMnt. InUM 01 MDIlIIng • ....,...
ru, you CItl juIl type 'jeIItq y-.~.

In Figure 6-19. the to Iabeled'Straight" 10 bunt ll$ing the pre-programmed jpVWIh fonnulu.
Each column represents 18 percent growth from the previous year. In the ro labeled"'Natural·,
in contrast, although the growth to 2001 is the SI!Ime, none of the inteIVening columN foUows
the trai ht ro. All of the values were typed into the cells as ntimates, changing the fonnula.

F,GURE 6-19: STRAIGHT lJHE VB. Esn.....tED MARKeT GRowTH
'00 1 _

..._L...l......Aiiiiiiji ~.. -

+_1i._=_·~·.IO_t........·"-'="";i-.!!'!!l....=-t~-'".~..'i:~•••r--I,••r--1l1"'-~aI..-.,..~....,.?lIrlll

41J

Both examples have the same growth rate, bid tht numbers art very dilJt!mtl.

In thi, case, it is important to treat the growth rate in column a cell '84, as we did for the
example. By making its growth mte equal to the growth in the last, column, \Ve llYOid alop:a1
contradiction. The overall growth rate is what's shown in column H, the CAGR column.

In Figure 6-20 you can see how different the two forecasts are. The trai ht forecnt line CUI"vetl

up with a steady increase.The at rat forecast line is growing faster at first and then slower later
on. Notice that both forecasts get to the same endpoint,. and they both hive the same growth
rate for the full period.

e.45
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.UIIMU. PLAN PRO MANuAL

FIGURE 1,20: THE MARKET CONTIlAIT_t__
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FIGUM 8-22: lIOImIIG 1MI~ TAIUI
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"'-oMIuJIl
Tho 1oflI"1.... _10 pooltIbIy _Impoltol'll"__ In .... PDMIiIl_lhol_pIon....._ nt, One 01 .... _I""""",nl _ '"mlftlllni
• pion._... up on _ MepI"I1nlck")'OUr~ ..... ltudpt --adJ- ,! 'ny, _ 10 bo made 10 IIoy .Wlhln )'OUr pion.

lero mHttnl with. mlftIIII', 10ft the Ml1l1t:i.taWe by .......... Ia pi ell eM NWwintmn..e,n. topthIr. 0Ick on AduII and,.riInct .. 10 lit how &hit""", mI it DF'"....... bolnl mel, PIau" 6·13 _ ....n.-.pla,

Soil th. 1.111....... on 1.10...................... aetM........... _ ......__
'ho -11ocl11ly,

lbt 'h, £dl, >RowlMll"".. • ...."., _1cIIoI........_-.,
d.'" It,. y"" ...-.. '"" ..... _ "'" "".... 11Io III H..Jr-.
SOrll"1l 011 the.. an..

Tho MII...._1IIbIo It IIw ani)' ..... Ihol__lbu can .. 10 .... IIdIt _ ..
th. _ntt, ond IIw lett_Ito_1III.1Ilu can ..11"" lID ' Dueo.End D"',8udpl, MINpr, .. O+_,ThJolOlllJlllocllllylt Intondod ID ....-Pn, ...mpl., boIort._~_ ..-'"_1M t.fl_ ..... .., ..... 10 .........,,1...,.nl mil....... rar 1M' __ portod. /vi ,... on ltudpt! On _1 00)'IOI-Io-Ill)'comctlonl?

MII.aton_
Th. MII..lOn.. toblo 10 _ .,.... _lrnpaoIInlln """__""",11_ ....pion InIa
proctlc.l,<an....... ltrmI,_,..II••I.....~Ind....-- i ull',,11 .....be III" .. ,...I 1M1'\INIIna'"::r;--n"'""'"' 01 .... a...lIao\l-ThII ....._.nlh.IID' ...lllo plon·...•__t.UjoI _pion rouI,

TIl. lib..~,..._.1Iot'"_11Io, 1lIch ueIIvIly .....
c:t.~, maN", •d FJ dllpW!.mlnt n Fa .'t.1I'lIl1 budpc. M)'DU JIDUI' ......llnd ImplemtnllM ,... can _ ...._1Iot 1o ..... )'OUr IN? _ 6-21ohawt th. openIns _ 01 tho MIIooIonot .............. "*Y,

1M 1M

II

•



CIW'TU. .. YOUIil PLuI TAl.... BumNOt "PLAN ."0 .....u.u.

-J."--,--,"=.
W~+--

;18S

~1
$3J2,T.l1 i
rii~@'

•

to.

....'"'55
!'l5

2f 16
$2;st1{J72 $2:£6.),6'17

,dod..

FIGURE 8-24: PAiT PERFORMANCE TABLE
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Pa.t Performance
The EooyPlon WIzard ....__pion .. either. atart·.p or on 0ftI'lInI ""'paIl)'.OngolnB componIea hovo Pat__1_of Stllrt-.p. Either ona 01 _ _ wII1....bllah the ItortIng b_1n _ 801th.__ S..... table.

Th. _I\rlormance "bI< .. _ enlfrely cia.. enlly, w1111 no Important _110m.
8USIN1!SS PLAN PRO "'"" It for just. lowoilI-.
• To .el '''-abeleJlcoo for onsofnac:oonp.onla Th.1InaI a>iwnn of the Pat-..,.,...bI. Un\cs dlre<tIy Into cohnnn 8 01 the__S1Ieet.

Por values ueed In the Benchmerb chert (PRl!MlIlR version) for onsoma componles.For on!OinB om\parUetI, the 8~,ehartmmpan!I six )"!US of~ I'IUIftMra,three hom th. past end three In the_.
Collection Days and Invt:ntory1\uncwer Ratios olMr insiaht into your balain....crlijeal_h /low. We UBe__bued on th... ratio. to project future _.The Pat
Performance table gfW'I yau actual mlJltJ on tkl!8t! indicators, from your past: multi. 'nw.tcan help you project the future. Ptsure 6-24 shows • .mpJe.

The Ibst 1b')Ormanct' Itrbk calculate; Gross Margin and gives Y014 an estimation ofColl«tion
DaflS nm' lrrt."lory'1l~

~-
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Personnel Plan More Expended Option. (PREMIER v.rolon)
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In the PREMIHR veIllon, you have the chola of two more detailed Personnel Plan model,:

1. Expanded Calel!""'" In thoPR~ vmlon Ul"" choose to break your expenaeo Into
calel!"r1es. you get a lour-part_01 Plan.Tho EuyPlan Wizard screens lot you ..t tho
category names (e.g. production, marketins. administration, etc.). figure 6-27.haws haw the
breakdown into catesorlet would work for the same sample pizza restaurant whose standard
peflOnnells in Pi8Ufll! 6-U.

FIGURE 8-27: PERsoNNEL BY CATEGORY

FIGURE 8·28: STANIlAIIIl PERIoNIIEL PLAN

Employ•• Count I. Simple Date Input

Total People stands for total number of employees. BUSINF.SS PLAN PRO Includes this row
because many analysts consider it important:. and it also contnbutn to the sates per ernpIoyft
calculation in the Ratios table. In the standard Personnel Plan and the Personnel by atesoriee
option in the PREMIER YeJSion, this row is a data enhy. BUSINESS PLAN PRO doesn't calculate
employee count automatically because there ls no way to know how many people are included.

In the PREMIER version Personnel by People option. because you set number of people in each
of the categories, BUSINESS PLAN PRO calculates the employee count for you.

This simple example shows a perscmnt!1 plan for a slart·up piDA resttUlrrmt, Tht! total jIDu
automaticnlly into tht! Pmfit and Loss table as Itlyroll.

The example shows three people Identified. by their name, and four other people grouped
together u"Other." You can also have- groups luch as·Sales staff," ·Marketing team.. ~eblil
clerks,'" etc.You do not have to have a single row for every peNOn.

The standard Personnel Plan is a simple Ust with a sum at the bottom, at shown In Figure 6-26.
You can Ust your personnel by name, u individuals, or in groups such u Ala, nwketlng, etc.

This iIlustmtion shows the Ptrson~1 by Cotegory option (PREMIER vcrslon'. ,"",iell brmb
pcrsonntl intojJur~. Thefirst Ct1Jegory is aUkJmtltiadly included ilf oosb' (If stiles.

Your Personnel numbcl'S will appear in different areas in your Profit nnd Loss 'Statemerrt.The
ftrst category, regardlett or ill name, socs into the Cost of Coods or Cost of Salcs .ec::tion.
The other three categories of PeBOnnel go into the Operating Expet*s. Figure 6-28 shows
how the fit'S! Personnel category (-Pizzo Chefs- in this example) automatically appears in
Profit and Loss, u"Pizza Chefs Payroll.·

~
y>
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6.54
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FIGURE 8-30: STAN_ '"-rr AND Lou
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FIGURI 8-31: PROfIT AND Loaa SHOWING OTHER INCOMi
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In PRFMIER Pt!rsion~ your EasyPinn Wizard 7h,ts, thl! PIa" Sttup nrm, fo set tlTt.' plan to
show Other lncoTU and Other Expenses.

Expended Prollt end Loee (PREMIER version)

One important PREMIER option allows you to sho\V non~opel'Dting income and non-operating
expe'MeI. on the proftt and Jots. below the an- profit, 'tbu can set thll option in the Plan Setup
in the1!uyPlan WIwdTub vlew. Look for thelOlllng IOr"Other Income ond 1llcpeNoI."F1gwe
6-311hows)lOU how flu. option expand_ the table to aDow for thae .dditlonali~•.
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T7Je standard Profit mId Loss table is arranged the way bankers nnd accountants expert to see it.
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Uyou are \'IOrkinS with • Qukk~ compatible: plan, the BUSINESS PLAN PRO Profit And
toss appears slightly diffenent. The format closely matches what you see ill a QuickBooks
summary Income Statement.

Profit .nd Loss
The Profit .nd Loaa In BUSINESS PLAN PRO fdlowa atandard convenlfo.... thet.nnOI thai
moot bonken, Inv.._ and .«OWI....tI ... UMd to. by puttln. Sales ., the top,10_by
Coat of Sal.. or Coat of Coocb Sold, to.t-G_Mup.which 10 S.... _ Coat of Sales.
AIl<r thai com.. op<ralinB__and,.t the bottom, ProM aathe bottoni line. Pipno 6-30
,howsilft exlD\ple.
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You can work around these simplifying assumption. by adjulting your aaumed tntelftt rites,

If you had a 10" 108n to be paid off in the first month of the second year, change the effectlw
Int....t to .833% (slightly I... th8l\ one pen:en~1/12 of 10%) IIJId ""Plsln thII chllJlgeln the""
s_lsted with General AooumptIons.'Ibu C8l\ _ unlink the General A.umptloN elf hide the
row, if you don't want to exp1aIn.

QulckBoolta OptIon and 1'*-1

If you choose the Quldclloob compatibility oplion,ln the Plan SettInp. then In __
are not autom.tic. BecauJe QuickBoob lumps interest into the operating ecpenes, susn-mss
PLAN PRO doesn't calculate inmest automatically. and leaves that up to you. 10 it mnIina
compattble with your Quldc.Boob expenIft.

T_

BUSINESS PLAN PRO handl......... simple msthematics, multiplying your--' lox ....
times the pre-tax profit without regard for graduated rates. If there". a Ion £or the year then It
sets the effective tax rate at zero.

The pizza restaurant sample plan offers a useful example. Fim, take 8 look at IhillI coml*')".
proje<:ted profitability, shown in Figure 6-32.This business plan protects losses during the ftnt
year of the plan, and proOts in the second year. BUSINFSS PLAN PRO set! the effective tax
rate to zero during the loss year, then caladates taxes by multiplying the tax rate in General
Assumptions time pretax profits.

You can check the General Assumptions for this same plan by checking back to Figure 6-15,
which contains the generol assumptions table.You'll notice in that table that the tax rate for the
first yeQr is 30%. but taxes for the second and third year are 5%. This Is the correct handHng for
taxes in a loss situation.

Because of the loss, BUSINESS PLAN PRO ignored the 30% tax rate for the loss years, and the
business planner who did the plan set the tax rate lower than that (5% instead of 30%) for the
second and third years because the previous 101ll&eS would offset taxes in that yan'.

The 'Include Negative Tax..' Row

In Figu(es 6-30, 6-31, and 6-32,. notice the bottom row in Profit and Lou,"Include NeptiYe
Taxes."'You can use that row to override the nannal treatment and count neptiYe taxeI when
there i~ a Ion.To count the negative taxa, type TRUE Into the annual column, even If the
formula shoWl!! FALSE because there is no profit.

8.11
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Tax.. and Loaa Carried Forward

Specifically, to handle taxe. for a business plln that has a longstring of losses:

• BUSD'ffiSS PLAN PRO wID automaticaDy override the tax mte to zero for the period of
looses.The"lnclude Nell"tiveTaxe"row.1 the bottom wl1Ishow .."F.toe."

• Ifyour plan IncIudee euly ...... 1IJId making. proHt IlIter on, then you11 probably have.
'1oss carried t'orwarcl"tax advantage that will reduce the tax rate when there are profits.

• Therefore your tax rate in the profitable periods should be leu than it would have been.This
shouJd be a simple ecIueated guess, you are not doing tax accounting here, just planning.
1llke whs_ your tax rate would have been,1IJId make It lower.

• Ifyou insist on detailed mathematleal caku1atlons:
'l8ke the tum of the losset. For example, $100K.
1. Multiply that by your estimated tax rate when you make profits. For example,

$1_ •.25 • $251:. CaD lhal the. carried Iorwonl.
2. Subtract that amount ($25K) from the tax estimate of the first profitable year. For

example, if lhe tax estimate was $5OK at an estimated 25% rate, $SOK minus $2SK ill
S2SK. Don't worry aboul making this an exact calculation, an estimate ~ good enough
for planning purposes.

3. Change your estimated tax rate in the profitable year to make the estimated tax equal
to the reduced estimate. For example, if the estimated tllJll wu $5OK at 25%, and your
target tax is S25K. then make your tax rate 12.5% for that first profitable yt'sr.

4. 'Explain the adjustment In text. An example would be:"Tnxe are set at zero during the
loss periods. TIle loss carried forward impact reduces the estimated tax rate during the
profitable periods." This should be in the text accompanying the General Assumptions
table.

i:iIIII Loss Carried Forward
The problem with Ioeees .lhat falx treelmef1t~ on wttet happens in !he future. K
your Ioesn are fCJllowMt .. by profItI. !hen !he loues ntdUC4t Mum taxes on proIhs. This
la caIIed"\.Oes ClW'ded FOfWII'd'" In tall; and acoouninlI J-vOrl.
BUSINESS PlAN PRO ... 1hIlax l1Ilte to HfO foe'~. but It doesn't automllllc8tly
adjust IuIura \aX ,... few loa C8l'lied fofwIrd. R8l'l'lIInlber, IhI.1s planning. not acclCIUIO'G.

6.82
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The Unlte-Ba..d Foracaat (PREMIER version)

In the PR'EMlER version of BUSINESS PLAN PRO the Sales Forecast can actually be one of two
possible fore:a.ts.You select one or the other using: the BuyPlln Wlwd, either when you Itart I

new plan, or after tha~ by ..lectlng Plan Selup from the FIle menu.Th. fInt ol the two, and the
simplest. is ca11ed theValue-based Sala Porecut.lt hal • group of fOWl for Sale., and. I IfOUP
of row> for Cost of Sal... (I'hIs Is the only 1lI1.. forecast Included In standanI BUSINESS PLAN
PRO.) The seeorul, called the Units-booed Sales Forecul, projects Units, Prlee Per-uni~ S.....
Cost Per-uni~ and C_. FIgure 6-34 shows on _Ie of a units-booed 1lI1.. _ (with the
same final sales and CO$ts numbers u in FIgure 6-33, the standard !'orecut),

iIIIIS Switching~n lWo Sale. FOrlca.ta (PREMIER version)
In the PREMIER verIIon, when you hive numbers In the SI" FCdClIt tIbIe (Value-
_~ ....... _ ..... ~),RwlI_"'you'wlool

_.vau_'t.
lhonIn two HporaIo rorac:aoia..-_tho plan tIlo. """"" you go from OM 10
tht oew. you IIIlIb aN ICtIve _ the oIw 1nIatYI.

You (lin WI .. t.cIIly 10 CftIIe two s.s.F~, then awId'l betftMlit. two, Mel
mrnpn. ThM can help you~ ........ for how III1w d the two would liffecl oIW'
_01....

FlOUR!! 8-34: UN1T8 SALIlI FoRt!cAsT

E28 "I_En·ED

Average Prt.. CBlcublllon

BUSINESS PLAN PRO caleul.... average Prlee by divldh\g Sale. by Units. Plgure 6-35 shows
what happens when a Unit-bued Sales Forecast contains Prices but no Sales.The IIWI8p
Price of zerain the tint-year column looks wrong. because the Price assumption is $25 per
unit. However, look again: the average Price ill zero, because if there are no sale&-as is the C8Je
here-then the average price is zero.

FIGURE 6·35: No SALES, No PRICE

-o1.!l!
1

If . "..-. I-F(015<>o,02W151J) .Fl=::": _n_L.!'. .! _.9... l .~ .J .. J!..l--

Z4 ~ .,. ..
21.... ..

,.. U:

tI
19 IUIIIt.....
III I ...

-: iOdteJ

'-jn......

Without any Unit Sales, the price calculation ends up as mo.

Figure 6-36 shows why BUSINESS PLAN PRO calculates the avemge Price from Sales and
Units. In this example, volume changes price.

The illustration shows II unifS~MstdsalesJom:tutfor tM same numbm: IlS in tht~
standtml sales fi'rtalSl Noti« how it multiplies units times pria, and units tima ptr"lInit_,
to calculate sales and alSts oftala.
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The SlArt·up fable 1i,1s ...... and.."...,. "'fore the l>egimri.g of the p/Iln.

Start-up
The EuyPlan WiArd _t. lIYlC'h buslne.t plan •• either a "rt~up compl:ny or an onaofnIcompany.The _-up componlel haw the Start-up lobi..Thlo table wllleltablloh the -...balances In the IlaIance Sheet lobi•. FIe= 6-38 ...... an exampl. of ••__-up tobIe.

FKlURa 11-31: STAlIN. T""--

..,.,
(9-

mil TIming ,. Everythlng
Don't count expenMl twice: they go In Start-up or Proftlllfld Le.. but naI boll. The only._le Don'Ibuy_Iwb:lheygo... lIlo_W... _ ......
beror.lt\rI dMe. 0lIwwIM. puI: bm In"PfVIII tnd LaA.

.:
....

Start-up Specilica

• Start4 up Experu... Thete are expenset that happen before the beginning of the plan,before the ftnt month. For example, many new compantet Incur expen-a Cor lepl work,logo design. lit. oelection and Improvernenll, end other~Thill. a .imple list,for which you can both Insert and del... RlWlI.
• Cuh Balance 00 SWtina Date. BUSlNBSS PLAN PRO calculates your_g<aliiwith simple artthme\iC:. Cuh goes into your Start-up table I. either Investment orborrowed money. It goes out .. the sum or atall-up expenses plua all other sterlIJ\g

OR'tI (Inventory. other current usm, and long-term -.eb). What'. left over, money
raised but not .".,.~ iI.tartIng caah.

• Slut-up Alletl Needed.. 1Wlc:al ttart-up usetB IIl'1!:~ (the money In the bank whenthe company ltartI), and in I!\4n)' cues startina: inventory. Other starting aneb are both _CUlTenl and Jong-tenn, RK:h Ita eqt.tipment. office furniture. RNlchiMory,.•.
BUSINESS PLAN PRO anign!~ into fixed cateFries, because those same C'4tqorief arealso already In the Balance Sheet and Cash Flow tabla. All companies \VIR see rows for Cash.Other Current Assetl, and Long-term Assd$. Companies ttlat deal with inventory (an EasyPianWizard setting) wiD 1lI~ see. cell (or Starting Inventory. .

You don't enter cash Into )'Our Sttlrt.up asset's directly. BUSINESS PLAN PRO puts the cash intoyOUf plan by taking thlil'! sum of financing and subtracting expenses and cthlil'!f ~ts.
Funding. This includes both Capital investment and Loans. The investment 5ectionis another summary Utt area, SO that you can add or delete rows and rename the rowlabels to complete your list. The \0<11\5 section is defined with the oorne c~tegories used
in the Balance Sheet and Cash Flow.
The only in\(eStment amounts ur loan oilfTl()UntS' that belong in the Starl-up tnble are
those that happen before the beginning of the plan. Whatever happens during or afterthe first month should go instead into the Cash F10lV table. which win automaticDl1y
adjust the Balance Sheet.
Start-up Requirements. StArt-up requirements are the simple sum of Start-up
Expense! and Start-up AMets.

Since timing is the onl)' distinction between these and normal expense! and asaets, the startup requirements numbers are not as magical and all-encompasting as we might like. A3 \\'t!'ve
~xp!ained, ,tanda¥d accounting sebl this dilJtfnction, so it can't be- help~.

Expen••• "... Au..

Many people can be confused by the accounting distinction between expenses and 8ISe'tI., Forexample, they'd like to record resellrch and development a. auetl insread of expenle8, be;:aUlIethose e~nmc1Ute IntelJectwIJ properly. Howev~r, standard accounting and taxation Imv are·both strict on the cfl,tinct1on: ~ ~
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Expect a Loa. at Start-up
The kISS at start-up It wry common...at this point in the life of the company, you've .....Y
incUmld lax-dec:IudIbM expenses, but you don't heve ..... yet. So you heve • IoU. Don't
be aurpriIed; WI normIIII.

am
BUSlNESS PLAN P.RO calculates the Loss at Start-up by subtracting capital and lia.bilities from
asset9, forcing the accounting equation of balance: Assets "" Capital + Liabilities

Start-up Expan•• and Start-up Loa..

\bur Lots.t S..rt-up wlllalwoyt be equol to your Start-up llxpen..a (thara proper accounting).
If you had $33,750 .. Stort-up~ .. in FIgure 6-39, tlien you aIao hove $33,750 1...a the
Lots at Start-up, ahown in FIgure 6-40. The alp" "'" IeYeIItd, because of accounting convention.
The Start-up Expe.... thaw potltlve, and the Stort-up Loaa ahows negative (frequently thown
in parenthesis or a red color),

Typal of Start-up Financing

Investment in the Start-up Flnandngll investment In the company. It ends up as Pidd
in Capital in the Balance Sheet. ThlJ II the dalIIk: concept of business investment, ta1dng
ownership In a company. rlIkin, mon.y in the hope of pining money later,

• Accounts Payable in Start-up Rnandnl are debtl that wiD end up all Accounts PIIyable in
the Balance Sheet. Generally this means credit-card debt. This number becomes the starting
balance ofyour Balance Sheet.
Current BorrowlnS is ,tandard debt, borrowing from banks, Small 'Business Administration.
or other curren! borrowin&

• Other Cummt Liabilities are additlonalliabiUtles that don't have interest charges. This is
where you put loans from founders, family m~mbers, or friends. We aren't recommending
internt-free loans for flnandng. by the way. but when they happen. this is where they go.
Long-term Liabilities are long-tenn debt, long-term loans. took to your BUSINESS PLAN
PRO Glossary for more information on distinguishing behveen current (or short-term) and
Ions-term.

Understanding the Loa. at Start-up

Start-up \/S. Total Requ....m.nta

The Start-up table adds Start-up Expense. plus Start-up Aesetl to create an etttmate of Start.up
Requirements. While a useful number, use 1t u an atlmate only:

• It doesn't lrtclude additional funding: that enters into the Cash Row table in the eady
months of the buslnfilll. For example, your plm mllht need to add~ in the ddId
month. or borrow money in the second month. In that cue your cost Is pater tNn whit
shows on the Start-up tete.

• It doesn't automatically check for negative b.l8nces In the early monttw of c:Mh flow
(although the EasyPlan WIzanI does check, later, ond lUg.... that)'lU add cuh to
compensate for negative boIarKal.
Start-up LI.blllll. and CapItal

Figure 6-40 shows the rest of the Start-up table, the .6nandng tedion.This 1& where you enter
assumptions for money coming into the buslnea at .tart-up. as investments and laN.

I11III Assets· Capital +Uabll_
As a/wlIya, lI'sllw IItanderd equllODnIn~. AIMtI .. 1Iw8ys equIl to ... _
IiabIId•. ThlI SIIWl-up .... mRs an IhIl's so.

Account~ P.•),II~1
Current .Borrowing
Other Short·teRn Ulbiliti••
Sub_' SlIo_nn UoblHil4io

lonll-lem 1l~1tI..
TotalLl.blIItlM

FIGURE 6-40: START-<JP LIABIUTlES AND CAPITAL11._... I I

\
1~f110r 1 •
[rweslor 2

ahM I ~I
TOi..-............ --==
Sh......"" UoIIlI_

t

The financing portion of th~ Start•.,p IDble pltJns on monty coming mID 1M bulr.-.Ictans
Qnd intle5tment,
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The key to the c..h Pilot Is In the middle _on, which ........" you with _ crittcallnpu...

1. CDllection Dll)'Il_Ior.
2. Poyment Dll)'Il-"",
3. Invent<Hy1lunover _ .....

Collection o.y. Eatlmlltor

The CDlledion Dll)'Iluoumptlon .... the _ number 01 dll)'Ileotlmated lor mlIectIna
bilJs.--..Accounts Receivable. Watch how your cuh pOIiHon .hanp when you <hanp thII
assumption-the rewer the col1ectlon dllya, the more cuh.The re_ 01_,Is that the
higher the collecHon dll)'ll _Ie, the higher the estimated baIa11ce lorAccounts_.
This balsnce Is critlcal 10 Cooh !'low.

Of course this calculation is only relevant for companies that have sales on credit. which II one
of the plan settings. Ifyour plan doem't Include'" on credit. collection dayI in the PIlot wID
have no eff«t.

Accountants and financial analysh calculate collection days to measure changes In recet....bles
management.They worl<. with average balanc;:es ror the year and use a standard formu18 to
calculate collection days. which Is supposed to be the number of days )'Our company waitll
bet\V~n delivering an iJ1Voice and co1tecting the money. The higher the collection d8)'l!l, the
higher the average balance of receivables. If collection days is 30, that means you normally have
one month's worth of sales on credit In receivables. Colledion days of 45 means about a·month
and a half, 60 means hvo months.

The Cash Pilot in BUSINESS PLAN PRO uses simple algebra to reven;e that formula and
calculate the Accounts Receivable Balance from Sales on Credit and Collection Days. It calcWlIte8
sales on credit from your perCt!ntage sales on credit assumption, multiplied by your ....
projection.The accounts receivable balance leads easily to calculations of its cuh impact.The
payments on accounts receivable an! automatically calculated in the Cash Row table. The detaDs
on the Pilot'!! calculation!! of Accounts Receivable, including Balances, Payments, and Sales on
C~dit, are in the Cash PIlot table,

When you increase the average coUection days you deaease cash, and vice-versa.The model
otfenl a qukk lesson in the ~lationship between cuh ftow and accounts receivable,

The Cash Pilot uses a different lid' of logiC to calculate the Accounts Receivablell balance for the
years. For the first year, the balance it the same u the Ending Balance in the twelfth month. In
the !!KOnd year, the calculation tUn lhe Ending Balance and compares it to Sales on Credit.
as a percentagt.lt aI50 calculates the change in the Collection D8)'l!I assumption, If any. Th_
ratios are applied to that year's Sales on Credit to estimate the Ending Balance of Receivllbl". So
for example, for the first year there ,'/ere $100K Sales on Credit and an Ending Balance of $4OK

8.71

•

........ P...... PlIo ....UAL

in Accounts Receivable. If the second yeatl 5,1" on Credit are $150K. and there is no change
In CDlledion Dll)'Il assurnpHOlI9, then the ....nd yea(s Ending Balance would be $601<, which
II (4Of100)'I50.1f the 6nt year'. CDI1ectlon Dll)'Il aoaumpUon .... 60, and the second year'a
CDDection Dll)'Il wu 30, then the resulHng esHmated balance would be $301<, calculated .. (401
1110)'150'(30/60).

ThIs reviled fannula has the advantage 01. more accurate renection or growth.1lie $401: Endlng
Balance In the 8rIt year Indlcates month-la-month growth. because the averap monthly Sales
far the year would be S8,333 (1/12 01 $1001Q .. 60 CDDeetlon Dll)'Il woulel mean twlce that"
$16,666,1n Accounta Receivable.The Bndlng1la1ance or $401( Indicates growth. Sales or about
$2OK per month towudI the end of the year. If we calculated the next year's CoUection o.y.
hued on -"erase Saln without taking this growth into account. the raulting b.J1II\ClI!~t11
would be $12,500 (l5On2), • IJI.ngle month', Sales on Credit. Instead. we estimate $3OK becauJe
the ratio of Sales on Credit and Ending Balance is more important. Sales are growing from $100K
to $150K.E~ with the improvement in Col1edion Days from 60 to 30, it would be iIIogicul to
see the Accounts Receivable balance fall from S40K to $12,500.

The Pilot uses the same logic to estimate the third year balance by calculating from the ratio
between Sales on Credit. second year 'Ending Balanct!, and Col1ed:lon Days 8S1Urnptiona.

Payment Days EaUmator

The Payment Days calculations work like Ihe Collection Days, bul for Accounts Payable instead
of Accounts Receivable. Set the average payment period assumptions with the Cash Pilot. The
pilot the!" calculates the Accounts Payable Balance and Ihat impacts the Payments of Accounts
Payable, which affect the Cash Flow'. The Accounts Payable Balance is in the Balance Sheet table.

The Payment Days assumption works exactly opposite to the collection days. As the payment
period increases, so does cash. BUSINESS PlAN PRO estimates payable!! balance wilh an
algebraic formula. New Accounts Payable and Payment Days are the independent variables, and
the Balance is the unknown. The sofhvare loke'!!l the Collection Days formulll:

Payment days=Average Payables balance9 365/New Accounts Payable

And reverses it to calculate the Acrounts Payable BaLonce:

!'ayabl.. ba'ance=(Paymenl days'New Accounta Payable)l365

This works well.ror a I~t..of nonnal cues. It's an elegant solution. Still, you should allO be
aware that the Payment Days JUlio is bued on average bal£lnCt!, not ending balance. Therefore,
technically, the calculation eftimates average bal.nCt!, not endlns balance.

8.18

•



'e
- .._-,.-

Por .nn••' eatl...t.. 01 !"'l'llb.... the CMh PIlot ,.laala'"__01_,.,.,.." ..I.., AdJ.Illn,1or chan",1n paymmt doyI_..... _ 01 .......... _ ........1MCI (or monthly*. r1 ..

Inventory~.II ....,

Par _II,""'"~or olhor prod"" boood -......... Ill. Caoh 1'IIolr:"... Melly hIIptyou ..kul.1e the lor,..........,.ny. boood on ..........-.., '"lovenlory. Sorvlco ........... whldlllClmlllly don' maIntIIn~.... ' __
"""'.lyh1sh 1/NInIOIy_ (100, lor-.plt) to_...., ~........tho wo'ltth.... Tho 1'IIol_11MIltoIy""- aNI Cool of Unlt to ClIIculoIo..-Inventol)' BaJancoo. aNI "'-_liltCaoh _

\bu don't need to do camp" : , IrMntoly tumovIr _ ptic,e eo WDIk wIth,our c.h~or "llh BUS!NIlSS PLAN PltO. or wllll .... Caoh PIlof.Tho _ldoo of .... Caoh PlIolIt .....blUly to "'1"" b_1O you _ '"" dI«orant _ lnto .... pGot__ '-....,.
.1Ioct Invm.OI)'. Tho lho...- ......... ""'"' -...,.11loNloro. ....hlsher th.lumowr _ __.

Th... 'Akul.'1ont d<pmd on Ill. na 0I1u_...hlch It 01dlYldlna ..........Inventol)' 1>41._ .." ttw annual_ of ooId, or _ of A_lOle 0112_
about on. month hwtftlDly on ...... Aturnover"" of' rMINI hwt monIhI, • 1ftMnI ....monlh., .nd 3 _no lour rnontht. A IUrnowr 01210 monthe',_ oI_lory'" .......Ind • rat. or 1 mll,.._ year". '¥Orth oIlnwnlory, on .

AI "lth ..."lv.bIte _ ~ BUSINI!SS PLAN l'aOall_,...._....,,-.
",Ins An .'"br'" lorrnula boood on lila butI_ ..110, .... rwonod-IIlIfIaIod,-.nd nnAnrl.l.nalyoto__lory""-', 'ho bueInaII_.."dMdInt_Cool
01 Sol.. .." the _klwnlorr ........,They oaIcuItto ttw .............,,-.-..nd endln, l>4iaMt ........ _ dMdIntIlry _

'lib..... :'" aaIao1IftMllory ......

Th. Cooh Pliol. on lila olhorllmd, MOde 10 _ ,....mdIna"-Y-._
lhor. ,"'k.t '0 Caoh FIow.II_your Cool 01 ..... tnd h '"-,....-....,..-.bee you tod 1IIt_ -, r ..'-.",.... ...PLAN PRO 1Ila lown...." "' tho ........
verlabllt, and "ndIn& lila baIaJn unk Tho _10:

In_lorl'__oIealeo1_

ThIa It. Foe! IormuIa lor p1ann"", but you _100 _"'_....." ...........• The Iu__ It boood on not __.1IItItIoN.
tothnk.lly, lila ,.kulatlon all , not .

I."

I.
a _

• BUSINUS PLAN PRO If1Il\at Ill. rorm.1a to monthly .ndln. bal , not Inn..1IooIanc.. 10 II multlpll. _ 01 .... by 12 10 all onnual :
"'_tol)' baIoncoou(_ 01 '12)1_.

For annual_lilly__.... eaohPlIot dooen' _lOnnUIa lor CIIcuIoIIna theendln.-,.... _lilly~ In .... plan__lila 1InI_,
• For lila 1InI,..... ttw_It Ill......... lila llndlna 1n lilt__Ill,
• 1ft the 1lIC.'Ond.)'W', tht CllnlJ flalt tIIr.n th.ladmc and compun. it to......,.... .....U. fJIINl..... It _ aIcuIMet the ch.np In 1M1\amawr... .tlCI"1/ '"",,,.... _ .. applltd 10 ..... 1"0'" _ to _to ttw _._...."-,

So lor -rlt.lor tht lIfIt _ ...... _ 'IOOIC Cool 01 SoIoo aNI on ,ndlna baIaJn 01..In lown....".II ttw _ )'011'. Cool 01 S.I.. a" Sl~ and thaflit no ehoop In1b__110... _ tht_,.nllndlna ........ -...lelIoo...which It (4OIIOO)'UO,/lthtlIfIt ytafa'1llrnollor_,-_ 6, and the _ 1"O"a__9, _ tht.-lttna
eotImatod baIaJn -...leI 100 te\(.__.. (401100)'150'(619).

BUSIN1SS PLAN l'RO ... 'ho -!oak to ......... tht 1Il1... _ bala.... Iry calaolt1ln,from the ratio behYftn Colt ofII_ IICOnd yur Endlns Wince, and llIft'OWf~.

am Fino Tuning rour Invenlory
.".,.,.,. CIDfflfIIIaMN eetp' 1 .._ CoeI"'__"' _

.....-----..-..- --...M..- ~•.,. NW ,.....)1OUIMII d' ........- DWDItl_ ",-.
Worldng wIIIt lIIe Cah I'tlot

FI..... '''2 ohmve • hypottwllcal _ ......vllh ,ho Caoh PIlot. lor lho .--..-_nt_ In thIt chepttr. In thIt""'" .ft don' ..........Ulconl.'" on ,1Wdl~ 10 to ehcn.....lmpKt 01 chInlfnlCMh POol'. ,ytlcc.'~ loalr. ttwwnlofy tumewwt from to, ,fhtch Will·
•...... 11 to I. Ther• ........., not."'-_Iot • ..---Invan""" It nly -"'10M-...leI bt ........,,",. ,...fa """" on hond..... M_ehoI. "-dr 1r the Caoh PlItt __rnpttona con .1Ioct 1roIa_ and ..... lien•.
In thIt _mplt, lila cho...In _101)' -....-__Ihlftp .. pion"'" _lIcnv,
litho plIu _1_""".)'011" ,,"rtll of lnvan...." on han4. _ M.-III ""'"_ 01"""-* '"doIIen 01 addl_1._=1.Thlt chanp ehcn"lho 10,,,,,,,,,,,,," 01the CoeI\ PIlot _the ""l' M- _ ..... •

1M



CMAJITUI II You. PLAII TMLU .u....... PLAM '\110 MaNUAL

.. '-

FIGURe 8-43: MORI REAU5TIC CAllH PILOT AsSUMPTIONS
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FIGURE 8~: ACCEPTlNO CAllH PILOT AsSUMPTIONS
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VVifh tile more realistic assumptions ill rhis case, the Cas" Pital iS"'/I impro[}('ment em CIls1,
planning. although it still shows negative auh.

As the Cash Pilot assumptions become more realistic, you can choose to replace your previou,
balance assumptions with the Cash Pilot's balance assumptions instead. Just click the OK button
and the dialog shown in Figure 6-44 wm appear. offering you the choice of adopting the Cash
Pilot e,timatn.

In this example. t~ Cash Pilot took irromtoryfrom 10 turns per Yf!l'r Jo 1 tum peryarr,
IIlctJlling 0!JttJt's worth of invtrltory on awm." This is not Q realistic tJSSumptiotl, but it
iIIustra1es how important th~ Uy irerm an!' to cash flow. If the imJentory wm adjuJtId
according to tllis view, the pizza company has serious cpsh flaw probImIs.

In Figure 6·43 we adjusted the Cuh Pilot yet again, this lime changing both inventory and
payables assumptions to make them more realistk. The initial inventory i15SUmptionI \Yere too
optimistic, the second set of assumptions way too pessimistic, 90 this third set is rnc:ft ralistk.
Even though inventory is mostly foodstuffs, it is also packaging. and seasonings, and many of its
roodstuffs are processed or frozen. Therefore it keeps an average of two months of irwentoly on
hand, in this example, which is a tumover rate of 6. In addition. Itneeds to pay its vendors f8ster
than 30 days, 50 lhal assumption chanp,e; to 20 days, on average.You can see the result in~
6-43.

The dialog lets you rrp/1ItZ Balance Shtd asJumptions with Cash Pilot estimala.

I'll.,
--'
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Investment Analysis (PREMIER version)
The Inveotmen. Anolysls table gIvn you dlscount<d cuh Row onolyals Including Net"-n.
Volue (NPV) and InternolRata olRetum (IRR). Both 01_ are bnpw...._~
tools that will help 0 plan pment ltaelf In the tenna uaed by the more oophWkalod_.
onalysls. FIguro 6-46 ohowe 0 ample Inveatmon. Ana1yaIa. .

FIGURE~: I~IIIT AHALY8tI

N10 1_1F(ps-'stand.ar.rm-TRUl,IFV(N14,NI:QI),MlY(N14.NI:SI)
A • • • •,

I -

i 10'::;::;:- . . . i '-iO i ."\: •• 'iii

~, ... -• . . 2' --atNI!!I'_ _, __ "n~ ...... l1L~

,t· i=s~~Z':5 ,. em:;' --

n . 'lnl:wn.lltat. of,~~,(~) I--n- -r "," - .' .

,j 1...
I..........•

10.~

" ;yoluetlltn E"""".MuIt"~ 10 ' 10 10
" :y.....kIn .....~ 1 1 1

"" ;In_stm.nt (c:oIc:uIehd) S7tJ,009 S45,1~ SlOO,~; I!'

" 'Ohh:t.nds to .. ' to
20 Catcutet.d Eomlngs·b...d "ekNltlGn $D $280,~ $S20,ClDC)

" ,c.lc:uI8tn .............. 'II...... S2IO,_ ~?10,~ i ~~:::

" C.k:uIIIt.d AYtI...- y...1on 4: 140'NII1 491 GOO

The Im7C5tment Analysis oJfrrs discounkd ClJSh flow analyses and a rough esti"",. of
Valgatfcm.

.VI...... P...... Pao _AI.
Dividends and EqultyVlluation. Equtty\W.ultion really matters only when the investor ashes
out. Until equity Is oold, valuation Is j.ot paper money only, not rut.

BUSINESS P'L.AN PRO createl the cuh Itream. automatically, from the assumptions in your
plan. lis formul.. plcIt up on _enls and dMdend poYmentl during the tmn 01 the plan.

11m, Buzzworclo .nd Jorgon .
The NPV n IRA buz%wordI ..duIIc ......... d MBAJ-gon. TNy.-'t MId m
....,...,.. or .... 10 ... 'MJIth the tIIfort. Try .. 1nWnIt..-dl on -jRR' Or -..PV' Ind..
how much )'GU find.

Th. DIscount RaIl

The Discount Rate is an important element in Discounted <Ash flow analYsis. The discount
rate is a mathematical estimate of the time value of money and to some extent the risk. in an
investment.

To understand the discount rate, Imagine that somebody offers you the choice betWHn Sl,OOO
delivered today or some greater amount delivered one year from today. Think about h()\lI you
and other people react to that choice.

There's an old cliche that says a bird In the hand is worth more than two in the bush. That
thought is related. Almost evetybody has a preference for now instead of later. Everybody values
$1,000 n!"v more than the same amount a year later.

'Would you prefer 51,000 now to $1,100 a year from now? \rVhat about $1.200 next year? S2,OOO?
SS,OOO? People differ in their chokes between money now, but just about everybody has some
amount of additional money that would make them choose to walt. ln investment analysis, we
use the discount rate to reflect that preference for now over later.

~

't
--

Tho e.tlmated C••h .....'"

The Investment Analysis starts with the Cash F10w slated. in investment terms. ThalmeIM
that an Investment is a negative number, and the relUm Is a positive number. In the example,
$500,000 I'll invested at the start of the plan. No money comes out unliJ the fifth. yeal; when the .
company Is valued. at 135.6 million.

This example is typical of fonnallnvestment analysis. Salel, Profits, HxpenHt, AaetI, and
Liabilities are not Included in the analysis. The analysis even ignores Cuh Plow In thil e.we,
because Cash Flow is Irrelevant unle. it becomes a Dividend.

The example treats the company from the inveStors point of view. Namely, there is only one Row
into the company that matters, the investment. There are only two'flows back out as ret'UrnJ,

1.15
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In the example, the Discount Rate is set at 25%. That means $1,000 today is worth <Ipproximatety
$1,250 one year from today. A 10% discount rote would make $1,000 today l\o'Orth approxim<ltely
$1,100 I year from today. A S04I' discount rate would make it worth 51,500.

Innation matters to discount rain. The high,r the inRation, the higher the discount rate. In an
economy with 10~ intlalion, it takes $1,100 a year from now to equal the value of $1,000 today.

Risk matters. Th~ hig~tthe risk.- the Risher the discount rate. The bird in hand is worth more
than t\Yo in the bush because you misht never get the hvo In the bush.

In the trade.off analysis above, choosing between 51,000 today and $1,250 a year from now, how
different do you feel If the promise to pay later comes from a bank,. or from an unreliable ne'er·
do.well acquaintance? The example sets a Discount Rate of 25%.You type that rate into your
business plan as an assumption.

•.M

•
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Nit P,._ V.1ue (NPV)
Th. NPV 01 on In__' _101M 1OIl__, ...... 01 1M"'-_ Illho
opoctlI«I dltroun' _ .._lOcI 10 Ito prwonl_

Th. Formula for NPV In IM lloIQ, """" 6-46, _ • buIl·ln 1IUI1NISS Pl.AN PROlunctlon. Th. 'ormulo In ",","'10:

-JII(PS~INIJ,HI:S8l,NPV~

Th. Formul••ppUoo 1M NPV _10olthor Iho_.,.. ... 1M__-_
dtpendlnS on~ Iho '8oofJ'lonWIuIoI b • oloncIonIlom ... I lao, _ pIoIl.
Thl. anoIyol. cMperIdo01_ on Iho__ b 1M""" 01 1M podod.Tho\IIIOI'lon •.,umptlon .. I cr1lbI_ 'fib•. BUSIN1lSS Pl.AN PRO _
blMd on Ilmpllltk lib .tIot.. u.1t wtth~ aM UlIlk,iIIMd how Oft'h... qu..llo",bIe -....- (_on"'-,,-,.

Tho Into........ of lItIum (lIUl)

Th.IRR I. 'h. OIocoun''''' It whIdIlho NPV of Iho_. 10 10. \bu _ •.,..1"•• _,h. lnv..'m.n' Anolyoio1_""",BUSINlIlIS Pl.AN PRO. hi Iho~nl .... 10 Iho_.hown •• IRR, Ind NPVohouId bolO.

An.Iytt' UN IRA: to COrnJ*e dUhrent ...tII.......u.'""Y txpICt hlal'* wab 1D Ihawhlp", IRRo, ond...,...ay ~ 1M rt* .. llboullho _,,,,,,, 1M .....10._ 10 Iho _•h. hlslwr IRR.

.. WIt... 1M CctUo8tAaMn.....
ThI~ ...,.. -w' .......... l ,1 a ..._ __10 .._· _ .. ""_...._- -- -.......,--............_"'11II _ __ 7 L

Volutlloft .........

\lIluotion 10 whot. """I'I"Y 10 worth. oc:conlIna" otock moo1oolo, ...~""" 01• bullMII,ortu ,'h.. TTIIMId ~ ..__.....
",,,",,",,Ip ,""n _ UItlmo...".......tIool Ioft\ II oI,lIlo.IInopIo _commordol tro_: 1M _10 _ .1IIUlII lIllIo • ..".... ... "'" b ••
1101co Ihlo toi<ulalod ......... ....." _ It _ 1+11.................__coII'"""n,poIn..ln""c--_ Iho-.Ioworth. ...... lllhoulcl.. b ~ 110 oald. lion In ............_ .."""1IIUlII_
~ ""'"."""_In' '1'".1_. ....,

•
-.---

Think 01"'10 1M WI)' 7'"' m1.... think 01 1M ...1....II volu. 01. ""-or ...... othor~.\bu _1oIk llbou. h•• lotmulo boood on oquorolootop, _ bod-.... or lot .....but1M lotmuI••ro juIl. bo&InnlnJTh. _I volu. depondt,~. on _ Glhor __Includlna ........-.. '01 dI" no lor tho COlInII)', opocUIo_ c:ondIlIono In Iho 100:0I-. tho opocIlk ""ahbortlClOd, noIJI1borIna hoi-.~ .... pdco 01 MIIlIy""'and MFtlItiOl\ .1, tlv_ oi the in...-pertI_

SImI1olty, 1M _ of. _ dopondt: not JUII on ...,..Iormuloo and mulIIpIoo. but..................... -1Iono. opocIlIc _oItho_... _1"1>rondlnJ. 1.."*""n.nt_Ito_.......1"_""""""__
Forpubllcly_w"......._10 IM ..... ....._: IM__
'tlIhaattaft an be doUMlib. by mult:IplyIna the nu.mlMr 01 thaw outllMdln. by the value pII' .oNro.

For pcMt!IIy held CUi......~ of.huII,.... theombl untO thtre II •~,When 1M tro_ hoppooo, tho _ ... 10 MIrth who_1M buyoft "'" lor II. 'llJu ond)'OW' _n_ cion' .......nI) po who. 7'"' d_;7'"' po -7'"' ........... or who. 7'"'_10 lor.

Thlo 10 1...,..,....1: 1M""""'" _III I. BUSINESS Pl.AN PRO """" - only.sood ........ poIn.. 1or Iurthord_......lu.1lon 10 ""y mum co...... thon Iho oImploIormu'" on Ihlo _. BUSINESS Pl.4N PRO at- you ,'''' ...1 multlpl••nd IIlIloo: multlpl.Iormuloo lor _ whIdI _tho _ .0"'''.... bul not'" onIy""""'-
" Tho Book"""'" _10 colaololll ••1_• "-... LIollilItIoL juIllho ...... NotYtbrth.Thet'llUfF I I ty whee .......... \WlIrth•· ~:"\WuI fonnu\I IIYJIhI 'Dulin." wonh th.1kp '1 \ten value 01 ,..

• Tho Roplo " ........ lotmuIo 11)'I tho __10 ,_hwho' M_10 ".Th.._ up Ioroqmplo """"'. _Iopu.._ by ......._lor 1M of ...
pIoI\l, equip""... plIIlIuct ...... 1:otnd.1Io:.

• Tho1lme__10 10 0ftI 0I1wo~ .......... _lor tho BUlIN1lSS Pl.ANPROlIltmeiO, In 1M ........... tho_lo.-h 1M _ WullIpIo_In ""'6"".IM CoIculolod 1IoIoo-_1IIIuo~.Tholllluol/On _ Wull\pIo 10 1.10 tho_.,
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• Market comparllOM (_ in rul estate) are another very lmportant tool for ....watton.
Analysts look at actual tranlactlono of almllarbuoi_ of almllar aIr.e.

As we oa1d above, the valuedon ..limatea In BUSINESS PLAN PRO are ""'llh estimatea at beat.

Percent equity AcquINd

This row takes your data uaumptlona Inpu~ and gives you a 'Nrf to con8ne thel",aatU_
ana1ys1. to lOme apecIfled portlon of equity Investmen. and equity ownmhlp. In IIUa -. the
pizza example, the asaumpdonla the. the InveItor enda up with SO"" ownenhfp of the piaa
restaurant, as shown in the illUltrMkm.

II1II Sp...dehMl Prog....nlllll
More dataled Instrudlonl on Nw,,,.,, the BUStNESS PLAN PRO iliiidltMII
can be found In 01IIpt8r 10, Adv8nc8:I~,h:bfing detaIII and on"" m
progran lijJieedll'lMt formJIlIs. progrIInNng to ......·nlll8i'ly ahr ......

Main Help for General How·to-Use Information
Use the Main Help for more Information on how to use the softwan.1'hat's the Help fadlity on
your main menu tool bar, as shown hen!!.

FIGURE 6-47: HELP MENU

e- ~ rMrl: F9I'iII ~I... li-

~_.~~~,,~.::, ttbCit..· ......4
::;_......~"'""'" .......,. I _lit....... _
~::=.....-.n ....._.~_ --__.
: 11' . ~.._ fJIlo·MIlOll'" ,-__........_.

.:=-' ~.......,..,-!!.~.~:~-~.~
Th, BUSINESS PLAN PRO Hdp Men. gm.s !JO" """'" to seomzl """"" of_ m.fimrallion.

This includes information on menus,. dialogs, forms, features and functionality. Main
Help slllrlB with the Help Menu within BUSINESS PLAN PRO. Look In the-. of
Contents for"Table Mode'" to start with Help on tables. Or, as an alternative, jutt prell
the F1 key at any. time while using BUSIN£5S PLAN PRO.You can al30 tearc:h in the
Help Index for'1'ables,'" "'Table Mode," "'Table Options,'" "'Table functions," "'AddTablet,'"
"Table Formatting."and of course any menu command in the Table Mode Edit menu. or
In the Table Mode Format menu.The table on the next page hal tome addttionll detaiIJ
on specific toplcs In Help.
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To Le.... More About...
__IPREMlIR_1

~fOlIII"'.I'OW_ .
DaaIotII-.-6111_, CIpIIclM ""-......-.
o..IIng wIh laW..... on top d I'll........---_..._..............
_aolhay-''''''''
Exporllng OJ E**

Finding de\8lited I'ClW-by.row help

GeMf8l ... modIIlNtn.idIcIrwo, inducing
how to UN the menua. tDoIbIrt. eIC.

How to tnllk'" wtI1 tOpes, 10 ....._-.""'"
How to hide rows 10 they won' show in_...........
InHftlng new rows

Inserting tables into your outIn.

_I Inserting tabtes from Excel, paste from
EJCCeI, import from Excel

UnIdng dillll and essumprtans from one_..........
Linking tables to topics In the outline, oru_...p--
Programml g &j)iiiiidlheet fofmuIIIl_ column_
__and_rur_.
~"_"'''''datsenry_,-lJsIr>;IOIoF~__

WIzaRIInItn.Ic:tIonS end exampIM

•

•

seerch the Help Index lor..•

Add_

Row row nMlII_ lOd<__

8IarIr4l-,-_,..... -DolaIo_
Delete tebIe, unIIl* table, Ink .....

Tebllt exJlO't. Excel uport--help
Tablit mode, l8bIe InWlU, tatII8 tooIbII'

Ur6'lk bible. link lIIb1e

Hide row, Show row

Insert row

Link table, add lIIbl8

Add table, Excel paste, Exc:::el worUhe8tS.
palle from Excet

Lir. ....

Link tabtes, unlink .....

Printing tables. table options. table
forrnlIttIng. print table

Sprelldal'lHt cweMew
SlIIrtIng de_

Table optIOnS, table formatttng. default
tabla font, _ dats anlIY font

F"",,,,"_Wl__
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CHAP'TER 7: YOUR PLAN CHARTI

~'-r

a.. VI. 'IibIoo 7.a

Holp on How lollllla- 7.8

MdIlI" 0l0rI~ , ,.. ,", 7.8

MoM. YourPlon ,.., ,.. ", , 7.11

In business plana, the mort nlllllbm you
Inc"', the mort charta you need. ChII1'fI am
Illustrate lIumbm In wayI that IfIIIke IrnnredllZte
I1ISlUlllmpad. GimI today's Itdmology, you
should haw the courWsy to Illustrate your mort
Imporltlnt numbm with business charta. This
maJca It taslerfor your rtJIdtr.

BUSINESS PLAN PRO'J Induda buill
in charta that lIutomDtiarUy Illustrate the tIICIIIt
imporltlnl numbm In your p/Im.

o
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Charta~ Unk to Pradaflnad Tabl••

BUSINESS PLAN PRO Is destgned to build business charts automatically, link them to specific

numben, and place thorn wl1mo they belong In your plan docUment. Beca.... th... charts link

dinld:1y to certain key numben in the tables, the information shown in the charts ts a correct

in~tion of the source numben In your plan.

Figure 7·2 showw an example.The break-even point (dn:led on the chart) I> taken dbectly &om

the"Monthly Units Break-even"lOW sh:nvn in the Break-even AhaIysis tsble.

F,aUM 7-2: CHARlS L1NKI!D TO TABU! NuMaI!lUl....._--

-
'''tiI''C:=-- , . .-
......,.'...

;:~
=~.=

-:;;fFI=i=l
~:~:,~-

~ '. ..

.~:;li! [

....-..::..=.:.:- ....CoIUlmtl __ cull
bill"""" end caeh lIow
lor next 12 """""'.

Track each mileslllne
by atart end end d8IeI.
budgot. and m,,-.

Columna._ ...
lor each of the first 12
months.

CoIumna __....
QIOIa~. end
earnings by ,......

..... "T1lIIIe

Milestonea

Highlights

Sales Monthly

ClIIh

Charts v•• Tabl••
Charts are graphics.Tables are ftnandll numbers dlIp1ayed. In fOWl and columns. We mention

thl> beca.... in BUSIN1lSS PLAN PRQII ..b1.. and dwtIere dIatinct ond _Ie objedo.

1''8U'" 7-1.hows a lew of the main dwtI that a_caI1y link to lopb In a _ plan.

FIGURE 7-1: MAIN BUSINESS PLAN PRot> CIWtTlI

BUSIN1lSS PLAN PRO indw/ts ....._.-.P"'l'"'8"""maI duo.... that iN__

your tables.

-
:::ijj"."~. ..."- ---
....... . ......• - .'~
..... : ' -. .

As you type in your table numbtn, you automatically crebte your marts.

o

1.
$336.S1
195,542

$334

1 IBte8kOftlt"An:

6
7
i

-2 ......Iy lIrl"" B...........~
3 Modll)' 5.1.. Br..k..eve.

4
'5

.'.'-....::--,;ri•..

_H

--Columna 0'
hlghllghlB of peal_ulta
lor ol1llOing compen/aa.
or stan·up blIIance lor
starklpa.

PIe .-.POl8ntIal
customenlln dIftiInlnt
market segments.

Market

Past Performance (or
Start-up)

""-....,.
1.3

•
1.4
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Vou can Imporlll"'l'lUo _ ......-..and Ilnk ......... topic In _ ...... bulyou_'d..1J1'l n.w .nd~chanll/lliJsINIIs PIAH PIO.

other CharW III PIon 0UtI (lIN! .'" ",*,nl
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Modify Chart"" ••'-i
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cIwlI, but you _' .- ......."dwWIftIl\Jnlllll PIAH PIO.IIo _modmcltlon 1__ lor.. ,.. fI'." ."......CIIlIy.

Link CllarW. Unlink CMrW' .
C....ln ,,,,,,," ..."'-.dcaIIy_ .._ =,............._...._dwW ...topic> to you wont and IIoaI\.~_ _ oIlUSlN1lS1 PINl PRO. AIoo,
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ImpoltCh.....

II'.,

t"
f

,
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? To 1AMl ...... AIIcML,
ChaoI......-.__.......
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Add .UIti_
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Help on How to UN the Charta
1hla chapIar .....__of"dwW IndudocIIn II\.llIINISS PINl PRO.~ciIo",-....andonllnoKalp..pMIdod_ -. 01-..__charta.",.1alIowtnI...... Io__hoIp_iii.....
PlAHPIO.

...Help for General I". to UN~
U. tho main HoIp lor__....... _ tho aoftwwa.",....... HoIp 1acIIIIy ...yourmaln_ • __.
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.".,...",. HIIp htl-II 'Hrrr..,..Off.'" 8US1NISS PlAN PRO.

.... _ aloo-.i HoIp _:
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WIIlIInI lnewollonund I mph•
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-FIGURe 7·5: BENCHMARKS FDR 0_0 CDII~_

Additional Chart Details

Und....tandlnlllh. B.nchm.rke Chert (PREMIER v....lon)
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In tilt BUSINESS PLAN PRO PREMIER version, fIll' Be"cllmnrks chllrt (ompom past Qnd
futut? financial indicafors as index va/ues, showi'.g the amount ofchan&,! in each ont'. The
iflllStmrioll shows Benchmarks for an Ollgoing company, which "as datn for si:r ytm'S.

The Benchmarks chart uses index values to compare different numbers. Specifically, Sales and
Operating Expenses are measured in currency value (usually donars), while Gross Margin I' a"
percent, Collection nays (the chart calls if AR) are measured b1days.. and InventoryThmover is
measured 88 a number.

The index values compare ch&ngetlln the numbers, as relative values. The last full year, the lillt
corumn In Past Perfonnance. is ahvays set to 1, and the other years, put and future, are shown as
values relative to 1.The bars .how relative change, not absolute valuft.

Plans ,he, oeIe<,...... deWl'ln the PIon setup secllon of 'he PREMlI!R ..mon EuyPIan
'NIzud will have the option or includfng. Benchmarks (hart wtth their plan.The Bendunarb
chart shows compuatfw Or relative valun for five critical buslnl!ll flnandal indlcatal'l: SaJa.
G.,. Margin. Operating 1l>cpen..., LWeJ\101)/ 1\un0Y<\', and CoUection Daya. FIgu.. 7.5 oItowa
an_Ie.

FIGURe 7-<4: WIzARD INITRUCTIDNI FOIl A CIWOT

The BUSINESS PLAN PRO EasyPla. Wrmnf includes i..,=oo.. OIiBh/ightal in ,Ire
illustration) fiJr ewry dun1. This is~ main IIOIttQ!' for inJimnation aboaU I!ddr dwt.
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Unlink IhncllrnarU CIlIrt WIlen It o-n't WorIc
lllhe Benclunerb chert ""-, _ for you, don' _ h. And don' wony ebou. not """,Il.
FInd tho IIlclIopl<: 1lnIr.ed to "" ............. chert ond uNInk "'" chert eo Uwon' ~,.
'lbu con 0100 delete tho enllN Iopl<: Wyou _,.NonneIly1l\JIINI\SS Pl.AN PRO I'RDolIIIt........ Ilnloo the 1lench_ chert ... tho J(oy 1"InencleI1ndlce1oll1opl<:. .

I'llIIuM 7..: ••,_ PaR 'TM7~e-_
-~----- ------ - -----

• 8u~n... p'-""- numblnlWltch In ...... """ e. '""" ............ ,-e.li_e_ Mo,.... 10"""'" """"_,.....then ,he8endl__.....,-'dloploy .")' ueefulln/ormelIon. h will thaw the ......... _ .1,ond .... .-..,....n'JI''''", The'IN)' be .nnoyl", bu'll'I ...._. "doble, MINUS Pl.AN PR(lIl_1O'.ork with I"""" __1a<Ion,.nd Indo>< YII__""'..., ....... Ihe
Ind.. numberlo .

, 8",ln_ plone hI _ hop m.,..1n eny one ",.he lIw tee-.,......., _,thawloudb.n<h_~ "" Ihe ...._,,., _mple..,... ..... 1n ....__
10 $10.000. but SoIoo_101Z _In IIw fInI ,......10 _In""-"'ond.mmlon In tile third )'II', The ..... In "'" _ ,vt1I_••_ 3 ..... ofuoo._.mmlon 112.'00 drnn .......,_$IO'OOO.__of'he-..._-....
mA>Olmum oruoo,'heOlhere""""'-' thaw .....

&.c.u.. 0' It.,. dcplndenc. onI"WlIuft, the 8mchmub chart ClIft beoDmt...... withunulUII II', 01 ..-".!iere... ...,. ...mploo "' ..... numbln Ihet""'" don\..,..,wen In 'h. 8t-nchlNtkl chIrt

In 'h....mpl. ohown. 501. In 2000 ..... '5.3 million, SoIn for 1991 ......3.1 mIIIlort,lOlIwrod bot In th. chart.howoup." thon 1, obou'701I,,\.cIUoIIy. 3.11S.3. ,72, which 10 ......,....t the rod her"""'.Tho Ilah' b.... her In 50100 for tho roor 200Il 10 dooIly"'- 2, 3,10 501.. 10, tho,)'Ml'''' .-__tho '803 m111cln 110m 2000. In tho ....... ,..., ....._Ie 10 $12.2 million for 2OOIl, which 10 2.3 _.1.3_. .
Then like C_ MofIIn, which Io.......,.t • ,.....In the ....... ,..., CooIo ...........2000 _ 2\.3l'.Tho chart _ '""" 31Al' In 1991 ("hFI.,.. 1.. _tho Indo>< ..lue"'I for 'lOIlO, end _ JIl"IlocIed__... Min 2llO1, 24,. In 2OOIl,end 26l' In 2OOIl.'lbu con _ tho__"' ....IIft Selee.. 1n _ "'.........
end C_ Mareln In percon,- but ... con_the lIft .... "'....... "" .....r..-_lImo.

8.nchm.1tle ctwt Ie C--..In , ....." to Metoh """ 0pI\aM
The B.nchmarb_ dIefl¥ _1Iy for -'1loe,I'\In_ FIen .....7·5 .hOWl how tho lie............ _"".. on..."lI__.,_ ,....'"dale,A..... 7.6_howthe "".IlerI·up_hn.r-.__....,.u.. It do..n' _ hlelo<y'" - Iletdnc,... pion for ... YO. _,... .... hn.n effec'. Th.IIen<h _ bon ""_"R_only II,... PIon ..... _Arcounll R"eivable. ond h-.. boll lOr Invenloly only W_ FIen .....__...,..

Some Hum..... Won'I WorIc wltIllIenchnwtc*

,.. '.to

-...
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The Break..ven Chart

.....
F_ 7·7: 8RENl_ CHART

.,......-• TIllHlll '

p .. J.l-I I

w II', ,

FIGURE 7-8: SALEs MOHlH~y CHAIIT

..........

-H1 _I

-!H .,

-J.l-t-I---------
-....-.1"1--------------,

..... ~I _I

.".. J.l-I nH

...... H1 _ .1

This first chart oja series shows the monthly sales bar chart ittustmting the hypothetical plnn.

This is the chart you'll use most often.

Tha Sales Monthly Chart

This chart illink.ed to your Sales Forecast table. Figure 7-8 shows an example of the sales for

each lOW In • _Ie .....unn. plan. .

.. I7jXD $11 .... 1lI_ ",lID ta511lQ JIll .,lIIl __ I'D" '"....

~
/

~

, ~.~
V

, //
V

.-

..

--
00...

110,lDl

~m.ax;

""'''''

II""'"

The Break-even chart.llhown in Plsure 7-7. lila Mine. pt.n 1tapI" but can. _ pn:tm.t

problems In oome cues. By defau1~ BIJSlNESS PLAN PRO .... brook numbm!rom the

Sales JloI«ut ond ProIl. ondt- tables, bu. the numbm In breolt....., not _ by ony

other clwts BNI tablet, .. you con aloo Inpu' Y'"" own -.mpt\.... to _ the IOIu1lIna cIwt.

Unfortunately the bruit·..... dopendt on .......BInIlnpuG....Y'"" whole .........whidI
makesl. I.. -n.llor oome__that haYewry_ pmcIuct-.

The """k-even chart shows how ..Ies aJf<d pmji", git>en ,,"'.._'....mpti....for a

hypothetical avemge month. l' doesn'l_rtly jilan'h all pia.... sa if il-.,-for
your pln", don', incl. it.

7.11

•
7.12

•
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The Organizational Chart (PREMIER verelon)

The organizational chart normally lim to the topic named"Organizational Structure,"Uyou
don't want to use it you can ignore it, and unlink the chart from the topic, 10 it won't print.

Floure 7·11: Organlutlontll Chart

'__'-1 Organlzattonal Chart _ I

~ mc:...-1UIWIIl. Anorv-UltIDIIIIllNrt...9WItW.,tD,....,.~n "':'
j nv...e:...-. .,.. CIIl'llJ*'I't. TypicIlIf, IHIINrt II --.......1lT. tnt__ lNIi II

tg:a.::-- tN......... .. ." i~
~"' n........vw.... -- o-ti G 1] "'"' .. -. -- -_._- ._-". ""1
'tl'C1v...s..~.. x ....... t ~
:r:rn v fIIIn l!I"...t.iIf....... I ........ I -,
? rnv... _ il!.o.t!....,.....o.r ""..... . "~

:~ ~:.......",.. J
.rn~ :4E... t..a'..........

.rn~'.::· :"-0.;:=2..... DlfylDIlCI III ErIlIUwlt II ...... I
·-rn '- e.....CllIf a-.l ....... 11 ,..., ,... r...:~~;~:=~l:~~~i.::~-I·I'll.......... L-,

'n¥;'':'i:'" I "'-.... I I --... I;:~~~ 2....... :p...... ..
-,r'j FftIhnNlh .! .__, :-: __ .... .i !. -

I=-=¢.=..I=~=,..=-I --I......... ~~

Use this chart feature in the PREMIER version to include an organizational chart as pari of
your chapter on management.

For more detailed help on working with this bunt-in chart;. search the Help Index for
"Organization chart."

Make It Your Plan
Remember, nothing about BUSINESS PLAN PRO is written in stone...you can modify charts'
appearance, ignore the built-in charts, or make your own charts with other software and import
them into your plan...it's your plan.

•
7.15

•
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Print and Publish

•
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CHAPTER 8: PRINT AND PUBUIH

~.F FoIowI"'-- ">_ 1.3

""'*"- - ">•••.4

""'*"1lIlIloe '.12

""'*"c... 1.13

PItnllll_ , 14--. 1.
'ntI Po.aN""'- ,." " 11
- 0pII000 • 0U4put 1.20

II>worAlln". omc.e IIld~..~ 'r 1 _.,......... Ow; . L.

A<......II.~......,_~....

Dl8trlbutbig!fOllT plt.m III the tZpp.optlll/2 pttIpW
and in the app'up' 111/2fomuzt am ~ crltla" to the
SUClWS ofyour buslllaS plt.m or, mort Imporlmdly,
your buslllaS. BUSINESS PLAN PRee prwIdes
you with numerous options for printing your pIt.m,
or parts ofyour plan, and the tools to dlstribu/2 It

BUSINESS PLAN PRo. Is also capable of
prilrtbig additional documents IIIce the Concqt
KIc/c../Qrt, the Loan Document, and tht Srmmuzry
MmIo.

And ifyou'rt looking to publl.h tlectrrmlcally as
llItl~ thtrt'. lIIWW.stellrrplan.com.
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r.;,~dt
,0_
1$ Uw CIIlIlIl·
~e)....... "
l~

Ir....

RM<~"'iI'

The Prin' Menu sub-menu options, which will be discus.sed in mort £fetnil in the! fotlowirrg
.S«don ofthis dtaptu.

Printing Your Plan
BUSINESS PLAN PRO & designed 10 formal and print. buoIn... plan .. euIIy .. poooIble,
uaIng the Ptlnt «>mmonds &om )'OUI" File m.......-'.In JlIsu.. 8-1.

The form and output of your business plan should match its business purpose. 'Every dcx:urntl'ltdesel'oles the basic respect ofgrammar, spelling. and bask editing. A business plan submittedto aVenture Capital firm, however, should have a better presentation than what you'd nornuDyexpect for an Internal plan developed for in-hOUle use only. Plans used for venture cem.tftUgenerally require more formality. and perhaps more flair, than plans used Internally. Banks caR!less about flair and more about col"teral.

Some companies put a great deal of attention into the p~tation and formatting of II!YeI\Internal plans. For example, we were involvm in a three-~ar business plan for Apple J"fMnin the early 1990s that ended with a profeseiona11y-designed annual plan logo and huncPdlof copies of the plan printed with a full-colorcover. On the other hand. we've al.o.en lOmeentrepreneurial business plans that were 1M) fun of fancy graphics and roJor iUusmtions that theymade lnvest:o", nervous. In this contex!: too, form should EoDow function.The plan is a~
doaIment.

Overview· Form Follow. Function
BUSINllSS PUN PRO Ied~ to print. pld-looId"l plan Indudlns cover pap. .....pap. table of con,"",", and__Th. prlntlns Ie OIl_tlc and .... "'" f"'._ ....can -SO optIonI with the Print 0p4I0na form. IIyou'" prlntlns to • color printer, the planwDllndud. color pophIoL

The atandud ""-' .. proIotaIonaI..... <OUld do mono with • lot -""1'"1'.............pp-' etc.-a.t you COI1IIfnIyclon'''''' to. _ the.-_do 8Mwith tnv-..,--.and ....... pduG-level_pIan__No__
pian evaluaUon _ .. sotns to rej«t • plan dPlOloped and printed In BUSlN1lSS PLAN
PRO "" IOmuottlng 0, print ....ted.,.-.

You do haVe other options."tbu can also po:tt)'OUr ftnishr:d pl4n to It wmritl!, e!ther,aur own
site or the Pa9S\wrd-proteded secure lite at www.securepI8n.com.And )'OU can 1lrW)"OUr piInas an Adobe Acrobat electronic document, or a Mlc:roeoft 'Wxd clocumtT'lt. or RTF, or pJ.in teetfor emaillng. 'nUs chapter looks at output options, including the pl'OCftS of printing, and Do areview of related business plan documents and tools, such as the presentation and the IJUlM\II)'memo.

The presentatton of the plan document, including such variablesas'~ coil hindin.. andquality of poper, depend mainly on your own pld judgment. BUSINESS PLAN PRO doeoinclude specia1 arrangmtenbi with K!nko', Copies dupHcation and print lhopi. which emproduce ptan, with rovem. binding. and eolor copying. TheM is aim. pwing b'md fiar pIaMonline at WWW!B:Q.lrcp!pnrom a 5«Ure' and paIIWOfd-proteded IIm.]oc 'DInow, a v.ntl.ncapitalist, told us hi!! fl.rm"doesn't accept business plans on paper anymore."He said that stancewas not unusua~ and becoming more common.

V',...
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Prlnt Dialog

Tho prln' d"'los box _In"""" 1-2 dIoploylwllen you ct- the JIIIo 'I'llm .......nd.

F_ 1.2: PlaIn'Dw.oe

.~.Mti,..•.. ,j
,
t'....., t-J Ii

---~

~_J~ - I ~"I I~
Tht ""_1 "."., lar "'" JOlI .,..", _ JOlI _ ..,..,.""'.11~ IIJ/II"... IN,_"",pl.- ..III"" IIoW_ MII_

If you oro prlnllna """ <nth P"n, ""'...-.. 1MdoIouI.-...
o II you "'leI. 10 p<lnI onIy.,..uk-.otIj_ the -"111 the I'llm..... pootIon.
o llyou "'III. 10 print only _ ~ _ the ...... WhIt • .---'.It...

dltplay an oulIno III III which you _ the chocI< _10_ the _ 10 print
(dantbed In the 1olIowlna- 01... .........,.

o II you ",1.10 10 prlnl "'flPOI1lna ....wlth """ plan (C_ Pap.1WIIo 01 Conlon......
•ppend..... cle.), cIIdr. Oft 1M 0pIl0n0 bullOn (deecflbed ..... In ...chaplotl.

1m Ieleot Topioa YDu I'rlnt

.- "'_ - ,.. - --. _-. -. --.or_,..,...IIl... , 7Ueo_. .._ ..._ ....-....__

u

•._---
Prlnt Optlon. Dialog

Prom wlthln tho ...In Print ...... the 0ptI0n0 bu_ ... "'" be ......... .,..uk .. 101M
portIoN .1 )'0lIl' plan you wlIh 10 pdnt.!"'"1-3"-! the Print 0ptI0na Ivnn.

F_14: PlaIn' ClF._F_
.......h'...I+_r_,'·..W1..,1 "_I c.... ,
I' -....,,_. r'V"_h__

p'.","",,- r' II..............
Pe-"",
p'_
1'-...,
P'u..

.. I .....,.,! !C!;,c:::1
U. IN ""'" o,.tloroIIJt- .. -,...,.... efJOlI. pia_ .. pri_" TIw*10""_"" ..
pri-'""--

Thle!ann allo ",nloln. lobbed _ thetlal """

o C-..Ioo1._....-. ""'IIIW',,"' 10 prtnt a"holOp and bottom 01_ pap 01
ywr prtnlOd pion.

o AdJ.., 'ho Jon••tyloIlonl 01.. ,,"lnp'" ""', prtn.... cIocu......
o Adj_ tho.....,., -... 10 pdnl.
o C'- to print chono In bIocIllnd ,...... (OdMol.

Printing ....lllecI T.... 0nI)0

II"", ,.... to print ..." _loplco, 1M Soloctlon ootllnlln the .....1 ....., the
run lopk oudlne end alllnlrod _ .... dIarto. MaIIl "'olopk(t) to p<lnI I-._IM................

...
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You can print all plan tabl~ usi"g the Print> &ports form. This option gives you more control
over table output. .

The Print> Reports command also gives PREMIER version users the option to print the Actual
and '4riance tabla.

Printing T.bl..
The File> Print> Repoltl command lell you print tables, Figure 8-7 ,hoWl the Planned Tabla
list In tile PrInt Report. dlalo&

FIGURE 8-7: PRINT TABLES FROM REPoRTs

~

Product/Servl.. Deaortpl/on

The Product/Service Oacrlpdon pretent! a brief overview of wlult you'D be seWnS; Apln,
like the Cona!pt Kick-.tart, thla is a pat document to Ihue with dOle coD..,.._ 6tcndl
or family ... 1001 lor communlcatlns your bulc _OIl concepll' can _ help lD
_hare • document like thlJ or the Concept klck-Mart to lee if there'. a vlib1e buIlnaI ideI
there.

• ProdudslSeMeel
ProductISoMce D_IpIloi,

• Competitive Comporfoon
Sourdng

• TechnoJasl'
• Future Pruduetl:

Mini Marketing Plan

The Mini Marketing Pland_)'O\Ir ovoraIl markellng plan. .lrategy; IacticI, and
marl<eting prognuna. Thla Is. groat document'" ohore willi your marketing team. MOIl
likely, your marketing team will ute this document to prepere a full-length mlll'kedns plan
to describe stra~gy, tactics, and rnuketlng progIaIM in further detan,

Mark~t Analysa. Summary
Market Segmenlatlon
Market Analysis (table and pie chart)

• Targ~t Market Segment Stra.
Market Needa
MarketTrendi
Market Growth
Competinv. Edge
Marketing Strategy
Jbs:itioning sWemmt
PrldngStnltes;y
Promotion Stratei)'

• Distribution Stmlq)'
Sales StratesY
Sales Forecast (topic and table)
Sales Monthly (chott)
Sales byYeor (chort)

The contents of thee reports differs IliJhdy in the PRF.MIER wrskm. u It hu more topkt,
tabl" -.nd cham.

8.11

•
8.12

WIll

''·:It,i~~r''·at.u''Ut'<<.. ~,
en ,'"""'.,..,'""-1.......::uIrl.

·.ilb··4Il~"'bh.

~iN\..-.:w.:'u.,'t.~,T'"I
·~",,",*'I'lltr '. 'I -.;1...... ""I:·..:·.i4 c:. ';·,K....C>'Ift. .1 \••1\;* ,... '...,. .... , .. :.',~"t"'"

=ertoMI.".:.
nif"~'d,_';'';," ..bL

"JltiItll-....
:.... r ,.N\,••• r.....
-.r.vr 111\1........

'rio<._ I •__

Print rablos separately
To print the cYTWlt labIe onty, c:hoot4 File" PrInt > T8ble Name. The labNI narnel wi.
BUIIomdeIIy diepIIIy. HigtlIIghl the t8bfe name to print.

•
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Printing Charta
Th. PII. >Print> Roportll-Inc:hadoo tho opI\on Iopdnl~IlI-"'~ thocl\ortollot from lh._...,.,..........

F_",: PlaN\' c.wn. _ "-"....

Print to Klnko'a
_ .. pion lint Imp' I 1."bod_pion_~ -lundlni UII
..... """" bullundlrlt for _plon may III l"pvdlvd byo poorlnt """A,111e'Ibdoy, _ pooplo '-0 prtnlft, hut 10 ~ 0 pod color~ Color cIwlo ""*11Ihoy'.. printod ""0 coIar pmtor.A _ pion 10 ........ pmmtod UIr .

We've,..- with_. Ill ..... ~...,_,...to '-_ plon prlntod, -ohIppod III__ III-.or ,... '"" pick ft up.' _1o<oI1ON<d.__ (,oooIIIlIo1ll_1ocolforw). CIIdt1lIoIo > >-. ft~ >_,> Prtnlto J:IIIIoo'< for--A tool coIW tho KlrIW. JlIIo Prop (JIlP) ,...__ IUSINISS I"-'N
PRO.Thlo tool .... ,... th••bl1lly to prin' your bUlln.. plan 10 ,,,,,,"I J(Jnko'...n.tho 1m'10....1. One< _ plan 10 In lhlo_~,... <Oft _It 10 your Iocol K!nko'. by Yloilina
wwwthtNq= K!Nrd." affednJBUSINBSS PLAN PRO cu t I..... an ".odUdOlJ dllcauftl"" dw lint pion prlntod 1ll_•. I__ th. promotion oodo Inc:Iudod with )IIllIf 8US1NB1lSPI-'N PRO 1........1Ion wilen you.." for)lllllf print Jabon_.
1b _ tho XInko'.1CPP toaI, prlnl ,...r pion .. ,... ........sly ,....\d bul 101«11"" ICPP toolfrom tho !Ill 01 prIn_. Aprw'" _ .. thlo tool from lheFlinl dIo....

F_ .~: KMD't KFP
)1>. ron n'.".., _ 6afIyfrwo'"-.............1lIII...."..
YOII mmY eotrIrDI.., ....,.

I" It ..,..__I fer

[I
~iJcj j"- ,.,

Prlnt ClIIN ""1WlIl_..__..,-......_.a.t.... l1lI__...... I 5•...,_.._.~..__._

..

!l"! I,. I ....... 1£ .. i: ..... I
7Iw ""0111..,.,,.,,__...,.._ ""K,.., fill"'" (ICFI'J".
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FIGURa II-tO: Fu > ExPoln' _U

['."':1
CM<oI I

F---
s_.~

,..-

FIGURE II-tt: ExPan CHOICE DIALOG

~_ ....~.... 3!!111t.sll!liiiJ
b_-_....-,-...w..-

If you export as .doc, you can open the file in Word and retain aU of its text fonnatting,
including tabs and indents. .
If you t'X'pOrt u .rtf, the file can be opened. in any word processing program, and retains
most of the original formatting, including font style, font size. bold. underline, and italic.
If you export as .M, the file can be opened in any word processing progtam but no
(onnntting wiD be iI8ftd.
If you export as .htm, individual html-eoded pages will be crented (or each paF of your
plan.

• If you export 85 .pdf, your plan can be read onscreen using the Acrobat Reader or your
Internet Browser. The pages in the .pdf file wiU display the same a5 if they \lIm! printed.
This is a read~n1y ftle. .

The Exportg;... you fau, choices offt'" formal.

Use File> Export > and choose what you want to export.
Olooge which fonnat to export from the Save as type puU·dO\vn menu.

Once you've se!ected!l format, dkt. the Save button on the dialog box..

0.-
""'-

• Pl'Odutts that I1lquif8

S~l tt1t' products at .. h6g
IWI) ha¥1l to alsa , ..~

·ci;-Sp'· ,r

a.it"b,i,,!':!ll,:,;,:t"·\·J,tA".,,~,:;,:~,,/A~.m'~:-:~~,:",:~ • I II "if I'MIII'
9~_"o":"'~i', "':"'__ \", ,

laW" .,' \ , • lo~tiete_""tJ
...~ . ' abltt to COmoet8 in en, f_.
-~~--------"~ -
NlMI

• t!Ill . __,_

I:dIlIaIIII Sde., 4:1 "vrl ...., ',' .....
C'·5

ill I

The Export c,".""", .... yow .... y<RIT"""[d. '"-..l diJTo-t formats for__ -.I
processing or spreadshm prognmu. The l'Idn Com~nl command!hoam is a PREMIBR
version fralllrt (set Appmtlix C of this IrIlrruud).

The Export command Ill\'ft a busina. plan in one of the following different formats:

1. Rich Tex' Fonnat (.cll) file.
2. Mkroooft W,,~ (.doc) Iorm.obl ftIe.
3. Hypertext Markup Language (.htm) pages for uw on the World Wide Web.
4. Adobe Acroba"lbrtablellocumenl Format 'pd/).

The exported file can contain the entiR text outline or the spreadsheet. Figure 1-111how1 the
Export dialog.

Export
Thellxport commond 10 port 01 the FIle monu, u 'hown In P1l1"re 8.10.

!
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HencblJMdst. BUSINESS PLAN PRO PREMIER ver,lon', 'BenchrNIrb chart pes)'Ou good
taIldnS pain".

• Brgk~mn.The BlJSDIlESS PLAN PRO chart, 8m: yu.r, Important for dtlcullkm.
Fitpt_".,.,. Cgb. Just the chart, from BUSINESS PLAN PRO

• Sprdft' O!>ledlyu BuDet poln.. only, tsltcn Irom the 8lIl eMptor 01 the pion.
MIII!!!ItmU Upossible show the MIlestones chart only.

• Jnycstmcnt AnalxzM Bullet points only, taken from the PREMIER venion.'. hutment
AnaIysto tobIe.

• I<CJ'" tg 511........ Bullet pain.., from this toplc In the 8nt dIapter.
• Nqt SteP'. Alway8 a good idea, end the discussion with next atepI, uwmlng a poeltlve00......,.,.
Like Abusine!18 plan, a buslnellll plan presentadon 1.4 specialized tool. Most of these
presentntions need to summarize an entire business pliln in a streamlined 7~20 slides for a b1k
that Iastll about 30 mlnutel.

• It Use8 graphics to l1Justrate main points.The slide displays the chart only, so the pretentel'
fin. in th~ detail•.
It uses buUet points nnd key phrases only.They are reminders and placeholders, not
complete thoughts.

It i9 all summary. The text islnrge and there isn't much of it. Charts teU most of the story.

A good presentation is about results. It's short and exciting. It makes its key points quIddy and
well.lt needs to be optimized for the businese purpose, avoid details,. and stick to highltshts.

.UIIMUI PLAN "'0 IIANuAL

Web Options .s Output
The Internet and the W:Jdd \'VIde Web offer attractive .Itema~ves to dlshibutlng a document II
a printed physical copy.The edvanmges include immediate availability, always having the latat
copy online, end multiple aa:eoe 24 houm e <loy. 7 dey> e-.

WWW•••cunopl.n.com

BUSINESS PLAN PRO Includee the Idly to pubHsh • bustn... plsn directly tg • eecure,
passwoni-protected website provided by Palo Alto Software. The commands for uploading onto a
secure website are bunt Into the software. aick the FOe > SendTo > SeeurePian.com command,

Select SecurePlan,com and a welcome saeen wDl display, similar to that shown in Figure 8-12.

F,GURE 8·12: SECUREPLAH.COM WELCOME SCREEN

,\.""d .,... pi.... tD ••curePIon.com
,

This wizlfd wi! h-'P YOU uPlOad YOIr buiPneSJ pNn to Seanpt.n.cam to
sh.,.. wtth ,...,d" c:o-wort.rs, in".rton, bri.rJ, orp~rs.This"'"
p.ssword~dW!lbSD wi. h.tp 'feu IIstribul» your buslrMtSS pf_" to
wt'IDIM"I'" you tftDDs•.

Tltl!:tt !Llftns walk you through the pruass ofuploading your busi~ss plan to a secure wcbsift.

• aide the I MIiI) Ibutton to continu~.

You \\1m then be asked to establish fOOr SecurePian.com account,. oilS shown in Figure 8-13.

Always, even when details are important, keep the text large and the graphics simple. People
don't read details from a ptnentation.

This kind of optimized tool isn't done automatically by computer software, and particularly not
by business plan software.The format is different, the purpose Is diffem\t, so the tool it8elf must
also be different. There's no way a business plan document can automatically create .l'bwefftKnt
presentation without ending up with a poor presentation, too much text, too many nurnben, and
not enough summary.

Chapter 13, \\biking with Microsoft Office explains how to create this kind of pretentation in
PowerF\lint using your plan developed with BUSINESS PLAN PRO to provide the contenl

... e-o I IlcBciJ

w
~

8.19

•
8.20

•



JIlJJIJ•I



Planning for
Implementation ..,). ". CHAPTER 9: PLANNING FOR IMPLEMENTATION

~

The Human Side oIlmple_, .: 9.3

P1.n-va.-I\ctual- PREMIER _ : 9.3

Actu.lln_ 9.6

B.I.""" Sheet VManco • Coah Flow Prodldor 9.6

•

A business plan is a living documC1lt. Ollce'your
plan numbers are in place, you will want to track
the actual numbers, then compare them to your plan.
Were your estimates accurate? Did you make more
sales then expected? Were your expenses higher than
you planned? How are these differences going to
affect your business? What adjustments should be
made to adapt to these changing needs?

That's the/ower of tracking results. BUSINESS
PLAN PRO PREMIER version provides the
ability to create a plan-us. -actual comparison
automatically.

Variances do go in different directions. For sales
and profits, actual results that are higher than
planned shuw as a positive variance, and Jess than
planned results are shown as a negative.

For negatiTJe items, including costs and e:lpeIl5eS,
actual results that are less than planned will show
as a positive value, and items that are more fhan
planned will show as a negative.

•
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FIGURE 8-2: A_ PRICE IN AcTuAL MODE
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In the Actual mode, type in Unit Sales and Sales Values; BUSINESS PLAN PRO PREMIER
mlculaff!S avmzge Unit Pritz. The inputs match the data you have.OpUmlzed Data Entry for Actual Tabla.

Plan-v••-Actual LogIc

The P1an-w.-ActuaI enaIym In BUSlNBSS PLAN PRO PR1lMIER \. built on til< kip: of 1M
Informalton avollable to you u you develop your omw reouIlI.

• Ac:tual SlI1u.The plan _ ... lu..... 001.. by mulHplylnc pn>jected units _ pn>leclId
price; the omw reouIts calculate omw PrIce by dMdInlomw Sol.. by octuo1 UnItL

• OperaHnI Exp....... '\Ype your actuol OpenatInB '-Into the PlaIt and t- tobIe. It
wID .how the actuol Soleo and e-of SoI.. lrom the Sol..Forecut, and omw-.t
from the Personnel PIon.
Balance Sheet. When you have ac:tua1 mullS. you seneral1y have direct ae:ee. to type in.u
balances of Balance Sheet iterM, eapt Cash. 'JWe Actual balance amountt tnto the .lance
Sheet Actua)s table.The cuh balance is calculated automAtically from the olber balance.
Cash Flow. Cuh Row in Plan mode detmnines the Balance Sheet. In Actual mode. the
Cash Fknv b determined by the other balances. It makes nO ..... to type \n Adua1 dwlseo
in Cash Flow, when they are already typed into Actual balances.Therefore, the Actual
Balance Sheet contabls the relevant Cash Flow information.

I:DII Data In Actual Tabl..
BUSINESS PlAN PRO PREMIER version ..k:n......., Ir8nIIers yau' F'tan.,..... to'"
ActuaIlabIn. You can then type In Actual nurnbeI'a 10 repIece h copied AIn n&lIIlbMi.

u

Actu81 Inputs
1YPe in your actual sales result! in the Sales Forecast.

•

Streamlined Cash Planning In Actual Mode

• The Balance Sheet in Actual mode opens up all or the balance items for direct input.1fpe
your balanCe!! as they ended up in actual ~sults. The cuh balance is left as a calculation to
make sure that Capital and Liabilities are equal to As~t!I, as they must always be. If your
ending cash doesn't chKk with actual results, then there is an input error in one of the other
balance items.

• Cash Flow actwl1 is largely irrelevant. Look to the Balance Sheet, and particularly changes in
AchJal Balance Sheet items, to explain chanps in Cash Flow.

Cash Planning with Actual.
The AdUlt moc:Iie indudl' • cliff....,' ..kill on cash ptannlng intended toh~ you adjust
your CII.tl elq)«Otadkii Ii to dIlIII ... i'MIIty as It comes. B, tie Ome you're six or eWrt
rronhInIcIl~• plan, rNItctl to Iht AdU81 8aIInCI sheet to help you"It your
expecIed cah flow. lJM .... lnpuI CIIII .... to e:xpertmenI will dIfJentnI poesIbIe. V81t.*.
.-.d ... how V1ey.-.c:t: yo.Jt.~<*h.

m

9.!

•

In several tables the input logic changes for achJal results. Fonow the indication of green-Vl.
black cell color to gee where inputs are expected. For example:

• The Sales Forecast inputs change for actual to accommodate the way most companies
manage infonnation.1n the Plan mode, in the units forecast option. BUSINESS PLAN PRO
PREMIER assumes forecasting is easier when projecting Units fil"9t, then Unit PriceI, and
calculating Sales as Units multiplied by Price.
In the Actual mode, however, BUSINESS PLAN PRO PREMIER calculates Awmp UnIt
Price by dividing the Sales by Unill.This matches the way information is available. In Pipre
9-2 the Total Unit Sal.. ceU. are unlocked (they dbplay In green on your screen), while the
average Unit Price is locked (and displays in black).

• When you use the Pmonnel by People lable for Per.onnel, in lhe Pl.n mode you type
estimated people per personnel category and average personnl!1 for each. In the Aaual
mode, you type in the total cost and the total number of people, and BUSINESS PLAN PRO
PREMIER version cakuJatel the Average per A90n.

• In Plan mode, you estimate :Al.yroU Taxa as a percent applied to the payroD.1n Actual mode,
just type in the IKtual, Payroll Taxes as it occurred.
In Plan mode, BUSINFSS PLAN PRO PREMIER estimates interest expenses and Wei based
on a"umption,.In Actual mode, just type the actual.mounts into the proper cells.

'31
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CHAPTla IIP~ ... a-s.-TATION ......... P.LAN ••0 MANuAL

171e Variance view shows the Cash balance was lower th4n planned, and Currmf Liabilitia
(debt) is higher than pltlII1ff!d.

~';\D,00iJ

..The revised Cash Flow plan. in the actual Balance Sheet, shows in FlgUTe 9-6.

FIGURE 9~: REvIsED CASH BUDGET IN ACTUAL BALANCE
.. I.' T' AS I.e loti Af AF

;·-ro...........
4 ~ Ill..,. JM'''' 1'1... '"
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Revisions in tlu! April-May columns for Accounts Payable, Inventory, (ong-term Assets. ami
Current Borrowing shaw a more realisfic cash budgetfor April and May.

The revisions add realism to the actual Balance Sheet, and effectively add course correction and
management to plan implementation. Several amounts in the actual Balance Sheet are chan~
from plan already, even in early ApriL because these changes improve the revised plan:

• Accounts Payable was running lower than planned. The revised budget decreases Payables
(rom more than $7001( to $375K In ApriJ, and from more than $900K to $425K in May.
The original budget had only $2OK as the outstanding balance o( the credit line by May. That
won't happen, In this c:ase, it was too optimistic.
Inventory is running more than planned, but it shouldn't continue to increase, so the revised
budget has it decreasing slightly.

Use the actual area for a revised (ash dow. In the example taken from the two Figures 9-4 and 9
5, .bove, the flow I. quite different from planned. Specifically:

• The Cash balanc:e is lower than planned, despite Current Borrowing being higher than
planned. Sal.. on Credit .. high. and payment of Acccunts Receivable I. low.

• Attounts Plyable I. lower than planned. so more money than planned was taken out of the
credit line.

~

..
_._JiG_.

""1 ..,.--ti----;
($61.Sln)T._..,....
($10.»1),

Use the Actual mode for Course Corrections
As your pllin Il8rts ding, you'" going to ..... to revile budgetI_ you go, frllIIdng ClCIIde...-..
Use the Ac::tuel modIla'een InetMd of PWt mode 8nd you CIIn ,.,.... bolh .. _ end
the wIlhIn the.,. For nempIe, If you........ monIhIlnlo fie ..... ,.... cI
the pi UN the acluel a,.. from the fourth month on to kMlp your r...-ct budgIII.
_woyyou'1l_ _ ...........-·_

L\'ilI

Notice the proper treatment of variances:

In the Assets portion, more than plan~d is a positive variance, and less than planned is
negative variance.
With Liabilities, more than planned is negative variance, and less than planned is positive.

Positive variance isn't always a good thing. In the mustration above, in January, Aa:ounts
Receivable above planned and Accounts Payable below planned combine to hurt Cash Ro\v.
Cash is way below plan.

FIGURa 9-5: SAMPLE BALANCE VARIANCE
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Advanced Tables 10 CHAPTER 10: ADVANCED TABLES

~
-.J

CUlIlDmIzIng F 1n _ •., 10.3

Examples. Cua1xlm Fonnut 10.3

Range Nomos 10.9

UnkingT.bIos ·· · · · 10.10

Examplos • Un1dn9 T_ 10.10

Building Power IIoriablos 10.13

CUIlomlzod FOIJlllJI...nd T_ (PREMIER_) 10.17

In_ NowTebies (PREMIER_) 10.17

PBBIing from ExcoI4Il Wor1cshaot to e Blank T_ 10.18

Balance Sheet- Adding Man! 00t0I1 (PREMIER) 10.28

Sensitivity Analysi. (PREMIER vSfOion) 10.29

Dealing wI1tI Scenarios (PREMIER va n) 10.30

SUbscriptlonolChum Rato Forecasts (PREMIER_) 10.32

Tax Rata Lookup (PREMIER voraion) 10.35

Excellll is a registered trademark of MiCl'CllOft Corporation.

•

Chapter 6, Your Plan Tables, covers tlte
standard tables. This chapter CfJlJerS additional
programming and customization.

The best way to learn this is by doing it.
This chapter will take you through a series of
examples. It starts with simple examples that
offer practical tips. It also includes details of
more complex formulas, as well as explanations
offormulas you might want to add or change.

This level ofcustomizatian is pravided for
those users who may want it. It is not necessary
in order to create a solid business plan.

•
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Cu.tomlzlng Formul.. In Tebl••
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I!xIImp'" • Cuatom Formu'"
L.r, so 'hroush _ -mpin of IUSlNSSS PLAN PRO 1",.Id.hoot ........1b 1oIIOI.llonlwllh ...-.-.

• Open BUSIN1!SS PLAN 1'IlO.
• U.. tho Simple PIon8_... open I ~.mph p ftll (lIwAMr CoaopuIoto..mpl. plln II. B"Od ..... olthooIII not oil -.npIoo -'Iy Il101 pIon).• From Ih~ TooIt menu. choc:lM OptIoN)o , .
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Example: AbHIute """'1IClI In a Fonnula
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Abeolutl Value
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,,. ".. Ih. , In tho ronnu'" ....I<h ......H·.-. • nI 01_....... IomluIaIt<oplod ...,
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FIGUllI! 10-2: SALaa FOIlICMT FClIUIIILA

Example: Automatic Prtce Fonnula for Salea Foreeaat

In this example, we wn, c:ra.te a pdce (armw. ., that wery ceU in the row looks to the 8nt een
lor tho comet number. In JlIaun 10.2 you _ a portion of tho Sal..Fonocul tabla of tho AMI'
Compu.... ample plan.

FIGURE 10-3: PERCENT OF SALES IN PROFIT ANO Loss

BUSINESS PLAN PRO usetI named ranges .. variable names a, much as possible, to simplify
ruding and working with formula,. There are several dozen buill·in rOlnge TUJ,mes that work
from any table in BUSIN'ESS PLAN PRO.Theee are named to mOe them e••ler to include
within a fonnula. For example, the Sales Forecast table uses A range name"'S.les"as a variable,
which is the stirn of sales for thLlt column.

However, you don't have to be tn the Sales Forecast to use the-Sales-range name. Figure 10-3
shOW'S how you can use this bul1t-in EnB1i,h·language range as a variable to create a fonnula to
make all the cells in a given row of the Profit and Loss table calculate as a percent of SBles.

Th" example 'MVS bale spreadsheet programming.The fonnula in 023 makes that ceU equal
to whatever .in 03.

• St!lect 023.
• Hold down the shift by while 023 Is ..1oded and then pmo the right anow by a lew

ttmes. That automatlcll1y selec:lla range of celli to the light along the row.
• Use the BcUt > Pm > Right commlnd to ropy 023 8a'OII the row. If your Hlection tneludee

023. which 1I1ockec1, youll get "'elocked cen error m_p (dooaibed In a prevloul tip).

Example: Variable to use aa Percent of Sales (P&L Example)
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Tllis simple Jormuln makts the price in column 0 ~ruJ1 to whattuer~ i'5 almllfy in column C.

Cell D23 is selected.The fonnula for cell D23 is; -C21

If you copy th'lt formula into the milt of the 12 monthly columns (EdIt> Fill > Right comma.nd),
then whenever you change the assumption In the first month, that change automatically ripples
through the whole ')"Stem.

•.LjIIUllil .... I._lka••~,,..
I..
I
• IT~Cnl.~'"

• c

fAte ....,.,
11:14 ...
.....n

C1~:!"6.,

D

<-(f'.a.:.
...0;..-:.. I

--~....
;;'):I.~::

ua .::lZ!

iDII
o

Lock'" Cell Error
A$ you copy the tonnutIln 023 end paste bin thlloIcwInQ cells to ItS right liang the raw.
you eM', .... Inlo eel 023. That WOt*I produce • 1adted CfII' ......
023 IS locked _ • price lor tho year by -.g_ ......... by

totaI ... .aId.

............ ...""'1', 11,.'1"

Notice the use oftht nnmed rrmgt "Salts"as. a variable in the formu.la shown. algo tilt SB6
which will always refer 10 the Bcolumn when II5I.'d in any othercolumn.

The example shoW'S a Profit and Lose table with cell C6 sell!ded. The fonnula for C6 cakulatef
that cel1 by multiplying the variable with the range name·Sales"by the wlue in '86. As with a
previous example, the reference to B6 uses the SB6 to make sure that the reference to column
8 Is a~lute, and the reference to row 6 is relati~. That fonnula was written into C6 first, then
copied to cells D6:N6 and P6:S6.

~
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Range Nam••
Just 81 the formula in fiBure 1~~usa"Saln"a. a named range, you can ute dozenI of"other
named ranges ..vulabln.Th_lnclude SaIn,1!amtnp, Inventory, GraooJ!WBln, etx:.

Ra_Nameaa.. Ral_

Range namet automadcally adjust lor dUlerenI c:oIumN.The formula __ In<O~G wID
show the value of IB1es in column G.That same Connull in column D wUllhaw the value of
sales in column D.

Linking Tabl••
Ra8dlnll Built-In Linn

QIck on arty ceO In the Sal.. toW of til< Prolll and Ima table and look al Its formula. Il'B llnklng
from the Sal.. 10...... with aom. aprudahee' JosIc (the IF portion) to specify which 01 the
various Sales 1orec_1a actlw. .

Building Your Own Unn

Errors ualng Ranga Namaa

#VALUE

Range names will produce elTON when used improperty". Por example, the range named"Sales""
starts in column C and spreads acroSl multiple columns. The IOrmula -Sale. in column B
produces a #VALUE eIJ'Or because there i_ no valid wlue for thAt column.

However, a range name that occupies a single cen can be uted as • variable anywhere in the
financials. For example, since the range"Stamng.."ymr"oceupies a &insle ceiL you em UN the
formula ...Starting..year anywhere in the financlahl wHhout getling a .VALUE eRlOl'.

You can use the spreadsheet power to build )'Qur own links to fit your plnnning needs. Here nre
!lOme ecamplu:

Example•• Linking Tabl••
Example, Link from S81e. Foraca.t to Profll and Los.

Assume that AMf plans on payhlg royalties equal to 10% of sales of software. We can build n
formula that does this automatically. That formula 15 demonstrated in Figure 10-7. We take a row
in Profit and Loss namedRRoyaities"and link. It to "the row in the Sales Forecast that contains
software sales.

FIGURE 10·7: LINK FROIl SALES TO PROFIT AND Loss

Tht ftmnurn for roynl,ies tnkts 10ll1r. (If row 25 in flit SnlfS f'tIrecm'.

The formula fonell C6 In the Figure iO..7 is: .'Sale ForecasrtC2S-o.1

You can type that formula into your Profit and Loss table, or you could (0110\.... theM atepl:

1. Use the Edit> Row Label command to change the fO\V label from"Other"to"Royalties."

fl"'=~ lllolUij=l rj,,:.!"~

(&:;a1 I:-Hl> (111 0:4
:))~ 'I: S:G~ 'Z! .1 31:0:

iat3 55_' oa; 1'1GL..~
\I'J' (' n f,:O-' r'l f:,!="_"I'"

tFoij ~~ ~-n flJ ,,""1
I I 1."11 '." I

•u

J_ h. ...

~

.:.( F3tltI.-·)l"·u~:;'C-1..
1 Protl...~L........S-~
I_J_'_
.. nirr.r.t ( .... t'#WM
~-P1lllhn:titlr1 ",,"I.'-----=HI"Yoolltilrs

I
-.-10... (; '$....

, en.......
I' (l .

Paatlng Ranga Namaa

When you copy a formula using a range name and paste it into a new table, BUSINESS PLAN
PRO automatically changes It by adding an underscore character and a number. It hu to make
this change to keep track of new range names.

For example. paste the fonnula:"=sales" Into a new worksheet and BUSINESS PLAN PRO will
paste'"=sales_2" instead.

You can go back and change this, but the default will happen that way.1llis haRdling is n--.y
be<ause the named ranges are in different worksheets,

IIIIlI!I List of Ranga Nam..
A compIe. lilt of the~ IW1g8 nenMII for BUSINESS PLAN PRO cen be Iound In
_IaAdlhlsmarull

w
'1;.......

10.'
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4. Colothe~""""""""ItotIftd_h __""".
S. PIN! rh, ceD lor Ianuaoy ....al_ On 11Io ......... coD C3) 1IllI_LThIo WIll ..."'e_coD.

\bur 'onnula tcIit hor IhouId It IhItpoIl\l_ 11Io ................ IW awL IQII
6. 'Ib maIc< royoIIIoI ..... 10 only 101l of.... ofooftwut, _ two"'" 11Io ......... '0.1
7. r_ the llN11IIlby.

\bu .... probably 1oddnI.1PftlIIt and t-1Il1h1t point (.... aln out -.MI..............•hould n.., be ras'u
1l> put "'I._Unk_h__
• Copy""'0.....,..,-......... (coli C6) Iftd _Inlo _ _ .... 06-.N6),

.N! yean ..... and Ihnor (N:<l6lor,.._-.... "'11I pion 1N:J6l.

ilIIII Cell ...,.,._ In UnIled.bln F-'aF' ''''11w._ _.IlIy_.._ llIw....__-...,.""" _..__ _---
EXimple: An IF FuncIIon In Prollt _ a.-1lnllecI to Row
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'2,000.
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•_......_-
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FIGURE 10·10: POWIR VAIlIMLE8 IN PROFIT AND Lon

The spreadsheet programming~ all expense rows grow Ihe same rate assignftf by thepower mrilJbks. The formula for E:1.7 shOlQS i" the illustmtion. The formula jor cell F27, forexample. is sE27-AssllmptionslF$10. .

Figure 10-11 shoW'S a portion of the same business plan's ProAt and Loss table in the annualarea, to the right. As with the monthlies, the power growth assumption is built into the formula.The formula (or cell P21 is =02r(AssumptionslP$10).The row number lOis absolute, butthe column letreT P isn't because the Rcolumn is alto used fOT tht fonowing year. The sales and
personnel tables haY\! similar formulas {not shown},

,.
•

to'\l'"(JI J.Utlo1'M1t·, \;'•

I Ell 1«-" ....... ' • ''Ii'
i~ . • .. ' i. fIr I \ I •
~_1 ?.:?.:,~:,.~'7::1t"._~:'~i<fj.;. (/':

I I
~ IC'.II\I\ .....I\• ......chi!"'" Ir ctHC_"~ ~. "

~.. ~~=e~==~=2=~f~~::tl=:i~~~~~ g7''' ""'1 "Ii,.. "...~, ,."....
.11 .. flUINI.,.. ~~.c:lII;;..1 ,p,~ :'J!!.~";2' U6,4:liC» w. flP.t I ... r"'!'lll ~1,~, '1;:=r
.. .... '....... ,1-, , $W1 l:.ut ',I<-flPlIl ~l,~.~ "".,'SOII U,lIOJ :.1.!!'X'" ", all;1 ~It ~ pn~ ~~....'Ii_. litH: t"~1 r..~ SI.l:ll ~:,!W SV!::' !~..,.,,<.. n.._IC':hl' UGC ~lod ~~&I ~1~:V j

• , ;1.....l....-"lIlM,............

FIGURE 10-8: POWI!R GROWII4 V_LII

Figure 10·10 shows a view of how the Profit and Loss table looks In the monthly I8dion withpower variables linked in (rom the Msumptfons table. 'the {onnula shown in the ilhIItratian.for example, applies the growth factor to a monthly expense item. Notice the uee of the""S1D"'absolute reference, which if convenient lor copying that fonnul. to other I'OW3 in the~
orea. You can use similar 1mb to growth factors in the Sales Forecast and Personnel PaIn (notohown).

:1" '" ~','I.l· .,."""....~..:.."iM
""""""'. (. :{.~~-'.·i.l';.:;;~:-."'~';;:"" ~.~~':M---r;,-,"~-~~.:-: ----b p < " q. ,I lWIIl:lN! ....nulr'P.';"~ ••;,';i,,,:'Iii .7"· ~l~/I':~'.Jtt~i'~' . '.. 'I" ,."

,II no-.............. "'... 'lY':' - " Yo;' 'M~ ,'\,Y':' ·n.n~llr -ft.MIII:~=='~JW. '~'~~I "if~:l i~~ 1i~' -i~~~~~~~~·t n.hM nne,... CI!lIo .. "Iro; l.YO:: n.n-Ill n,tr'CiI n.tlW• 1i.1. Qn.lrrt/f : "'1;.~1 :. U~i 1.::._ • • 1 hJ. 1 ntt.l- 099....MII • cOle: _coacl .1 :0: ~ .0)1 .1 :n: J )10:111 ''l(NIIK. tnlIlt'. rn'} rn't.'1 I -,tit ~, I ·11IIj· I ,~~~~' , .
'11 ........., $Ie.... '. he U~.1¥J ,~11.,1.l t"..'l.:VJ t".nJ.k'1:1 lI~nnCkn" -".'17 "'JIl ':1):' ,....,0;.' 1-1.'" 17""1'1,. ........ Ao,--~ ..~,~ .~"'."~ ,'II,...... ~ -rl 1M~ ~r.. t-*'l'"..., 'l:~ -~,15 ILr '. , -. .. • ,.,

For this iIlustmtion 1U!' imerled rows i" lire Ctneral Assumptiom table and st:t up lite
power growth t1Qriabkf IJroIc,rI, nUl' 2003 annual fadms all!' automatic. btwd 0" monthly
assumptions and the furmuIa shoam,

The second columns (column B) of the Sales Forecast Personnel Plan. and ProAt and to.;)Te empty \v;thout prot«tion 90 that you (an program your own power variables. Once thme
variables are available. progmm the main tables to link into them.

Bulldlftg Power Varlabl_
Power varlabl.. ln aoproadoh.., a.. cella__ alhct many othar cella. Far......iple. in
BUSINIlSS PlAN PRO you mJeIll oet the p>Wlh _ ..-.. in Flaunt 10-9 In aMW lol>It,then 1InIt to thole puwth _Inyour _Ia.That at- you the _ '" dunp the/0...,." rapidly. do oenoItMty anaIyolo, .....-.ThIa -.npIe _.-sID tho GoMnIAuurnptlonltoble.

10.13 10.'4

~ • .1



•
JI1I

•~

JJi
JJ•JI

-
-
-

-
-
-
-
-
-



_1Ch__T_ .uet..... 'LAN PlIo MANuAL

Customized Formulas and Tables
Insert New Table. (PREMIER version)
\oYtth the PREMrER venlon ofBUS~SPLAN PRO, you can intert. brand new empty table
;0'0 your buoIn_ plan, IInkIns ~ tr> alrlplc.ThIIleI10 you devolop your own ..bin and odd tham
to your business plan. Once you've InHrted • new table, you can Do link any cell in. new table
into the entry areal of any of the main tables.The next exunple showI the \me of. blank table.

~•.c»:

S~U): ....,
, "

-1>i.>·~1
., .elon ...

==-:
"'1L'.·":' ,.:· ...:t:.;

".!n n~.m\IK)(X
t'l .

I ,

I ,

\ I
~I

......... ~

~, I
•. ; :1 l
,,to - I,_. I
.!J_.. ....,.....
, r... I I.",:'" 1
i":h .\.tw·.).....,;....;... I""'; I_.,

FIGURE 10·15: PAlInNG TO UaERoOEflNeD Tl'.8LEa FROM exCEL-
._. ..IiIII,..i

•. ~, ...•

Search the Help Index for...

Insert table, link a.bIe. add \IbIII

To Learn More AbouL.

hlseI1Ing • blank tlt:Jle.ftREMIER ........
?

1:1'=.'::~' ""'1 .t.:· ·r.:..' ~".":" •..
..=-....·:t~..."'............"'.<1'. "':".;c..' 1=-·...:.. :\-

o
Example: Linking Inaerted Table to Salaa Forecast

Figure 10-14 shows one exarnple,linking from a new table Into the Sales Foreclst table.

F,GURE 10-14: LINK FROM UaER-DEFlNED TI>.8LE INTO SALES

~ ",- ------------- r;;r-I·· ••: ••. .
.. "100, ,-..,. .' ••Ii._hOi ..... .,.. .... ."..., :....... '" .. ... .. '" .y .. .......... - - ,,-
'I "''''_ .~ ... ... ........... ~ .... ...:!.;._.....

" "M M_~ .. • ~., ..- ..:em '"~0t4

17te example here shows hew the User-deJined table links back into the Sales Forecast table. l&u
can add tables ifyou. haw the PREMIER vemon,

Here's how it is in detail:

• Select the target cell in the Sales Forecast. In the example, cell P15 is selected. That cell
contains the projection for unit sales of systenw in 2002..
lYPe the equals sign,. into the cen (without quotation marks. parentheses, ete).

• Use the Table pull-down list to go to the user-defined table that contains the source cen On
this example, it's User 1).

• Click on the SQUire cell. In the example, that's cell C40.The formula become. .'User l'le40

• Press <ENTER>.

Example: Paatlng from an Excel" Worksheet to a Blank Table

You can copy a range from an Excel worksheet and paste it into a user-deflned table. Figure lO
IS shows an example of the Excel worksheet and the BUSINESS PLAN PRO UIeI'-defined table.
If you want to preserve the formulas within the worksheet, it is an euy multi-step proceI.

,,,,:p.".:-M-"'I;'''~'''~-·~·'''5~2'''~'·;'';;'"'~'iJ;"~"-~"~"~'li~'-~...-,~~• fl"""'''JI /n:-.:-. ).#1'" ••.,.",.
f IS'" YM':II'I~ l J1; .~A'••l·' .,. ., 'Vt,~,,,,,},,,,, ". '.. • J

~~~~~~:' .ol~ ~ .~ .....::,:::'~•.. , .......:~ ... '~~:,..

, J 1,.'tWI I ;".'-1. no),':"
.C;oW4_ dI .t
• :..ft ""'cow • •. lit"
I :-< r.... ••• , 'II ... .a.I,.,_uc._ •.

• 9"··...I .' ....v ..

I ~:~:;..~':I
f ~ ~";;~:::

: _~ =~:'.u ,;tr.. ".:.I~~,i j..l.~._"·",~:f';l"""""'_"·~· 'L-.~.C'"':;'__"""",'-'''''-'--'''''''''-'''''-

The Excel worksheet on fhe top fl1t7S pasted into the BUSINESS PLAN PRO use,..deftned table
on the bottom.

1. In Microsoft Excel (the example was developed with Excel 2000), make Stlre that the
spreadsheet area you want to paste contains only unprotected cells.

2. If you have any doubts, select the area you want to copy and paste, then use the Format
menu, Cells command, and Protection tab to make sure those cells are not protected.

3. Within Excel, selecl and copy the source ar~a you want to use in BUSINESS PLAN PRO.
4. Select BUSINESS PLAN PRO. Use the Plan Outline Insert tool from the toolbar to insert II.

new table attached to a topic. Select the ~en you want to have as the upper left cell in the
target range. Remember••hose cells should be unprotected in 'EJ«:e1.

5, Use Edit> Paste Spedal > Paste All command,Your Excel spreadsheet will now be past«!
into your BUSINESS PLAN PRO user·de6ned table.

llpl on Palling from Exceae to BUSINESS PLAN PRO-

If you do work with this paste process. please remember these important tips and traps for
pasting from Exceltr> BUSINESS PLAN PRO: .'

""\
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BUSINlII8 PLAN PRO hal built-in 8nanctat....,... which tndudot _Iydata. lor 12.-.... pouJldlot. lor,. 10 lIvt_I,-.~buAd In Z4 ....... or _ 01.-tlly or _ )'DIll oI...-.'Y dIlaII, lor FOIl prof 1 oaI~ -

tG.ZO
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•

'Ibu can, however, Ule the programmabDlty of BUS1N1!SS PLAN PRO to add that kind of_
if your plan really needs it.That's part of the reuon for Including the fadllty to Mid addltioMl
wotksh_ On the PR1!MII!R-l.DaIns the ..cone! yeer In rnontha _ not be _
but It Is • lot e..ler within BUS1N1!SS PLAN PRO than -ns ell 0Y0r ......

Option 1: In••rt New T.ble (PREMIER ...,.Ionl
Here', , ,,,,,,-by-step """"pie that _ up. _ you 01 monthly det.ol1 /or. PIoftt and t
table. Figuno 10-17 show>. portion of thet ....nd yeer teble ..«wei poopmmed &om""'"
within BUSINESS PLAN PRO PRHMIER.

•

Expen••• but no Sale.?
You ccdd 118ft • PM with juII fie Prdlt and lou for expensesln the fi.... )"Iar. tMn start 8
Il8ClOl'ld pWI, Import the ProfI n LOM oI ... lIrst into your second. .

Import.£xport Shortcut for Second Y••r In Month.
You C*l export eny l8bIe end imporIlt tMQ Into your plan lo mlIke e MCDl'Id tJtJPi· ....
aecond copIIIt 01 ycu ...... penonneI, proM end lou. C8Ih now. and beiIanca atd
tune Ihe formJles to mike 8 second Y881r by manlhs.

mIJ

DIll

Option 2: U.lng Two Plans In BUSINESS PLAN PRO"'

Another way to have a second year of detail is to make a second plan, using BUSINF.SS PLAN
PRO.~ the opening balances of the second plan the same as the end-of-flI1lt-year balances
of your first-yt!lJr plan.'JYpe them as starting balances in .either Start-up (for a start-up company)
or Past Perfonnance (for an ongoing company).

To make the typing easier, you can U9t! the File> Import command and from the pull down
menus chose plan tables to import. Or you can export your tables to Microsoft Excel, open the
exported workbook in Excel, and, with both Excel and BUSINESS PlAN PRO open. copy the
selected items into BUSINESS PLAN PRO.

• Select the rest of the ceU. in this row and UN the Edit> Pill > Right command to copy that
formule th....gh the rest 01 the yeer.
The resulting table Is not protected, 10 you can work though the data cells however you
want. Por ex.mple, you can leave the.sales row unprotected and type in datB, or link it to the
oocond you annual wes with /ormutu,.or create yet another teble to contain teeand-yeor
sela,

• Using formulas, link the full·year summariet you need back Into the Yair 2 areas of the main
ftnanc:ls1 lObI...

• Print the additional monthly tabl" you've added os tlprendice!l.

You can use the inserted table facility to make your second year tobl" tiS detailed as you want. If
neceslNllY, add a seCond year sales forecast. personnel pian. profit and 10511, and cash flow. You can
use the main tables as examples, copying and pating, then modify the yean and the formulat ..
Jioqulred.

10.22

j.-

"I,. ".,:
"-'!-L.'f"...

"1Ir:~-:

"""1 '. t.ft'l' rtt'
'1,4 II 'I/i ,. '+'
~1,:A,JI AobA ":J.."'1 ...... r;'if-
·····-1 ....- ..:. _ .....t w• .; ~i! r e.. ", "'.' '.,'. "···~'··'h";"'·.' '. .;

., ". l .. '.. , , .•

FIGURE 10-17: MONTHLY TOTALS FOR SECONa YIAlI

"",~,~ ..•- , ,~'"

This example shows a seamd year Profit and Loss, programmtd within BUSINESS PLAN
PRO PREMIER version using insertat nftO tables ami mostly txJpy and,...

• Make sure your tables are set to show row and column headings (Tools> Options>liIb1e).
1. Insert the new table as part of your Profit and toss section in the Plan Oudlne. Select

the outline topic, go to Insert >Table> New. Name it"'Pro6tYair 2..
2. Go to your Profit and Loss table and copy from the row containing Sales down through

the bottom row of the table. Note the row numbers involved (probably rows 3 through
35 or 40).

• Go to the new table and select the same rows. Use the Edit > Paste AU command.
• Select the cell above the first column of numbers (0 in the example), and make its fonna

using the date func:tlon. The fonnu1II:
od.te(PS_StertlngVeer+l,PS_StertlngM:onth,151

automatically makes the starting month the first month of the second year of the plan.The
date function goes year, month, day. Make sure the day is 15, not 1.
Select cen 02 and make Its formula: -<:2+30,4
This will automatkaUy catch the next month. Hyour starting day I_ 15 and you add 30.4 to
each month column, the columna wil1 automatically show months.
Selecl ceDs C2:D2 and use the Fonnat menu to set fonts, patterns, bordel1l, and I'ROIt
importantly, the date format. Format > Cells> Number> Date win set the date fomuIt to
show, for example, MM-'N.

*
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FIOURE10·111: USER-DefINED TAaLE, PART 3

In this third mew of the sample, this comp,my's ""iI safes a~ estimated by taking totnl market
units and estimated market mare.

Th. ROUND Function

The formula Ihown in FigUre 10~18 roundt the calculation to the nearat whole number:

-ROUND(BI0'B2,0)
Here are more example. o~ how this function worIcI:

- -ROUND(BIO"112"l) roundo to a ....... dlocImaL

- -ROUND(BIO"ll:l,-2) rounds to the""- hundnd.

• =ROUND(BI0~2,-3) rounds to the neare.t thoUlQl\d.

The SUM funcOon

The formula for cen BD in Figure 10-18 isn"t shown.. but It " an excenent exemplI! of Ihe c.....
SUM function in • formula. The adu.1 formula ~ _SUM(B18,B22)

The formula calculates exactly as it seems: the sum of the aDs included in the IAImmation 1W\fI.
These SUM formulas are common in spreadsheets, and throughout BUSINESS Pl-'N PRO.
well. The SUM formula is used to sum unit· sales, totalllllet, and total cost of 111ft. Ir, u.ed to
sum rows in the Personnel Plan, in the Profit and to.. the Cash Flow, and Balance Shft't. It i,
quite common throughout BUSINESS PLAN PRO.

There is an illustration of the SUM function in Figure 10-19, showing the formula for cell 840 of
the same worksheet, which sums the range (B35:B39).

Merket Sh.re ond S....

I .... ".>iI••"'"
• e-r ..... UIGT ....._ '000' ~.

.......... .....' 7 ."........ - ...'"'it__ "I ~.,... I f.ul IUItl
• I I

- ...-C......,ad.a" ......_.11....._'...
.. c_ "-I "~i
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• ....... Z31.c.<' ZIG=',
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M
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:II .,....... til 65
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• T~ L....!!!1 '1.1.14
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7.z:J"
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Example: Assets and Depreciation

Although we recommend a much simpler treatment of assets and depreciation, Figure 10-20
shows a user-defined table (PREMIER version) that uses depreciation functions to help TrnInoge

assets.

The detailed market model then continues into its fourth section, which contain. percentap
assumptions ofAMr's share of the local market. Figure 10-19 demonstrates this.

The fifth. and finnl, section of the model multiplies the total market projected sales by the
assumed AMI' percentage market share, in order to project AMT sales of sy'!ltem5. The final
numbet'!l in raw 40 of that model are then linked back into the Sales Forecast, which WIS

associated with Figure 10-14 earlier in this discunion. iDlI Depreciation _.
Depl..c18t10h dBtaI ....... 101 aI ftn.. lUning fer very IItUt ct1enge In !he reeding
lU'Ib6r'I. It etso~ on.1e IllIea. Meanwtl your ..... forecetI his men unc8tIIIntr
on. hlgho<-. Tho dopoodallona~ Ill how to do depledll1lon d_ ond wI1)',..._111,"*,"'_._10_ .....-.

~.-

10.2l5
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?

10.26

To Leern More AbDUl••

Ins&ftklg • blank ....

•

S.erch th. H.lp IndeX lor•••

,"11M tabte, link tebIe, 84d'"
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Sensitivity Analysis (PREMIER version)
Change your assumptions, and record the: changes that reatlt. How ImIItIw" your~
plan to tow.r level. of ",..1 Higher ......1 More time woltln8 to collect the money? That'.
sensltMly ono1yoIa••

Spreodsh.... like the one now builtin'" BUSINESS PIAN PRO an • very powerf\lllool far
.ensitMly 1lllll1yII•. Make the chinS"" Ill<! '"""" the impIcI.

Example: SenslUvlly Analysis

Figure 10-21 showo • u..tul_ly UIll1ysiI done with • sing\e new tobIe _In'" the
pIon II • ploce to re<onl chonglnS -.. (PRl!MIIlII._).10 do thll with your p.... 8nl
insert a new table and then change aasumptiont and record the impKt.

In the case shown here, the assumptions are in the Cash Pilot table. OtanI' the main
assumptiona in that table and record the minimum cash balance from the Cub FIoYI.

Dealing with Scenarios (PREMIER version)
Many business plan situation. involve different scenarios.Th~ simplest and in many aspeCts the
molt powerful way to manage acenariOi is with different plan•.·Each plan is a complete flle on
I" own, ond OICh plan contl!nl. scenulo.The nonnll way to develop lICel\IrloI u oeporale
plans II '" ftnllh the main plan u the moot likely lCenlrlo. then UIO the FIle > 5.... As common<!
to save it again with a different name, and make the new one a different scenario. For example,
when the main plan II done,_ It lIrIt u'pessimlotlc'ond then lutly u·optlmIItic,·ond
manage each of those offshootl u separate scenarios.

Two Built-In Salel Scenarlol (PREMIER version)

Oulpter 6 explains how the 'EasyPlan Wizard in PREMIER. version gives you the choice of sales
forecasts, either value-based or units-based, for fNery plan. It doan't explain that you can a1m
use these two forecasts to manage optional scenarios.nu.t wasn't the original intention. but
it worb.1iy it. Figure 10-22 shows you how the EasyPian Vv'izard switches between the two
forec.....

F,GURE 10·21: SENSlTMTY ANALYSIS SAMPLE
---r~'rl~-~-~----~------------

You can see from the example In Figure 10-21 that the possibilities of sensitivity analysiS are
virtually unlimited.You can use different power variable settings (Figura 10-9 to 10-13), different
plans and plan names, or other options to change assumptions and record the results.

Slnlltlvlty Anllyoll II "Whit"""

The~ isn't a big difference between sensitivity analysis and ·what-if"analysis. When ecperts
talk about sensitivity, they generally mean a more rigorous and otpnited .nalysit of how 101M
variable. chanse when other variab~es change. When business people talk about sensltivUy, they
often mean the same thing as·what if"'analysJs; that is, what happens to cash flow if III. drop?
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In PREMIER tllmIion the f4syPldn W".rd' lets you switdl bf'twMI two salts formtstJ. o~
J~ct..ml more simply dian lhtl otlrer.lfIu Ctltl use this ftlcility to build two scenarios into your
pili•.

FIGURE 10-22: SWITCHI"G eETWEE" SALEs FORECASTS

• •.. ". ,
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This user table m:ords results ofa cash flow sensitioity analysis.

Develop Your Own Senslltvlty Analylll
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This it another good elCIImple of an input variable programmed into column B of the SaleI
Forecast.That malta chanstn. anumptlonlealer.\bu can chanp the rate of cancellation In thai
001.. _ by chansI"ll that oIn&Ie cell.

Suboalber montho ... 1llIrIy eay lor monthly projectIoN, but the tyIIem pis""'"'~
when you need to tnuuoIatellUbocrlber montho In'" IIIU1U&Ilonocub.Flgme 10-24 _ a
deta1led _tment 01 the oubocrlptlon or chum 5...._lor the yean, Inolead 01 niontho.
Some of the !onnuIaI requ1Jo deta1Ied ap\onatlon.

FIGURE 10-24: SUBSCRIPTION (CHURN) MODEL YEARS FORMULAS

For the annual subscriptions, each subscriber is 12 subscriber monthJ. Notia that nnvs 22, 24,
28. and 30 a~ hidden.

The new subscriptions estimate in 2002 (cell P15) is an input estimate. Be careful, if you.
are doing this kind of a forecul;. to build in the growth. In this forecast the 10,000 new
subscribers model may look ambitious, but at the end of the first year the business was
picking up 700 new subscn"bers per month. At that rate the next year would bring in 8,400
subscribers (700"'12.). Therefore the 10,000 estimate is not as ambitious as It mlsht seem.t
Am glance.
Cancellations in cells P16 and Q16 are also estimate, based on a percentage of canceIlationl
from the subscriber baR. How many people will cancel in a given year? Ifyour busineee
hall history you might be able to tum to that history to estimate. If nol;. you might be IIb1e
to research cancellations from other, similar business (publicly traded. perhaps, that have to

The effect of taking averages for these columns is appropriate to the level of certainty in
predicting subscriptions hvo and three years into the future.

Hiding Unused Rows with zero Value.
Figure 10.24 shows a good.umpte d t*Ing rows you don' need. Mhough thIe S...
Forecast needs to keep treck of newlIU~ and 10\11 subIeriber'I. th8'tI .,. no price
or ..... 1mp8cetkInI. W. used \he Format > HIde ROW' conwnend to hide 1h0ll81'OW11h81

wedldn'.-.

llm\!

releaR IUCh information). In either case, you need to make these assumption. clear and ro\V
16 Is how you do th.t.

• Cell pt7 prnents tot.! sublcriben at the end of the yea.~ u a result of the fonnula:
-N17+P15-P16 .The cell N171n thatlormula contalns the total subscrtbero at the end of
the Iut month 01 the prevlOUl year. Cell P1S conlainl new oubscrtbero lor the year. md P16
contlins dropouts. Thil isn't the number \lied to caladate revenue,. but It is .tIll.U\ important
number lor marketing, end bendunarkIng. A oubocrtpllon _en needJ '" knO\" how
many subscrtbero It adell end100e0.Many oIm1Iarbuo~ subocrtptlon-baoed or not, need
to estimate their monthly·chum/as this llaometlmn CI1Ied..

• The formula, in P1? n~eds to be adjusted for Q17, because of the Imp.'ct of the annual
numbers in column O.The cu'rred formula (or Q17 is .r17+Q1S-Q16 .

• The formula for ceU pt8 needJ to account for sublcriptlon monthll.These are payina; months.
and they are crit\c:al to calculating revenue. If you haw 1,000 sublc:rlbe~ for a run year,
they contribute 12,000 subecriber manthe. The formula in Pl8 is .«N17+P17)/2)"'12 .Thi.
formula bikes the average between the total subscribm: at the beginning of the year, and
total subscribers at the end of the year, and multiplies that average subscribers by 12 to
calculate subscriber months. .

This is not a perfect calculation. It creates a reasonable estimate.You could make that exact by
developing another complete year of months. This approximation is good enough for planning
purposes, however. In the end. no matter how detailed you make your future estimates, they
are stin estimates. We prefer to leave that fact obvious by not trying to bury estimated guesses in
overwhelming detail.

As with ro\v 17, there is a difference between column P and column Q in these formulas because
of the impact of the annual column 0 Intervening.The correct formula for cell Q18 is

.«017+Q17)/2)"12 .
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Working with Quicken® ~ ~'l
d >".1 CHAPTER 11: WORKING WITH QUICKENiID

VJ

~

Import MlnlPlan to BUSINESS PlAN PRQe 11.3

Matching the thor! '" _ 11.4

PraIIl & lou •E_ Ust Comp "'" 11.5

Manoglnu the IIolonoa Sheet 11.8

Davaloplng Budgata ll.U

Quicken8 Is a registered trademark of Intuit Corporation.

•

QuickenlflJ bookkeeping and BUSINESS PLAN
PROIflJ are a good compliment to each other.
Planning and accounting deal with the same
underlying business numbers, but from different
directions.

Planning looks from today ahead into the
future, while accounting looks from today
backwards into the past. A good business does both
well. The two applications have different purposes,
but both are related to the proper running ofa
business.

For customers of both Quicken and BUSINESS
PLAN PRO, now you can share information
between the two programs. The examples in this
chapter show you how.

•
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Profit & Loss - Expens. List Comparison
In the following nlUlItrations, you can lee how the order of expenMI t.~t tMtw.n
QuIcken and BUSINESS PLAN PRO.

Quick.'" - Profit & Lou EIcpeMM

Pigu.. I1-2.h.... the !'loft. and to. report procIuced by QuId<en.

FIGURE 11-2: QuIc:Ic!NID PROm AND Lou RIl'OIIT

Th....... af the Quicken reporl deperuIo OIl /he catqorieo you tsl4blirh i. your Quickenfila

INCO..-Cool ...
TOTAL.....

TOTM.IMCOMI.

EXPENSts...._...
RMP"_..._..
w_

TOTM,IDRMlEI

0VE1Wl. TOrAL

jf~teI.l);."i1$1M

......
·:JB1.80

UIUlI

:t.m.II

..........
"""................

-731.0ll

T••...................._..............
Pro;'ctnob I.itt

....m .
Proflt.leM ........

~ol:_."",

QoIickZ_ Report

~.eR'"

BUSINESS PLAN PRoe - Profit & Lo•• Exp.n•••

Figure 11-3 011.... the Proft••nd Lou ...temen' in BUSINESS PLAN PRO.

FIGURE 11-3: BUSINESS PLAN PRoe PRoFIT AND Lou
l ___ Lon

!l!J~F"Ccilaln ',.j" ..-~ 1I.'\I,1"'l '"

I en 11 179

" .! A
~"". Ii

l . __.~ __ ""~ ..........___ ..:.

1 Pro FormGProflt-o"n(fio-ss --Z- Jon
3 5.... $3$~~!4 DI..e:t Cost or 5....'• othllllr Costs: of Soil.~ $.9.
7

Totol Cost of So'-' -~• ...,"• 14...roMOftllil
..J~_ Cross Marvin ~ 92.37%

t' Expenns:
1·--.1L Insurance, business !:;~~

23 Rent Paid
24 Supplies, business
25 Utilities, business $'15
21 waoes $31.009
38·

~4'37 TotaIOberatlna-Eii'ensls
!--if -- NotProllt ..~~JIJ. "r',J'.....JSJI•• .

•
TItis ilTlJs/mrioll shows tile correspondit1g BUSINESS PlAN PRO Profit (Jnd Loss table. Rows
20 and 11, w/lich contain ItO data. an" 'liM!!!I by "Ie Formal> Row > Hidl! ammUfnd.

Malchlng Expense Order

There are normany differences behveen the hw lists:

• Quicken organizes expen.s in alphabetical order, while BUSINESS PlAN PRO organizes
according to hO\v~r you ch~to name the rows. Therefore we recommend that you keep
your BUSINESS PLAN PRO expen5eS In alphabetical order, to match.
BUSINESS PlAN PRO separates internt and taxes so it can .how Profit Before Internt
and Taxes. Quicken doesn't separate these items. Interest and taxes appear in repom

~

11.5

•
11.8

•
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_11, _

•• op...UnS ...,.....10 ma"lho BUSIN1lSS PLAN PRO__tha 0*Un
.ta'ementa, follow .......
1. On Y"'"' GananI"-'PlIoM MlIIx .... ani In__10_.".willmake yow 1lUSlN1IS8 Pl.AN PRO anI__..._.
2. On tho PJOIlt anll.-lUIo ~ BUSIN1lSS PLAN PRO, _ tha...... >__ >HIdocommand 10_~_

3. IJae "f"I1llInI....... _In """"' ............ -..Io__ond_Your _pionwIII_ tha QulcIoIn_

• BUSINESS PLAN PRO........ny pta 110 .,..........."PO.... '""" the _ PIon aniputa 'h.m at 'ho lop 01 the lial aI_.U.I...,....., In. ""V MlIlfOI·illynIII."Quidlen,a. 'he a'her hand,__.........................11,..._10_ thaQuicken ...__ daoaIf~ 1IUIIINIIII PLAN PRO, ,...__..........
1. I....,. yow""""'" Plan"""''''''' M""'" tha pion. ond__ >__ >HIdoIa hid. the 1'lplI_~ ,...,_.......Add__In _lorwe.... and typo,..., _ cIInIclIy IrIlo that _ ...... _ ~ ,.", ....

10 match tha 0*Un~
2. II you '...., 10 _ the _Plan _In,..., ....... ,..._.AplII wIII",.u'ome.....,..__ will nat be In -uy ....__In 1IUIIINIIII PLAN PRO,

boc.u.. FoyraI 10.' Ilw .........-aI.Ip1I_..'_r.~ the-.. ....numb.n wQI match.
3. You c....... mak.Ih.__h "-ly,_1a*lIthe_PIon_.Add. _In _dna__ that __ paytoII, hIdt.. _ tha .._f"'YIOn _.nd the ... that_lha__~ _ .... _ ........""1""" _In _ .,phall....... anIot, __ M"WIfoo"1o _ QuIdlaoo. ond put

'he fonn...·opayrcIIL__1n1o that_-.

• BUSINESS PLAN PRO ...... _ Ilaft ....ma... .,1nla tha__
O.pr.d.IIon.II_Ialonaw , , •• lorCalhFlaw ' ''I ".......II you h.ndIa dapNdallaft In ,.... 0*Un I , ••'''.Ift..-_,..._
.Ioot.dud 1••• InIha_......ondIncludaMlntha_....., .....depradallan. 1 11 thaI pula oIop",_ aut ai_in IIlo _ -.compored to tha QuIcken plan. MIo._lor"""'"__........

e
-_ ....-

I

I,~
I

.. lIt1""."'-inti IfllI Aaaounllnt T....._ PWl ...,.=lhn IIlII ca...n 11 , ,......PUrHMo _ .._.
lU "..
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.... .. .... .. .... .. OJ

".. .. .... .. .... .. ..
(Q<lO) II II
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•

This variance analysis results from typing the /lumbers from the Quicken report ill Figure 11·1
illto the Actunl Profit alld Loss hrble ill Figurt 11-3. BUSINESS PLAN PRO PRfMJER dor$

the ""riana auJomatically.

...1c..tI.....

Impl~ment.atlondepends on managin& results, and w.rlunce is critical. The link betw~n
bookkeeping and planning is part of what makes that \York. For more on implementation, Hit

Cbapter 9, Planning and Imp1ementadon, in this manual.

p-r'ont-.nf{Lou(lncom~Statim.nll

I '- i

From Quicken. to BUSINESS PLAN PRotl (PREMIER version)

Plan n. Aatual
WIth the calepIeo HI 110 motdl. you can lhen Il1O your p....YO••actual tabl.. in BUSlN1lSS
PLAN PRO PR1lMIIlR 110 m..... _ pion ........ JlisuJo 11-5 shows the _ (the
p"'-YO.-_ compsrloon) lor the _lea shown In 6_11-2 ond 11-3.

F,oURll11·5: VARIANCE FROM QulCICE.... TO BUSINESS PLAN PRotl

llii 10

....,.
t ... C..T_'.-_____.r......_ ... {,. - ..E.. _ .....

l .. --...__

'" .............'-
I
~'_ I .. ~.-.-
""-_..... , u......fIlIlIL.
,""_ I .-... :,1

,.---~ ~
:u.; ~i,''-

The Quickol bud'gd Ie& you ftledthr rDtqor'its yo.. WGnt to wark em, l&t that to _fdI your
cafr:gorirs in 'BUSINDSS PlAN PRO.

Developing Budgets
If you match cotesor!.. ln both QuIcken ond BUSINl!SS PLAN PRO, you haYo a c:halce:

• Develop budplllin BUSINl!SS PLAN PRO ond-.them to QuIcken. Let Qulcken
IwIcIle the pion YO. _ onoIyIIo. .

• (PR1lMJIlR veroIon) DewIop your _ p"'ln BUSINl!SS PLAN PRO PRI!MIBR, NIl

your bookkeeping with Quld<m, reconI_ reouIts &om QuIcken Into BUSINESS PLAN
PRO PRIlMJIlR. Let BUSINl!SS PLAN PRO PRIlMJIlR hond1e your p...-...._ ono1yIIo.

From BUSINESS PLAN PRO'I to Qulckenll

In this option, FLgUl'e 11-4 shows the budset area of Quicken with the settings to select the
colegorl.. 1nduded.1fyour co."8"JIeo INIIdI. you'D be oble to Ilmpllfy1ypIns,....._p'" bu<Jset Into Quicken. The key Is_Ithe categoria motch .. tho. the__oIso
mab:h... Open your busIn... pion and your Quld<en boOkl<eeping. lind the bu<Jset .... 1n
Quicken, and copy from BUSINl!SS PLAN PRO to Quicken.The Quicken budgeting Is a a1mp1e
one~by-one procell.

F'GURIl11-4: QUIC~ BUDGET

w
~

11.8

•
11.10

•
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CHAPTER 12: WORKING WITH QUICKBoOKS<!)

For Q!'Helaa'. Pn:t.Ql1D1.~ ~I £ .......,.. , 11.3

MnlhInIIIe a..t "' 12.4

Tho 0''''', ,If. "'" IrIlpart 12.1

Aftar lie OU'dc8"I.1rIlpart 12.12

O.ul.pi. Your """"- IrIlpart 12.1'

Ol\.l,pl,. ond Mol ~ 12.1.

Qu~ ... ,.......hdl....oIJ111u11Cas d I..

QulckBooge Is tire SIIlQlI!1uslnal.timdard fur
!Iook1ctepIng and a«ountlng. Far _1IIIlII1 !ItIsirraIIes
1c«p books with this application than with all otllm
combined.

Ifyou use QulckBoolcs Pro or QulckBooks Pmnlu
fur your !Iook1ctepIng, you can also wort _I,y with
a !1us1_ p/Im In BUSINESS PLAN PRO" that
matclra the book1c«ping system'In QufckBooks. )bu can
import your sales, COlt ofgoods, and crpense catqDrillI
automatically, 10 you don't haw to rftyptI. You can-also
use pa.t datil from QulckBooIcs as a ItIIrtlng pointfur
est/matingfuture rauIts.

Remember; hOllltWl; that planning Is dlffmnt frrml
aa:ountlng. BUSINESS PLAN PRO g/va you a .tllrtlng
pointfur future llItIlllllta, not a .ubstltutefur detllJIed
accounting .tIIlrrMIII ofpast /WIIIII.
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For QulckBookeil) Pro or QulckBookeil) Premier
BUSINESS PLAN PRee hu a QulckBooge Pro Import lunction whkh pve. you an optbNud
Import that pulls your major ca"il"rt.. and uaelulinlorrnation &om your0"'_ (aJthoush
thl, appUft only to the QulckBoob Pro or QuIckBoob Premier Vtinlona of OickBaokt).lt
doesn't attempt to duplicate your bookkeeptnS or IC:l::OUntins fundiona.

Limitations When Using QulckBookoe BASIC

The BUSINESS PLAN PRO Quick800ics import depends on intemal ..""bilities of QulcI:Boob
Pm and Premier venians, not available in QuickBooks Balk version. If you 1.$! Quick800ka
Basic and want the additional compatibility for your BUSINESS PLAN PRO. contact Inh.llt to
upgrade your QuickBooka. Contact information is available at www.QuickBoob.com. Wlthout
the upgrade, however, you enn still work easily with your QuickBoob data, by uaina: the
flexibility of BUSINESS .PlAN PRO to match your (ategorles In QutckBoob.You can foIb,., the
matching chart of account details and create your own (JtJickBooks capabilities ju.t by adjuatlnJ;
row names to cateSOfies.

H..... what the Qulcklloolot Pro import lunction will,.. &om your Qulcklloob Pro dala:

• It will import your Quick-Books categories for sales, COIls of gOods, expentes, and other
income and expmlet.
The import will match ma.jor categories only, not subcDtegones. Accounting inforT1'lOJtlon for
subcatego~51Vill be summarized In the major astqoMS.

As an option, which you controL It giws you qUick estimations cJ future amounts by taklnl
<zpproximare past amounts and applytng growth r.ltes. The .approximate amounts aM only
slightly different from accounting totals.
As an option, It gives you YO\.lr most recent balance and puts 11 in the Past Performance tabko
where you can usc it to estimate the ending balance of the last period beFore the plan starts,

'.:'::t ~,I'
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The QuickBoo.b Projilllnd l..ol!IIl: is onl!' ofits sflU/dam repor~, This ;$ till!' condensed Profit and
l.os5 ftJr d fiscal qlUlrttr. Note that in this versioll the caregorits: are cdlnp5Cd, not c.-ponded.

Some fine tuning i. n«dMl)'. Before we imported from QuickBooks Pro for this example, we •
first let the categories to include a first anci a lallt category_matching the Iirst .and last categurtn
in the QuickBoob data. That meant setting the first C.ll~gory to"AutomobiJe,"to match the

Matching the Chart of Accounts
Working these two applications together ,tarts with automatically matching the categories
.. your lulure plan will mat<h your pal ret!UllS. The import from QuickBooks will·... your
ca"ll"d.. in both .pp\lcallol1l so they mat<h weD enough lor anaIysl. and management
ltackIns- PJsure 12-1 shows the Proftt and Louin QukkBooks. fIsuro 12-2.howl! how thlto can
look almost Identicalln BUSINESS PLAN PRO.

FIGURE 12-1: QUlcKBOClIla8 PRllI'IT AND Lola

Bringing Piannlng and Accounting Toget.....
Quk:kBooks end BUSINESS PlAN PRO have dIfterent but ....., putpouL ThIs key 10
bringing them togethIIl' is behg able to show 1M IIIim8~ In your BUSINESS PLAN
PRO prqeetIone It ~ yourOuldtBoob t .7 ;1 ... ThIs gFwts you a".., powwt,lItIld
ror planning and~

Impon from QulckBooka Pro for forecasting. and _gorIN, not
exact past amounts.
The QuickBooks Import wi. not;tv. you -uti dupecaa., of)'OUt QukkBookt.~..........llmInsl-"""_ ~_""""' to """"'.•wit .... ,..
~ .nd ao.. ..cadi yms cen U11110 fcncMIthel'ulln.

...

..

~.....

12.3

•
12.4

•
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Qukklloab -..II, ond "'""I1ho .... ClIlwpy "'''UI'alI"""",,.....-·... Iho_..-n, U.. th,Tab1o modt1ldlla- LoIloI ond Dolllla- _ _ ........'
AIm' tIl"mport. ... _Iho_.a-. HIde -....ncI ... hide .,_Ihot
hold uro Vlluet, but Wtfttndudld in ~I'l." Wnport. Far= DlW'hIdM....... It. .. h .._III_zs. 12-2_1ho.... __'-
1IbI,1n 8US1NUS PLAN PRO. 11_ by lint IIIIbwtIlo '. .. .....Importlnc til, _ hm Onht' I .....-1II1ho _ Ill 1'ha_.hown ... tllkIn hm prowtouo 1Iul muItIpIIod by ..-_ 'I'hII" not •lOl.,h:m,,'nl or P.:I.t Mutt-, bul a pLln ror the lutura.

FloUII112-2: MATCH eullNUS P\.AN PR()iI WI1IIQuMl~
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FIGUItI 1203: WIzMD •__ OllCllBoo.we

AI )'OIl CIIl _ In tht BluoltIIlon, Iho mat<h Includoo 111111. major CIltpiot on both .... EvonIho lIIal yur__""""" Iho Qukklloab """""".The ....... _ dItIlncloDd In III.Qu\cILIolU _lion... ond ",.:o,,,._1Id I"" ""'1' _Ilrlln 8US1NllI8 PLAN PRO......... II mall:h. MattoI"ImpoIt...-" II1IllmIII<, 1Iul ..... " _ .... 1Eal1nU ... cia If)lOU~. )IOUI' at .111 to match....,..
The QulckBooks- Pro Import
The Qulcklloob Poe JmporI__with .. option IllIho """ _III FIpN12-3. 'tlu Irllihe !DtIyPll:ln Wl:unte )'O'I'N working with Q.tk'k.... ., It ('nft ur a r1nn tomall:h,

»II "'" EMr""'" -."II"_,...,... .. - ••tIt QuId""".'r ......
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Row Labol commend. BUSINESS PLAN PRO wonl d.I... any~ eU, It_lknow YOli don't want them there-to to make ecpehln makh exactly, you need to l'Nb IUNthey start out Without any extra. .

Bcftre importing from Q"idcBoob,jor thi!l (!rQmpk,~_jiBt and ItI!lt catqoria to maldt
the first mId la9t categories of1M QukkBoob~.

Thelmpol1 Proc_
The next step is the import pmos ibelf. Go to the File menu to find the Import CQIftInand,which brings lip the form shown In Figure 12~5.

~_(t ... I~

_~...J~J~

~

'"' Import Quidloob inco.... <ICCOUI'Ib: IQrtN.., Ii:qa,t-p lmoort QvIdr&cd:, <llCP<Ifl.. ar:atUrlb lor th<IlJroIIt.. tautm(llll't~.b""""~-.r~""If JOU dllId: thiI tlo_ ... nMdto~ y__ to
'" ~ Stwt...."..,...". ""' 1eCtian~ thltE.r(IItIn ww-dto r",....". "' ".~1_Jl__~ .

FIQURE 12-5: SELECTINO QulcKBOOKS IMPORT

til..... , ..,«ttl,. ilion' to ir.-tfrDll Quidl&oob Mlcrw.

FIGURE 12-6: QUlcKIlooKS IMPORT OpnONS

-~

You have optiqns wil}J QuickBooks import. You am cll(xJSC wlJich injornlatioll .'10" wan' to import.

Figure 12-7 shoWl the next.tep, which lett you decide whether you want to bring In vailies fromQuickBooks, for forecutin,~ or juSt account names (e=ategorletl).

s./m th, Quk.l_ hnporl opti<m from th, inputjmft.
For the ntxt step in import, BUSINESS PLAN PRO needs to know how much informationyou want to import.You havt the options shown in the tom in Figure 12-6.You can importinformation for income, which Is your sales infOrmation; for expenses, and for past balances.Thisis the first set of choicll!!1 you can.make.

•.r
100 .
10

19
10
so!

'0

$0
10

19
19
~I),

$0

..
~o

.... .. ..so - ..--..-:l!!

:::J ~ ...'iirJ _.1;-, ;. Iii! E t'i

---_.._-----, --_._~-_._ ..

$0

iO,
19

QulckBooka Import M....... but Doean't Ile'-Ia
BUSINESS PlAN PRO. nat dIIIIe I'OWI tQ mike yaw........1ftIIDh......InQulc11 ,,·Pto.."'*'*.........._IWr*,lndr_dDri't...n.It INw4 twn • ..,... In BU8H!88 Pl.Nrt PRO. n....dtIIMII. To mike .....""lch,)'OU ",.,.. ............. ~)'CKnII.",bebe htmpon.

~ ftotallneam. $0 ; $0 $0: i;.-:<=- I: t; t:18 iGroSS PrafIt 'fl. o._~: o.ooa~ o,oo..;;"'-~(tt E.....ur.
20 lP_yroI
21 ;~tion
22 lAutomo~
2J jUtilltt.I'·
»- !

" I~~35 :Gross Profit
JI . totherI~

--'39' 'lInt_it tncome
... ,Ulher Income 4ccaunt Name

,I I

T~J~~""~ 3'"r C22 -[0

• Set)'OlIT first met lut accounts to match the fbt and last accounts In QulckBooks. In this
eX.lm~ we Hi the ftnt row to-Automobfle-and the r.t row to '"UtUltie.WWe UHd the IdltRow Label command In the Fonnat: menu.

• De)ete any other accounts Ihowfn&. The Import wm match vaIueIlf the aItesory tideImatdl, but will not cNnp the cmI...·Rent:fur .....mple. ond·Jnsuron...... induderIln IIutstandard new pi," withBU~ PLAN PRO. II you donl del... them brim! bup",1lr...they will appear out of order after Import.

F,GURE 12-4: PREPARING PRom AND Loss '011 IMPORT
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M.klng your ........olIo...

In the next otep, If you chaee to put data lor forecaItIn& you ..tth.~parowtb ...to -'an to eel.., coetI of end ~.1!ocIl of theee throe pertonteplP"""h'" wBlbe uoIll"e<I to the enllre catesotY 01 put deIo, to ...... lu.... P"'le-

FIGURI! 12-1: SETTlHG PERC!NTACIa GIIowTH Ea1wA_

Import from QuIcka......

'TM bal.-al~ frotn·QulddoakI."1Iom the Itbt Mel you're~._,..."" ......1Ile_wl""'__"""'''bcilinv litHIt ,..ub.THlibp," YOU,,", CIIIPOlVllf to'" Il"CtWChr ~'Olr.~'.-:..-:JI••tt1 ... fDr'.mbrlfor ...."'to ,ourNIt rtllUb , _

[10"" I~Grotl6..
n ~ COlt of Gooch IoId GroWth ltD

m ... !lIpM..1 Gfowttl"*

After the QulckBooks Import
Th. Qultklloob import _ throe tablee: the ScIee Forecu~ the Profit and t.-, end thol'MtI'er!onruln<e tabl•. 1t pu" your put de.. and your growth loimulu Into Sol.. end Profit.nd
~ and your moot recent bolance Into Foot Performan<e.

8alaaF_

P1sure 12-10._the BUSINESS PLAN PRO eeIes _ produced by the d....nd
assumptions we UN for this ex4mple. from Rock Castle Construction. There Is only one line for... ("'Construction..) and only one for CClIU ofaood.ln thit example becauH' the toUR:e' tile InQultkllaob!'to hod only the sins!' cateptes.\bu con ....... In the example how BUS1N1lSSPLAN PRO hendled the projected 10% growth ..t. Ji>r sol.. end 5% goWth for ""'.. 01 goodo.

BUSINESS PLAN PRO', handling: is intended to make forecasting easier. You can~ the srowlh
ra~ you assigned during input. so it is easy to change.You em also see, by eliciting on any cell,the formula that preserves the previOUS dahl and asstsns a growth rate. In the rxample,}'tlUsee the growth rate in the Bcolumn, Cell C4 is selected, sO the edit bar shows the fotmw.:....18111.82·{l+$B4)."'The 18111.82 wID. be either your previous sales or a dose approximation..and the"(I+S84)'"'wl1l be the appltcCltlon of the growth rate.

~ ~~~ FlOUR!! 12·10: SALES FORECAST AFTER IMPORT

.., f', iril I: • "

$1'-;••

,I ...

- ~--
5'96 $:209

lif~l

• c 0 E

NOv

~'6S $6.147
iVa=- 'OL1,"

.!!!!l!. ,1Mit
'00

,,'..... IS.. '__ ::iIlfije--:::iJ •. }r---64: .!.:'1B171.n'"(1+$i4) I• •t 1..._-.....---r:__
4 'Construction
1 ;Tot....... -~~

t Dlnet~aUIIlIlB

~;-~~
The sales furt!CJl$f after import from QuickBooks puis you, growth rafts in the second column
and appIitJ lhrm 10 1lp}Ifll<ima""'" ..."'"from /he Qui_Pro do...

To make the mustration sho~ we uled the Formal> Row >Hkle command to hide leftoverrows in the Sales Forecast.The QuickBoob import doesn't do that automatically,

You ...,lh.. fiInn In ... '"""'" "'...... ".,.....' 10 ""'-' yo.,,...1 year. QuU*Boobdata into estimatJ>.$ for!JOUr nm pltmning yen:

The import process will automatically assign growth rates to all of the ~levant catepriel. It wiD
~utomatically multiply each month'. put 11S.I1t,. in l!RCh item in each category, by 1 plus the!growth rate for each month in fur dati.

_ QuIckBooka Pro Dabllmport I. Nol fuel
BUSINESS PlAN PRO ImportI QuIck80cb Pro dIrtI, baed on wtllIl:. awIIIbIe In.__.... NoI .. """"""'_ .._.Tho__.. _
forf~. but iii not .... PIIynJI, for..~. gets only en.",... .... eo. cIMlIeIby 1210_"""""",_

\

12.11
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ProIItand ......

The Profit and l..otI, most important of the three, already thows in Figure 12-11.The Importsettings customize the Profit and to. to match your QuidcBooks.There are iome Important
special Situations:

12.12
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1, Qulcl<lloob P", pullUnoo ., ...... wllIch It_-."' _ tho 1IlIIloN, BUSINllSS PUN PRO, -...puII......s_ oo1lI _!OWl, on tho P\vftt IIlIIloH.Tho _ loin _ SoIoo""-- .
2. Th. BUSINllSS PUN PRO _lor,."..._In tho ...... 1IlII~ .......Qulcl<lloob J'loo ...... ,,-11.11,..._,."..._.,...Q +n 1111 ....

then_QJ±' ,1o,."... .......1Ioft............1Il It., 11 1I thooporotInl-. Cl!ncM!MIollldr.wlIhO"4l1'''11 ,'11 ; thoPenonnol .... tIbIo 1n 1IlII~ ."ollldr.wIIh...~I'loa"IlL • IIlIIdel~ _Impo<lod ""'"~"I: can hide tho buIIt:ln JlO1lOIh ""'"BUSINllSS PUN PIO, doIJIJ tho Q .......... ·op.:::f.Oftwhlch )'DIl_.Intho.... "' 12·l1 _lohldt_ao. _tho.....~lnIold '1 ..
3, OcprocbItion 10a. _.1U8INII11'tAN PRO_ d , ' 1 F10........_ ...properly. D.,. 1 H ,_~lIIIylntho__...._,_,..,..,_tho'...01_-.

4. 8USIN1!SS PUN PRO malcao I'IlOI\tlIIy _ ""'" 'MuallolaIa lor ...,.1_.DopracIotton.lo, aompIa, ond~n .ro......bIt 10 llUSlNllSS PUN PRO only._ua1
IotaIo.II taka tho 1olaIa......... '""" lmpoIt lilli_by12 10 'TP"'."''''.....1hIy ........ThIo INIl' IlOlbalolaal. ""lin II-. _ monlhly _IlOl ..........

Tho""",- poInIlo thai tho piton COllI adfuII'lo _ tho 01 tho bciotIo ;I..• hoaoulilclont..........,.. MaIdlIntI tho __ tho Warm Hm~ In bolh........."..
Thoo Q,IdoIl 1mporl taka Iha _ ovoIloble bol.we 4Ild pull 111.10 th. ""'" I\nformonco1IbIo 12·U_Iha.............. Qtktlloolrw-,.... IhaJloc:kCollloe:e..- ........data_ with QJ±',,' r J'loo, _ 10 oat lor adata In D ,.... .,_.

'_12-11:"-' _ t.o. ~.....,.

'/Iv ""'f/I"'" lAo ...... "'"~ _ Q .,It""_ .._II, NcIr"",.,....."..., _ ...

- b!J ..tI~" __ .... ~....-- _c4oIIoC ., .,- - ....-.--- ... ,,........ :It•..,

'1rI.IUI'----..- ..,.,..-- .......--- .---- ---- ..--- .._.------ ---- ,.._ .....UMIM ....--- ....--- ......-- -- -....-.....-. ..
'/Iv"__... _ -..,....QwJdI_ .......... at lIN fIrM "'lIN """""
IIIU11N11II'tAN PIC.

;..L-,!!!~....... 41!!tiWa;;o ~ ....L~ __lIlr.,"io-iTIIX8
II cn_ 1·".·.·(1~

I • ,. I C
1 Pro ~ ............... Lat.a
•••
• iCroN~tI '.......' , •
It IDe;:'" '"'~. ,. tel .. to12 ....'_ .. 10 .... 10JiI Iri CfwIH "'; ...... . 14 ..• 1", ~ "' to, to ta .. eN).. 1'..1.,......... ",,, ..,. '71 '71 to• ,Job _ "" 10 I 10...... ":OJ'D i~tyrClI....... ,. "',1" I 'I,'" ....1" •......• 1'-' ,., "'4 ' 11'4 tt... tt.4• ,r_ ... -....... ... 10 1 to .. 10 ..• 1""'1It," N, .. .. to tal .Il" I._. ~
II ...",,,,,,,~'-,,"'12'__

II llelIII,11,-' _ ",,,;,,!!~., - - .. ""f1 ' _.J .•. •.~ - ~-,
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Afttr importfrom Quicl8ooks, continue developing your plan. Make your projections m
QCOlmlt AS you alII.

Developing Your Plan, After the Import
Alter the Import 110m QuIc:k9oob, your bulin..pion I. reedy to so. Continue to develop 1OU'proJec:'tion•.Your.ltartin& Nlanee wiD be whate'lm you end up With in Palt Pnforman«. andyour projected Cosh Flow will ..aect your omunptlono for Soleo FoJeCllSl, ProftllN! Looo, IN!Cuh FIow.Your pion Is reedy to au .. weD u ony other pion developed in BUSINESS PLANPRO, without the Import. PIgure 12-14 ohoWll on example 01 uling the Forec:uter tooL ..explslned In Chapter 6, to poIIIh the -.... &om the origtnollmport.

FIGURE 12·14: USING FORECASTER TO DEVELOl' PROJECTIONS, AFTER IMPORT1 •

;·F~""'8nd'U

FIOllRI! 12·13: PAaT P__• AnIIl '-. ..:..

The Past I\:ifarmance ..b~ slwws the latest Quid:Books Pro balances af¥r i..,."...

The result or import is the latest availabte Balance Sheet from your QuickBoob datil. NOl1MI1yyou are developing a plan ror the next fiscal year I few monthIJ before the end of the preIlIfttfiscal year. Thereron the "test available balance is .. good Ibttt for estimatlns Am PwlonNInc:e.

Figu.. 12-13, shOWll the 9USINESS PLAN PRO Put Ferfonn.nce loble ofter the Import. In thIocase the numbers match ecactly.The Import does catch the main Bllutce Sheet tteml • thl)''''In the 10_ bolanc:o.

IIiII Adjust tile P••t__-...-
BU8lNES8 PLAN PROImportI; hi ·NIIlnot for P.a~b...lOii. ~ ....cnea you'l ... IhcH...,...,.. to ..,., bNnceI lor IM,..-.

w...
~ •
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CIW'TM 121 ........ wnw....al Ll -_......_-

u.. u.. BUSJNBSS PLAN PRO PREMIER ........ AdwI_ ID 1'«001/ aduIIJ mid..from
Quick-Books and InIckm~t implialtions oj rurming "umbers.

withIn BUSINESS PLAN PRO PREMIER veman. thowlnS the December """".. m.m a
QwckBoob roport &om the Lany'. Landocape QodclcBooh .....pl••

FIGURE 12·18: AcruALa RuuLT8 TO BUSINESS PLAN PRO-
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Aper actual results are ttt1Qjlablt-.from thl! Quick-Books bookuq1ing-th~" BUSINESS PLAN
PRO".. trade u.e_.

Showlnv V.rt.nee In BUSINESS PLAN PRO (PREMIER version)

WhenllClual ....,..... addodln, BUSJNBSS PLAN PRO PREMIER ""n ""ku.... vutance (plan
va.-actual) .ulomlltlallly. A...,.. 12-17 thowo the variance (or thla ""'ple, Lany" Landac:apins.
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Using the QulckBooks Export to Excel
If you...." your QuIokBaoks EllpO!t III ElOlaI .. 1f _1Ilo _ <1_
worksheets In BUSINESS PLAN PRO PREMIER, you cen export to EliDCIIiI end IXlIW
.nd plIIiIlo BUSINESS Pl.AN PRO, Q*kBoob EIport tIM elDl: cIpaw.-..,.......
80 you do hbe 10.." to match !he 12-rnonh in e row IIrUcU'e at ycu' .u. "'QuIokBaoks_and~ I 10 lIOIr_1II
the CClIurnM 10 MonlhI. lind' ecpcw\ to EllCIl will the IdvInced ........ to not ....
tpeCIS beteen cdurIY'lt. ThI .....wi be..., to...__to...-... tlbltln
SUSINESS PI.N< PRO!'REMER_.

lBII
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CHAPTER 13: WORKING WITH MICROSOFT OFFICEQ!)
,

~

~ - 'loAN PRO'!' COilital.IICi _._.... tU

WaIdng ....-~ ..•• · ~ _.. lU

WaIdng ....- •·• ••·..·· · 1U
WaIdng PObb. PIah " 1S.14

MknIaft~1Wot4I, ,~J VtIP. . MIt
tIc', ,. ..... , I" .. II ' ...-Qapa...

We knorD Microtoft OJfla weu. BUSIN1!SS
PLAN PRO-~ In the ltl_ 79801111I B.""""
Plait 'Ibolk/l, Ii collect/ort of IJmIpI4Iaft1r MIcroeoft
Excel and MfClTJSOft Word.

The templllM prodllet toon mtmy awartf.,
illcludlllg a"best ofbmd· reaJ/IIllle/lllatiClII by PC .
World arul Nftl1IfIItJt1c 'n 7994. The 1mlp1II_ is ,till
avaIllI'" ill llpda~ -.lOllI, ft1r MIcirtIoeIt 11Im.
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Office- va. BUSINESS PLAN PRoe-compariaona
MIcroaoft 0lIIe:e" (OlIIce) Includ.. MIcroaoft_. (\\\ml), a powmulwon:I~,
MIcroaoft ~t"' (I!xcol). a~ ..!'bU." (I\:MoI~a r bM...
maker, and other appIIcatIona.Thay can ...... data and have a olmIIar_.Thea..
platlonn.- with ItlI poweduIlDOIa and aIoo _ .. a de facto _ for .........
documents.

The main OlIIce 100111 ... appllca_ J'1O!"IlUl'Inl~molt than IfIlIlcaIIona. -..
for example. is a blnnk spreadsheet; It does nothing unless you program It with formulas.
BUSINESS PLAN PRO, In conlTul, Iocu... on doing one thing...,. ,..11: dewlaplng a bustn...
plan. Its advantages for this one task Include content, eaae of use, and the value ofbuRnas
time. Where ~llIIa blank appllcatlono 1an_1o be J'IOllI'l11"'M BUSIN1lSS PLAN
PRO" i. already programmed with _ plan 6nandala.Where_10 a__n~

BUSINESS PLAN PRO _ with alUg!llod buotneso plan outline. It baa-.and
examplell on every topic.

The time and ease of use elements are bated on two main points: the spread.heet work and the
document formatting wodt. Furthermore, Its content Is unique.

I:D!ll!I BUSINESS PLAN PRO as a Ha.d Start
If YOU're an 8lCpert user of Microsoft Offlce, then you can do 8 101 of whet BUSINESS PLAN
PRO does for you In terms of progr8mrr*'!1 the tables and developing the IUL WhaI. you
have Is an lnfDl'ililltkHl"fIch, t'Ie1pfd. guided de Ie? ilCAlt kJoI that ...............---You can wark through the ...., polntlI cI )'ID sun, and the main ftnwlcIiII ..tv*, Ind
then move II to MIa'oBoft Ofb for ftne U'lIng.

5preadeh..t--ComptorIaon

BUSINESS PLAN PRO gives own the Ex<:eI expert a huge head ...... Anjbody who baa
business and spreadsheet knowledge: can develop a business plan using Microeoft Offke.
However, the spreadsheet component aJone would take several good days of \Yodt. Developing
a complete set of linked, ftnanclaDy and mathematlcoDy comel bbl.. 10 along and painotaIdna
job. BUSINESS PLAN PRO, on the other hand. gIYes .hat ..me a _ng poin! 01
completely developed, tested, and documented Iabl...Thi. can 40, 60, maybe 100 .......
of spreadsheet work. Furthermore. in the BUSINESS PLAN PRO PREMIER. venion, the tables
are built Into a flexible Interface with opreadaheet-programming capability lor adding_I
tables as needed, and linking those added tables to the standard ones. It's I!SSerltlaDy the belt of
both worlds, a developed op_ee1 that can be modified and linked.

13.3

• !

"'-H,pLo¥l ... ItMuAL

Document-Comperlson

While Microsoft Offtce lIa powmul1oo1 for dewloptng the.documen~ In moat caoes own the
expert will nee.d to manual1y _ text, Iables, and charts together.The _ document 10 the
"""""', the Ex<:eI bb1.. and charts the illustrallons.When numbm change, charts and Iabl..
nee.d to be merged Inlo the document apIn.

The main dlfferentlalor 10 the buotn..plan content. BUSINESS PLAN PRO Includes bunt-In
content...,-ntlng yeaft of expertIoe; It provides a walth 01 know-how In 1tlI__
expert lOftw8re. Help and Instrudlon. are available throughout, and the EasyPtan~
walks you through the planning procns from ,tart to 6nilh.

Perhaps the best news, as a conclusion to this comparison, Is that i1 Mkrosuft Offi..::e user do"'lill't
have to ch..... BUSINBSS PLAN PRO 10 bull. to wodt with the Offtce 10010. ")'lU COIl tab
full advantage of the buoin..plan head ...... then move your plan over to OlIIce for 6niah and
polish--you don\ have 10, of course, but there 10 that option. Furthennolt,)'lU can pull your
work from _ and E><cellnto BUSINESS PLAN PRO.

II1II No Tachnlcal Support for Wonlng In Mlcroaolt Olnc. Programs
Palo Alto Software c:amot prov4de technlallllJPPOfl for programming In woro. Excet, or
PowerPoInt. Each }s 8 vel)' powerful application pmgrammtnQ language, which gJvM you
many opportunities to make mistakes and creal. errors. Make backups often.

13.4
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Working with Mlcroeoft Wof'de
_loon. 01 _" b ...-,.""'Plod Olandud "'::;:L , I , - _ PLANPlO • 01_

• 'lbu an 1mpoIt .... '-_Inlo ........,...-0I1IUIlNIIS IUM I'IlO.
• 'lbu con t>qlGIt. ", I,... '-1UI1N1IIS IUM PIC _ 1 ~ In ...1rtady-!onMlled .......... _ ............-.....
Importing from Word 10 BUSINUs PLAN PRO-
A".nn ..,. dn,,,....., d_1aptd In _ "'" too "'I'Itd and 1''''''' "'''' IUIIN!!S !'tAN PRO."-.IlWl)'_ - -nat-4 Ilia wI!I' ,...._,..._
• 8USlNllSS PLAN PIC _ ...n_"1Ice ...."-....._from_.
• 8USINESS PLAN PIC ...... ....1...' dooI_ .... aoulIIpIorolum"" tal ,"-,or__ In-.
Th...... "YO '''"Y'''''- \mpGrIOd __ nan-<am""IlbI.IannenIrlI........-:

Edll> P.... Spec'"
The hnt \tIay 10 lmpot1 ..... hm • Wxd document I, 10 utt It", Edit> 'AlIt. SpIcW commondin I\USrNF.SS I'lAN PRO. Thff, rommond r\"m(I'Vfti th.e 1~1 rurm.1ltl"l1 ttyt., and f'Mk" '"'text only,'o-Iho _ ......... plIIIod In'" !he loplc"""")'OII__ ....__..
fe.tutu In 8USINIISS PLAN I'IlO.

Mole.....
An."'",.~1 0I1UIINIISS PLAN PlIO) "ID _ .... _
~m""lln N...... (Illollaooaft doc.-.t ;;' " IInclooded wIlh IoIlaooaft?AI"', ,..,.Not.,... will open _dna1IlI'*"',_"""' .... 1dIt >AIolo~-..1hoI""nt Ill. 1m 01 ........1loNI ....... nat ,"'. 2 :t I _ IUIINIISS I'IlO.

,.1
-- .....-

exporting fnIm BUIiNUB PLAN~ to WonI
8US1NDS IUM PlOwlll oomplotod _ ...... In.. _ d_,1otmolI,tN:Iudlnf.1oIlaooaft _ 11w t>porIod ... will \ndItdo tho loplc ou.....mmplolt- ......lUnIo -.

WlIen 10 IiIpIlIt 10 W:IrlIo.n,_ .-.0I0lIp0IlIna ....... InImIUllNllSS PLAN PIC ... _ 1 _wtn.- __.)bu mIJht--""""",","_11)'011_:
• Non oopIllolIca"" F"Pl>Jc:I dlNdIy Intopolod Inlo Iho""__
• M""".phl""aled _hln, option..
• IftttpatIan with other CdIIInII cIoaamIntt or wwbl •,.
For ........ IUIINB8S PLAN PRO 10 ........tIy_..._I loo2Ior___.IUIINIISS IUM PIC 10"""" 01 """""*,, • ..- _ prlnl Job ..._orOlllllpOllUono._._ opodIk """'" ..,..01 _...-.•_Ian 01 "'" _ or compoIlIIorI 0lIp0IlIna '"Won! "'" _ .........opUano ltln Ihlo-.I~, J'II'II'""I.11w__mont 10 ....-.....In '""" 10, buol_ ,.......__",,'lbIllly 10 needed IVI'" nih", butllWN plant.nd!'fli,ted doaImmtt.

Wh.n Nol '0 Export '0 Word
11)'011 ..... doubll, lan, ...."Iloportl.. 10 _ --)'011 0oס1 'he IIw ..bin And _......... wIlhIn BUlINlISIIUM I'IlO. Tho IUIINIISS PLAN PRO _II<_10lIJ'I'ftlI'Od and.ndonod by ....-- -1ncIudIIlI _ --O"'Iop...nlem.... (S8llCo),lInd ...... Ionot __juot
__oi lormoIIInIopUano'" _.1I1hlo 10 !he....,... _ Oft ...._~not th!'
.......... lind ItIIU1IN11SS PLAN PIC hondlo .... DUIpul "')'011.

ywe g.... 'Jno'l " m ......'.

I ,

';t

? To l..-ft _1IIouL....._-,...
IMroIIlIMt Help Index for••

--...-....--................
,u

11w AlljIOIfOd _ cIocummt__ dolt In Mlmlooft_, Who•..."..,. .. h Oft)'OII.ba <on -)'011""" "' ....IIy.nd __1pIIItIo Iho 1Ilo ..._._.ID.-....... _ "!II ond..-.
~)'OII"""''''''' pion ..-.~ It, .... "'"" Import I. bodllnlo IUSlN8SSPLAN PRO.11w t\JIlNlISS IUM PIC IIlo _10 _ on.'-01 ...... -....."*11, lind 01_ "'" Wont_1o """" _ 1Nolam.II)'011 _ ~ In WontcIocummt "'" onIy...,)'OII _ bodl"' or Ioby""l'YInI"'"'" '-_ "'"'" coreIuIy InIo ,..,..lIIpIc, ~..--

,u
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Tables exported Into a WlrcI document ora no Ionpr 1lYe.Thay wID not recakuIate.1I you
e"P"rt a bustn... plan to WlrcIand then need to chanp _mpliona In tablao, your ""1""'*1
docummt wID not roftect thoae chanll"'" 'Ibu would hove to export apln InlmIUSINIlSS PLAN
PRO to ¥.bnl and IIlart apln.

1b keep the ¥.bnl venIon 01your plan and atllI chanp tho 8nandal doto, you Cllllld aport
tables to I!lcceI and then m.... the readtln& b:el documents Into the mocIllIed_iIoamwn~
using Mlcmaoft otlIce Iundlona and leo......That would hove to take pUIn 0IIkw, not
IUSINIlSS PLAN PRO.

Export a Completed Plan

You can choote export fonMtI.1lur: options include:
• PDP (Adobe_tReade!j

RTf (RidI Text Ponna~
• IITML (Hypertext Madcup Lan_>

OOC (\'o\JnI-lomuorted doeument>
PDP is Adobe', Portable Document Fonnal DOC mes are standard WOrd files. RTF Is
compatible with many word processors, including W:Jrd. HTMt creat" files you c~n post on
a website. This HTML file export is not to be confused with the ilutomatic Web file posting nt
www.secureplan.com. .

Figure 13-1 shows the File> Export command dialog. You can export the entire plan or the
current topic you have open.

FIGURE 13·1: ExPoRT A Pl.AN TO WoRD

.u....... PLAN "'0 MANu""

iIIII Ualng Word Outline Facility After Export
AtIM you elqXWt • ftnIIhed ., kI Mh:roIoft Word, )'011 C8n ... WonIlO outIne vtIw n HI......... .--.InOoWonl__ualrv"'WonI__.
Tho_1IyIoI'" hIIp y<IU _1110__by IogIcoI hIoran:hy,In"' __.

The expoited WlrcI doaunent II a complete plan, Ionnarted with the topic heodlnp, fonts and
Iont styles you have In your plon.1lob1.. and chula ora Imbedded Into the WlrcI ftle where thay
belong.The tables 0"P"rl eo WlrcI tablao, and the chorto ora Included In the ¥.bnl me eo grophlco.

The monthly tables (appendkea in the busine51 plan file) are included in the export of the whole
pion. BUSIN1!5S PLAN PRO automotko1ly prints oppendkeo tsblesln Iondocope mode to~
display the monthly columns.We IUgett you u. the Section Break feature in Ymrd, maintain
the standard I\>rn.it orientation for the main section or the businelS plan. and change your pase
orientation to landscape for printing the appendicet section.

t.III!I Exporting to Acrobat File.
You don" need to axport a plan 10 Ward to send a copy to somebody else. VOII can also
ellport the plen 10 Adobe Actobat's por1able document formal (.pelf).
The .pdf fonnatdisplays III complete document 811 K It were printed. Most computers can
reed ,pdf files. but not edll tham-they are 'sad onfy.

.• 'Ii" .,,4;;.';;". .
"Ji~+Jiiit,c..""

IIlIchT..,.....

I ''''1
..... 1..

~

The ".doc"aport crmta IJ Wont document amtJrining fat, ttIblts. and dun1t.
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Working with Mlcroeott .....
BUSlN1lSS PUN PRO hoo _·In__("""'" In CllIpIeo 6,""PIon~
.nd O\aptft to, AocMncId""", wf*h ,.tII.~ ..,..
c-mmedu Ihe....,.!P!IJWMt , ""'_ \1160 ....._- "11111111'1 $ IIl1i1, ......"• ....,' ...Importonl' -1ocMd"""""'" !l!Miw"'" _JII,,*.,..""" .lull bull pl.j'-~""''''!Y1!!!!II\l1." m Ju-"'" _ .-...1fand when you nilldhli\ tIM UftCIIrIyIna:.. " 1:"" .UIu .....

ExportIng from BUIINUI PLAN PRO- to Excel
IlUBINllSSPLANPRO-,"ItI -,*_ II .._.__
fonnu1u and u'ad d .....
I. lIMVIow>__.._..,_a-No>ilopooI.
2. n..I!>cpoIl_ ,..lWI>opIIoN:Plon ...s,. p_a-B,' I' I3. n..l!xport Il1o clIa................... lorlllo _ ................. _

Ih(' flit.' Il.1me (J1.houki end ,VttJ. ., ond the dlrectofy rut- Ih. m.)'OW IN a.tfna.
FooUIII 13·2: EXPORT TO ExcIL

('~'f'}:5 .~ , i ,; .(: *,"..,- 1JiJ
'...;.Ieiil""-- ::I JIJ 1Gl~.ii.
i'\~,.

I....~.

"'- .~"".- . I 1M I
-I

R_lMIIdIcIlWpe ...... Export to Excel
Open Ih. tlCpCll'Itd lilt In I>ocaI and _Ihe Saw Ao..,.,.,.,.,..s .. _ h In\ftladIaIoIy In Ihe
laM« 8Jocol1orma~ wtlh • dl/laronlllt ........ .
• V,.._wtlh8al2OOQ.1or....-,_h _ ............ IIt.
• ThIt ..... """'Y lIIe _ poolMmt. ..... ,.... n>buot, and __""'.-,01,.... II•• h _ ....... "'"_-.._ •.
• CMnsII._Il1o I\lIIIIt _,.....~_Ihe odfInoI aporIltd ....._.

CauUon all Export 10 Excel
WlIIlo,.... _ .-lIUSIN1lSI PUN PRO, they P""fC'tl\- ...... I ......__and IormuIa 1ocb-4o-"I a<ddental AJtwr '-'''1!wcoL -
pc' ,. ~t pw..lObe cat.aLThe ..... to lIalean" the~~p&.nntna"""'t.. pI1Inf ..,.. ........--..

Since 'Excwt 51 on appUcodon PC••iilIii1ns ""SUo._ II,"" you "r"rt)""lf BUSINESS PLANPRO ..bIn 10 An Elo<tl ".d&-',.. can do Anylhlnl Elo<tIAn,,,..,n.Atlndudn chon"",fornmlM. deMing ~""""'Y mnp Mma or wUI'kllhaotli. whkh .1ft d\;ln~.. Ih.:lt ~\111 ddt",')' the,_book,.. """1<1 with.

For Ihil~ l'.llo Alb. SortwaN don nol \ltkr (I""" IIol..:hnk.,1 ~11'1"I't .'J","~ l:l:::II:'\I~SS I'L\NPRO _ ... tlCpCll'Itd ..1>ocaI.

WtMIdng wI\Il tla."'.Nd,.... 111 ...1
• AIw"7' Iootp tho <IlictMI~ lit """'"""'"to,.. _ .... back .. 1l.1I"'" 10 _ ...."- tho onctnaI-': oponlhe ortpoIlIo and _ tIW _ Saw Ao

command"~" "'PI' 01 ~ _ _.
• MaIot ....,.. _Ihe__They 10 matcll_"""".Par....-,Ihe_andlAM_ItIn.__op ·Ihe__ItIn._-

._rar-,'and tolorth.
• Conftrm thatlha _ ....omloclood.1n-._ Iht '\bolo >Ptalcolla. >UnpotlIcd__<na....- wtB ... ,..........

• Don~ dIIett or modlIy Ihe LopCIcIII'llIblIftt.IlIIItIftIIhe LopCIcIIl'lllw.t willoIIa<IIwIy -..,.__1 1, Tho LapIIoo '001""'1 It lull 01 ~
...- that .. _ tII 1Iha '.",""1 ok.1I "'" daIoto It yoo'U loondNdi01.... tndIVAWI_

• Don' .. ¥I1c11o _lInuahauIlhe _I~,'"
....... add Iout"""'_......._,Tho_ .........- IVALUI- "• ....__IhtCa1b_lnlhtBdM..-.._Ihe ..... - ...........
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Thf! E:ral works/INt on thf! top Ula!l pasted into Q uSi!r-df!jinN. tabl~ on th~ bottom.

In Microsoft Excel (the example was developed with Excel 2000), make sure that the
spreadshHt area you want to paste contains onl)' unlodc.ed cellti. If you have any doubm.
seled the area you want to copy and paste, then use the Fonnat :> Cells> Protection tab to
make sure those cells are not protected. From within Excel, select and copy the source area
you want to use within BUSINBSS PLAN PRO.

Use the In~rt tool from the Plan{)utline too1barto insert a new table attached to a topic.
Select the ceO you want to have II the upper left cell in the target range. Remember, those
cells should be unprotected in Bxcel.

• Use Edit > Paste Special> Pute All command.Your Excel spreadsheet will now be pasted
into your user-defined blble.

(PREMIER version) PUle Excel WorkahHl to Uler-Dlflned Tllbll

\bu can ropy a ranS" from an I!>u:el ""rbh..t and p.... Illnto a _-defined table In
BUSINllSS PLAN PRO PRIlMI1lR, .. ohown In PIll"'" 13-6.

FlCIUIII! 13-3: (PREMIER VPmN) P_G TO UIER-DulN!DT_

IIU:_=!I~._?JM::::1_(': i • i .;

Importing from Excel into BUSINESS PLAN PRO is gen~rally a matter of copying from Excel
and pasting into BUSINESS PLAN PRo. There are two key issues you should be aware Qf from.
the beginning:

• The main BUSINESS PLAN PRO tables are already developed, tested, and documented. '1bu
can't paste Excel over them without regard for the existing fonnat and structure.
• You can't paste Excel over black (locked) cells.

The key tables have unprotected data entJy cells for the first year in c.olumns C throuBh
N. Column 0, which calculates fim-year totals, is locked. Columns P through S, tOr
years two to five. are unlocked. To paste from 'ExceL you'd have to ropy blocb with the
same structure, no more than 12 columns at a time for the monthly d8.ta.

• Excel leaves each ceD locked by default, 90 what you copy from Excel and pate into
BUSINESS PLAN PRO wlU end up Iocl:ed.

Use Excel commands to unprotect cells before you copy and paste. Or BUSINESS PLAN,
PRO rommands after you ropy and pule.

• You can find those commands by seledlng: ceDs and using Format> Cells> Ploteetiotl
and cholinS Unlock.

I11III Copy Lock8d Cella
II you copy Ic:lc:bd c* from ElCIIIIo BUSINESS PlAN PRO,they ... ,.."...~
You mJlt unIoc* them in BUSINESS PlAN PRO In onIIr 10 chenge a.rn ...... cqr;trv.

Make .ure you show row and column headinp and watch for hidden fOWl and columna.

U your plan settlnp dldn' ohow InvenlOly, for ......pl<, then your exportod worbheel W<lI\'t
show rows for inventory.
Uyourbusln... plan dldn't breok__ by .......... you'D haw mony lOWIIln ,..,..

ProfIt and~ oheet hidden. .
The hidden lOWII wD1 be In the__ but hidden.Wald> the lOW numbeno ID-.. the
hidden lOWII. Use the 1!><ceI lonnal commanclIlD unhIde lOWII. The Ponnat m.... _ a
Row <.'OITIJNlll!. and the Row command _ an Unhlde <.'OITIJNlll!.
Cenerally, e.ch worbheet is one buslnftl plan table, but watch for multiple options within
a ,;ngle wor\oIh.... SpedRcally:
• The PREMIER version Sales Fotec:ast lncludes two sal...., (or«l1It9, the value-based and

the units-hued. One of the two will hoe your numbers and the other wUl be blank.
• The Personnel worksheet in PREMIER venlon 1:'0 four pmlOnnel plans. One of them

has your d8.ta. and the othem are blank.
Don't delete the unuaed. tables, select the fOWl you don't use and ron the Hide command
under Rows in the Fonnat menu. OeletlnS the extra tables wUl cause ftREP erronl.

Always keep the original exported Ale safe so you can refer back to it. If you want to 80 back
and start again, use the Save As command again.

Import from Excello BUSINESS PLAN PR()Il

•

•
•

~
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!e
..... 111 ...... M'nI •• , , 0rNI.

II you d. ,YOIl< with IIlII F....__pi-. .-.... _ of 1M "-""'llpJand .,....
poIItn, flom 1llaI1o IIUSINUI PLAN PIlO:

• A1ImpI. """,and _ .... IoI\llllN1llS PLAN PRO ............~_
fonMtI Of 'lb0DpyIftd,......1..... ' 'Mm _, ,••.,,.. to
_1M _ Id In1IUIININ PLAN no and_IliJlJAI llolh
lonnuIM and""- •

• I/youl'••, __ ,,"'IWI .' , ,..... ....
_ In 1M lIIpt w......_11lot't ..... 1n IIld _,..
po.,. lrom 1llaIinlo BUSIN1!SII'LAN no. For IllllllIple:

If you coer tho formulll oC9 _ .... ClO In 1llaIinlu ",n Cl '0\ DUSINtSS rLAN
PRO (at -0. you pt. _ mot. IIUSINUI PLAN PRO ,...nll 10 ,"",..rpm 1M
Ionn... 10.... IM"'- _1IlIIIl..... ' It1_'"10, but _,... ..... 1nID
row 1 )'OU don't haw tIN ; , 3') 01, lower KtW .

• Copy. /ormuIo oXYZ 6wI'mlna ........__ IIUSINUI PLAN PIOI
flom !!><oland ..... MInID IIIJitNBH PLAN PRO. BUSINiII PLAN PRO wII ...........
,"""I_In iIlli-.11_..-....._lM: IocIIIId In.plIIIllon_
,. tho I&!pl .

Copy th. I _ flom "" &<01 ,,,,",,,,,",.nc! 11 Into I\JSINI!5S PLAN PRo.
l)U~I~I~SS rUN PRO ",Ill cl\'at" 41....·W 1,l1\SL' llOIInW w.._= OIUJ nlll s'\''''lhlol to~
"n 'h. lonn." -11Io-2. 'Ib mJIut 1M coll_ 10 'hi BUSINEsS PUN PRO ..... _
lCilll", )'llU haw: to..nt the fufmu1llNlftUllfy.

Exlllm•• ...,....D.. not CD , .111

An 1!>c"llonn." lhot-. 10 -..IIIIJ will _ In IIJSINIII
I'LAN PRO.1llaIeon _ In _ 1US\NaIPLANno_.1l
you nod the I""". ill .In ihal_ 110 .. Ioo.....-In__........_.
n.w I""rk_w1i1lln I\IIlIN1IIS PUN PRO and ""'"1Ild ..... 1M M_.tIlI,n,..._1nID
II.

,1."

j,.
----

Working with IIIcrotaoft PowerPollIt-
.. Po IIaltMn

A_p__.I1,'-"-.llll_. ..'_.._-1lon'l"'lIIlh11r__.._....-III __---. ,. , ...,-." - .

Fnf \YOrkln, \vlth ~",""'I"t. ,....... ml'lke flU,. '" rt'lid tl"l'lUtlh O"'rh,'r fI: ront nnlt PuNllih.
dlllnlllion on d.:wIaP'"1 pttNnl.ltionl to SO nlt'"B \\1th yoor b!.tl'i"L'" .'1..,n. nusl~r:ss r'1.I'~
PlIO Indudn oped.''rMIl1mp101J1lor_Fbln~ and CIIIpIII'1nduoIoJ dolallJ on 1M IIyIoI
IIIld _ of 1M Fbo••FbIt~..-_. '

,.. 1M'cti.pt.r .......__ pion _ ..tton 1t.1pIdIIIIad _tton. Moot 0/
IheoJ p_IIII__10_... _"'-pIonln._1tnod Ml of 7·20_
lor. toIkht__30"-"'-

• II Ulft ITl'lrhkl to Inuttmtt mal" pofntJ.1'heo .Jlde dlJpl:l)"ll 1M c:hnri only. 110 Ih.,~
fltI.. In thl." ~il."lnll".

• II Ulft Adlel pointJ and Uy phrDMI only. 1M)' AN mnlndel'l and ploMddert. ROt
n""rlftC!' IhctuJhhl.

• It It oIIll11Ml1/l'.Tho tat It loop and 1In, mtoeh of It. CIwto ... __ 01 1M """y.

A...,a,_Iollon 10__Il'o and -1InI-11 ....... 1tJ Iuly poInto quld&1y one!,.... .
II MIdI to bt optImIud lor the '"'*'- PUrpoll. NonftII buIin.-,a.n,.- .Iatll" hII¥t
1• ...,_ thoy_1n 30 mln_Thoy__ 1IIld _10 hJFlUIhto. ....
___nllltanJ, In 10 .. Into _on IpICIIIc .....-.-
,__IlIImpiNl1nL ..... 1M tatlorp and h Ioo....,.. PoapIo """1__III_.__.

11110 kind of opll...... _1I11on IDol lin, _lid ...... '"' ") ill' -.puIIr-. one!
partkuIIdy not ill''''''' pion-.Tho ""-IId\Iforonl, 1Mpo_It'-~ •
tho tooIltIIlI _ .110 110 cIllloront.Thon'I no '11II)" _ pion clocumJnl_ .._11y
Clllie. AtwtrFaInt 110I\ WIIhcM end..~ wtth. poor ,.•• tIUan,1OO much ..., too
mony nu-..1Ild)'!" -.y.
lbu__•__ IUIINIII PUN PRO __ pion 10110 .... .......-__ lor.. ,..... ....

'1.1'
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In <iddIt:Ion to prtI'tfdInQ: rou with twe he
po._ltlItion .....,~is
o"-rinvlusinnl; JltWl Pro~ an
edditional·2Wo~ on PowertII........,
1HCk~',~Itn:I""',thow__
01 Mk:ri:BaI't: PawtwPdnt: clelignt., 3D dip art
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Remember the purpose of a Powerfbint presentation.You want !Iumm.::uln in the prncntanon.
not detail. Contents should change to reflect the different medhJm or communkation.

Summarile, don't quote. For example, don't include the whole mission statement include
key bull....

• Use graphics as talking points.
I.e. teXt is better. Don't copy )'Our business plan teXb into your I\nverPoint presentation,
make buRets that summarize in a mv words.

• Genenilly, PowerPblnt text should nor go below 18 points. If you need smaller than that to At
the text, you probably have too much.

Import PowerPolnl Graphl.. Into BUSINESS PLAN pR(llt

BUSINESS PLAN PRO doelln't offer a direct import from FbwerFbint. You can,. howll!:wr, import
a graphic image erealed from l\MterPoint Into BUSINESS PLAN PRO. An example is an
orsanization chart. which Rn'IUPolnt does weD.

BUSINESS PLAN PRO has fiVt! 1bwcrlbi,,1 pn!SCf/talioll template> illduded ill Resoum!S.

FIGURE 13-5: POWERPClINl PRE8ENlATlON TEMPLATES

Remember: the Medium h.. Changed

" '-

:i
~

~
~

.......__....--_.._,

,...""'i'{i:;......·~-,Q~.4-&i.·4...~· .....--,
;.... --:0;;• •.. ~. -L e. I __ • •

1l~ ""'Iegroond is a Microsoft Won! fik prod....from a BUSINESS PLAN PRO",..
exported to Won1. 1ht joregroMd i.1l1bl;wr1birrtp.= ' r'

Use PowerPoint Presentation TempMte.

BUSIN1iSS PLAN PRO inc1udn five FbwerPoint busSnesJ plan templaret that an help you
deliver your businesa plio in a dear, concise, professionaL graphically sharp presentation, Ok:k
the Resources button and cltOlJtle Make it "-ppm > Praent > PresentaHon 1Cmp.... ChOOR
any of the bullet list links.The template \VilI open in Fbwerlbint and you can then copy/pule
text, tabln and d1altl from your~ \fwbld document (u dacrfbed ellrtter).

FIGIJfIE 134: OEVEL.OPING PowellPClINT Suou

Impoot/llG 10 PowerPDlnl from BU8IHE8I PLAN PRO-

Export Firat to Word

In the followtnS _\0, we lint <><ported our buoIn_ pion .. Microooft IIbrd. then \lIed_
and~lnt topther to create thebuatne. praent:atlon.The .dwmtap. d\at the export
..Wonllll- ... e lIllU\_ble documentwlth IP"f'hIco and tablet eooIIy avoiIable for <"1')/ and
p.ste. Uwe stay in BUSINESS PLAN PRO, we have .. export each _hk:.. , _te ftIe,
than bnporl _ 81.. 1n1o the _lbInt ~1Ion.1hoport.. WonIfa qukbr.The_
eKport is explained earlier In thfa chaptor. Ptsuto 13-5 mows,n example of d...loplns, tilde
prt'scntation from .1n exported bUJineae plotn:

~
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Appendix A:
Range Names

•

ApPENDIX A: RANGE NAMES

Business Plan Pro uses named ranges in the
tables wsimplify reading and working with
fonnulas.

It is not necessary to know the built-in
fommlns or tI,e range /lames; we provide tltis
information for those who would like to know.

Named ranges can be usea to create other
specialized fonnulas, as described in more detair
in Chapter 10, Advanced Tables.

•
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Range Hame (£nI l/Wolan Only)

po"~)n "'Y_"""'"
pul..peiMii.....J""3-1em\.JIobIIItIo
PUt...performon"-operaIlng.....,...
put..perfomuinc_O\her_cunon~

Put...performance_other_cumnt...1IobUit

PO~mpI'"
post_perform:lnce....poyment_dat't
past-perfoTrnanceJ<1les
poymen'_daya__1Dr pv

payments_on_a«ountl..,.,.w. PII
payrolL__

l1ayroll2

l1ayml13 pv

l1aymll3GA pv

Thyroll301ll pv

l1aymll3P pv

Thymll3SM pv

fbyrol14 pv

Paymll4CA pv

Thyroll40TH pv

~yro~p ~

Thyroll4SM pv

percenu!quily_acquired PV

pilot_accounts_payable_balance PII

pil()t_accounbU'~e;vable_ba~ PI

piloUl'lvmtoty_balance PV

planJOonth

prindpal_repayment_oCcurrenCborrowing
productlon..payroll

pmflCbefonUnUmcl.taxa

profiCbefore_lnmnuwMi_t8lcet
purchue_long..tennJIIRta

......... 41 ........

Table end Range

-Pattl$DS8
.PootISDP>
.l\ttlSDS6
·PootI$Dt15
·1'Ut!$D$27
.PotI$DS32

""~!t!S0SJ9

=Th~I!SDS3

·'Cosh PIIorrs....:$IS$3

·'Cuh PIIor!$A$17:11111f17
~nal$A$llt$l1Sfl0

=PersonneI!SCSlt:SA9$l1
=Personnel!SAS39:S8SS39
=Personnel!$C$3()-.$ASS30
=Personnd!SC$36:$AS$36
:Porsonn.IISCS18~18

=J\moonnel!$C$24:$AS$24
=PersonneJ!$A$63:$BS$63

=~rsonnel!$C$SS:$BS$55

=Personnel!$C$60:$BSS60
=Personnel!$C$45:S3S$45
=Personnel!$C$SQ,SllS$5()

=1llvestmentAnalydl'~

='Cash Pilot'ISASl!i8:SNSlJe
.'Cosh PUorISAStUS$t2
·'Cash PiIot'I$"'S2'M"26
=Aaumptlonsl__

·'Cash Flow'l$AS2~J1l5a9

·'P&t:!SS:15
.'P&t:__

-'P&L'1SAS38:SISIM

·'CashFlow'!~

".

•

.u....... PLAN '.0 M........

Range Heme (tNmlum l/wrolon Only)

p1.IKMte_other_cummt..-ta
.......eo\..euntnp.....
.....-ond.."-otIn&..,,.......
-_o/Jonll-"""'-"
lJI1eII_oLother_currencterrru-ets
ales_on_credit

~1t."S_on_crC'Jit-percent

saIes_Iax_vat..hst..gst..poidout
sales_t.'ur.t_hlt-PLm:eived

M1aunIb
..leovaIueI
current..term_interest_rate
startup_a«ounts-P8)'8ble

st<lrtup_C1.1rrent_bomnving
startUp_inventol)'

startup_long..term_assets

st.:lrtup_lon&-term_li.:lbilities
startupJOSS_lilt_startup

startup_otheccu~t_a-m

startup_other_cunenUiabiJitie.

startup_eurrent_1IIIds

startup_rurrenUiabifitiefl

startup_total_8SgetI

...rtup_totalcopl1ol
startup_rouUnY!'8tmmt
startup_totaUiabiJidet

subtotalcash_from_open.t~

!Ubtomlrnsh_received

subtotalsashJPmt

subtotaldind_COILoLtalelumfts
subtotaldirttt_COIt_oCliletD..lues

subtotalcurm1tjlabllittel

A.•

•

Table and Range

·'Cuh Flow'I$A$32:$1lS$32
.·1Io1anc:.1$A$27:MQS27

.'P&t:I$A$3:$81&
·'P&t:!SAS18:$1lSS18
·'Cuh Flow'1$A$16:$BS$16
.'Cuh Flow'l$A$lS:$BSS1S
=Assumptlons!$A$11:$BSS11

=,\~:;lIm fUlJ IIS!$AS7:SDSS7
='C",h F1ow'I$A$28:$8SS28

·'Cuh Flow'l$A$ll"BS$ll

-'Sales Porecut'!$A$32:SBSS32

",'Sales Forecast'!SA$5:$BSS5

",Assumption,!$A$4:$BS$4
='Start-up'lSBS36
='StoJrt-up'!$B$37
='St~rt-up'!$B$]9

='St::lrt-up'!$B$23

='St::lrt-up'!SB$41

='Start-up'!SBS44
='Start-up'!$B$20

='Stilft-Up'!$B$38

='Start-up'!$B$21

='Start-up'!$B$39
='Start·up'tS8$24

='Slart-up'lSB$A5
='St.1rt-up'!$8$33

='Start·up'!S8$42

.'c.sh F1ow'ISAS1:$B5$7

.'CAsh ,FJow'!SAS18:SBSS18

·'Cuh Flow'!$A$3S:$BS$35

='Sales FOrecllllt'!$A$45:$8S$4i~

='Sales FO~S1t'!$A$10:SBSSI0
=8alance!$AS21:$BSS21
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Appendix B:
Collaboration

·'

ApPENDIX B: COLLABORATION

BUSINESS PLAN PROe PREMIER
version includes a unique email-based
collaboration tvol. You can use it with plan
development teams to share the process.
Collaboration allows you to send and receive
portions or components ofa plan, witll tracking
ofwho modified, and when.. You can choose
when to accept a received portion ofa plan, and
whether tv accept it and override what's there,
on a component-by-component basis.

Details on how to use collaboration a....
included in the context-sensitive help in the
application. This appendix is a basic review of
when and why tv use it.

•
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Appendix C:
Import and Export Component.,:;

•

III "'~-"1-1" C· !lI nn ...... ..,T AND r.=,..~ .......- r"·'~~""',-'''I-'.'-'''i .... ,··'· t,;;;,i U i • Inr- v~\, I _~". U{id ''oJ .,J, ... ...Jlh.~!". ~

BUSINESS PLAN PRO~ PREMIER version
includes the ability ro build and share components
ofa plan, such as add-on tables with business
speCifiC details. TIlis is called export.

Both PREMIER and Standard versions can
import exported compollellis. Some cxulllpics of
these components are: .

• Company-specific sales and expense forecasts.

• Industry-specific add-on worksheets, or sales or
expense listings.

• Past or previous data, for use as a basis for
forecast.

• Extra years in mlll1ths, or quarters for more
.complex plans.

•



•
""'-CII ...." ... .....,' Ii

export Component (PRaMIIR vwelon)
BOSlNESS PLAN Pace PRDG8Il ¥II'IIon an.,.,. ca'yoc_.of.,.. ... topIc,"""or cIw>--oo thalli <al\ be Importod Inlo ........ pion. '\'hI__loin Iho RIo-. '\'hIdl_hero 10 •__or'. I ~_ 01 ....-"

• ComptlnlnIlpfMl!irc1Mbwl~_'" "rt i .:ri_ .'Iondord Ionftlor SoIoo ....... or ...... I1111 1or-..-. _ orhundrodo 01""""'""""'" that Iorm lor__......
• "'onchloo...... _ ..._ ....... Ior.....-...PllllllIIIII ..........ThIlobi..... Ioft _Iho -lIIoNI... ptoopICllw__.........__

rrnl,..ttlnnt o..lept UnNIlty).
• Bustn", p1ltll ~1.;::::",*,.,.1n monh or qumen CIn aport lmpartQnl'1010""""100+" Pllllll ond ...... Cooh ""'" _ ShooO'" _ ...!hom_lord,,' , 1o_1or1ho "I' .._ .....
• COnlonl..,..... _opodII--. ...............

lor n1ahlrlub""*- or bod ...-_
• Conoullonts _0llp0tt thotrpRfomd ",.-lor toblH. lor -.pIo......... Ihom_conlUltins dIentI.
• II", onr pl:mnh'S:)'fflr fftdI. wUh aduA1 ,",,1', I'f('"rdfld rrnrc'rtr In rht A(tu.,II.,~'" thfopian, export ...._lor lhoIl'""'ond__ Inlo .... _ ,.....,...,Thol ....you the p...touo,.,.._..... your ........poInl.,... ..... Iho__,
Import Component
An exportod compononlliom IlUSIN1III8 PIAN PRO PRDII1IIt__ be .........Inlo ellher StondonI or PIINIIIIlThlo~ _ _ -..... ond-.. pion
e""",,, .nd pion _ ...............ond '.d ole, '\'hI1mpoot I'loo C i ,01command I. In Iho _llOlOIIO 01_10 ...... _ .. In ......-holp:

•
• ............. PII.........

ThIo pop Intontlonol1y blank.

..
?

Coll.b I rdoII wlmpOlllllqlolt Coompooleo1t.........._. 4.1I,_.Io........., ...,_LTho
.....~ " tlO' ...............- _- --,-CSt 50 e••' ..-"- ITo lAMl\ IIkn About.. IMnl\ the Help .........._IIo;1C..... _--.,..~

c 2 , en .....c $ .........

I,

lI"
•
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