
Financial Projections – a ‘how to guide’

Introduction

Don’t Panic!

Financial projections and cash flows tend to send most new business people running. 
But relax, they are far less complicated than they look at first sight and once you 
master them the first time they become second nature.  Financial projections are 
simply  stating what  is  known about  the business  in  numbers  to the best  of  our 
knowledge.  It tends to be the formats and formulae that send people running.  We 
shall start at the beginning and work our way through.

The  process  is  simple.   We  will  start  by  collating  all  the  different  pieces  of 
information that we need so we can make the most accurate estimates available to 
us at the time.  In principle, costing on expenditures tend to be easier, i.e., we can 
judge the telephone and electricity bills from our own experience.  Most people have 
problems trying to judge the sales figures.  However, this can be overcome.

Doing Financial Projections – some simple rules

To  make  financial  projections,  which  are  future  estimates  of  what  we  think  will 
happen in the particular timeframe; we must make educated assumptions and from 
these determine realistic estimates.  The most important thing to remember is to 
bring  the  information  down  to  the  lowest  common  denominator.   Nobody  can 
project a sales figure for a year off the top of their heads, but most people could 
project the sales for a specific week.  Here are a few suggestions to start you off:
 Try and project figures over a short period of time and then extrapolate these 

figures up.  For example, work out figures by the week and then multiply up to 
month and years.  In this way it is easier to estimate as most people have a good 
idea of figures on a weekly basis.

 Try to think in quarters.  Remember that there are thirteen weeks in a quarter. 
Thus in every three month cycle there are two months with four weeks and one 
month with five weeks.  This extra week can make a difference particularly when 
working from a weekly basis.  If you forget to cover this thirteenth week you can 
get into difficulties as you have thirteen weeks of overheads.

 We don’t work fifty-two weeks a year.  You lose time from Christmas or other 
religious holidays, summer holidays and sick leave.  Factor in a number of weeks 
of non-earning, but remember bills tend to run over the whole year.  Therefore 
leave at least four weeks per year with no income to cover sickness and other 
eventualities if you have nobody else in your business.

 Learn the business cycle in your sector.  Every business has a business cycle.  In 
any year there are good, bad and average weeks.  It usually takes time to find 
these cycles out, but they are very important, especially when projecting income 
and cash flow.
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 Cash flow is about exactly that, cash!  Remember that it is time when bills or 
receipts are paid from the bank that counts, not when invoiced.  Thus if you have 
to wait sixty days for payment, January invoices do not actually appear in the 
cash flow until March.  If you get credit from suppliers you enter the cash flow 
payment when the cheques are paid not when the invoice is received.

 On  the  subject  of  invoices  and  statements,  remember  that  few  businesses 
actually  pay  out  on  invoices  anymore.   The  norm is  to  pay  out  on  monthly 
statements.  Thus there are two things to remember.  One if you do not send out 
monthly statements you won’t  get paid.   Secondly,  most businesses will  take 
their thirty days credit from receipt of the monthly statement.  Thus to be safe, if 
you  invoice  at  the  beginning  of  the  month  and  send  the  statement  at  the 
beginning of the next month, the customer will take another month to pay, and it 
will  take several  days to draw up invoices and send payments.   Therefore an 
invoice in early January will be sent in the January statement in early February. 
The customer will look to pay this in early March and will take up to two weeks 
to get the payment to you.  This is now mid to late March.  Remember this is 
quick payment in the modern business environment.

 As a rule be realistic,  it  is  better  to  be conservative with the sales estimates 
(slightly  underestimate)  and  liberal  with  the  payment  estimates  (slightly 
overestimate).

 Try  to  compare  figures  with  similar  ventures.   A  shop  of  a  certain  size,  on 
average, uses the same amount of electricity no matter what it is used for.  Thus 
compare your figures with a similar venture that is not in competition with you.

 Dealing with Sales Tax (Value Added Tax etc).  As a rule, sales taxes belong to the 
State so your figures should be developed as exclusive (without) the sales tax.  If 
you are not required to register for VAT include the total (VAT inclusive) price on 
all incomes and expenditures.

Estimating turnover/sales

This is usually the part of the process with which people have the most difficulty, so 
let’s get it done and dusted at the start.  Every business has a business cycle.  You 
need to understand this early.  Even retail have high and low months, believe it or 
not event the Revenue Commissioners have busy and slow months.  If you do not 
know your business cycle, then you are at a serious disadvantage in planning your 
business.

To start let us assume that there are good, bad, average and closed weeks in any 
year.  This is the first thing we need to estimate.  So in year one, there are going to 
be four types of week, try and estimate what the total sales/turnover (this is nothing 
to do with overheads) will be in each type of week:
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Type of week €/£/$
Good
(a G week)
Bad
(a B week)
Average
(an A week)
Closed
(a C week) (up to 4 weeks)

0

Having done the first part of the exercise we now work out the business cycle.  The 
following is a weekly planner for your first year.  Each box represents a week and 
remember  that  four  months  have  5  weeks  in  them as  there  are  13  weeks  in  a 
quarter.  Follow the exercise below:

Step 1 - Now insert a letter (G, B, A, C) into each box, so that the corresponding week 
in  the  calendar  is  represent  by  the  letter  most  appropriate,  a  G  if  you 
believe that this will be a good week, an A for an average week, a B for a 
bad week and a C for a closed week.  A tip: write the letter small; don’t use 
up the whole box.

Step 2 – Now place the figure you estimated for a good, bad, average and closed 
week into the corresponding boxes.  
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Jan      Feb    Mar    Apr      May    Jun      Jul      Aug    Sept     Oct      Nov    Dec

Week 1

Week 2

Week 3

Week 4

Week 5



Step 3 – add up the monthly figures and put them into the following table

Month €
January
February
March
April
May
June
July
August
September
October
November
December

Total

Congratulations,  you  now  have  your  first  year  projected  sales  figure,  and  your 
monthly sales figures for your cash flow projections.

Now there are usually only a few reactions to the outcomes of this exercise.

1. The  sales  figure  is  less  than  you  had  expected.   If  this  is  you,  then  be 
comforted that this is the majority reaction.  Most people overestimate their 
turnover  in  the  early  years.   This  is  why many people  get  into cash  flow 
difficulty.  You now need to look at your sales figures.  Are you charging too 
little for your good or service?  How much volume of sales do you actually 
need to break even?  We will cover these questions later.

2. The sales figure is about what you expected.  Usually people who have done 
the most market research, or have worked in the trade, have a good picture 
of sales.  Do not get too smug, projecting and delivering are two different 
things.  Check your figures regularly.

3. Only a seldom few find that they have underestimated their sales.  Usually 
they  have  overestimated  their  sales  figures,  so  go  back  and  check  your 
figures again.

A  last  word  on  the  subject  of  projecting  income.   Many  businesses  might  have 
several  lines of  income,  for  example,  as  a  consultant  I  would have management 
consulting, business advice and training as my main lines.  Each one has a different 
profile so I would do the exercise above for each income stream and then have each 
itemised as a line in my cash flow.  The total  income being an aggregate  of the 
different income streams.  So, do the exercise for each sub income you have and 
then build up the total income by adding up your different income streams.
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Projecting costs

There are a number of different types of costs, such as:

1. Material costs
2. Set up costs
3. Fixed costs
4. Variable costs

Each has their own profile and need to be defined separately.

1. Material costs

These are the cost of raw materials and the input costs of making a good or service. 
Usually  the  raw  material  costs  to  make  a  good  or  service  are  relatively  fixed. 
Importantly, you can usually work out the cost of raw materials as a percentage of 
your sales.  Thus if a good costs €100 to make and materials costs are €45, then you 
know that you have €55 towards paying overheads.  In this case the cost of materials 
is 45% so the more of the good or service you sell, 55% of the overall turnover is 
available to cover other costs.  When the level of sales reaches a figure when the 
55% is sufficient to cover all the overhead costs, then you have reached breakeven. 
Every sale above the breakeven sales results in profit being generated.

2. Set up costs

The first thing you need to list is all the items that you will require to set up your 
business operation.  These tend to be the one off costs, i.e., a computer, printer, 
desks, chairs, key money if required, painting and decorating, fixtures and fittings 
etc.  Once you have made a list of these try to put realistic prices on things.  Use 
Stationery Company directories, i.e., Viking or Axis.  This will give you an accurate 
cost for setting up the operation.

3. Fixed Costs

Fixed costs are those incurred in carrying out the business that are set and do not 
vary.  Examples are rent and rates, permanent staff costs, insurance, all bills paid in 
instalments, etc.  The key characteristic is that these bills do not change no matter 
whether you have a good week or a bad week.  Once listed put the annual costs 
down beside them, and the frequency of payment.
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4. Variable Costs

Variable  costs  are  those  incurred  in  carrying  out  your  business  that  change  as 
business  volume  change.   Examples  are  electricity,  occasional  labour  costs, 
wrapping, delivery costs, etc.  The main characteristic of these are they increase and 
decrease as business volumes increase and decrease.  Again make a list of these and 
work out weekly assessments for a good, bad and average week.

Now that you have an idea of the types of costs you are likely to incur, we can have 
an attempt at working our some of these figures/

The following are exercises to help you work out your costs.  I have put in some of 
the more common headings, but left room for your own business-specific costs.  You 
have the opportunity to work out costs either on a weekly, monthly, quarterly and 
annual basis.  Some bills are paid weekly and some bills are paid once-a-year, so put 
down  the  lowest  common  denominator  and  then  work  out  a  total  yearly  cost 
(weekly by number of weeks etc).

Materials costs
Description Weekly Monthly Quarterly Annual    Total

Set up costs
Description Total
Furniture
Carpet
Paint
Fixtures
Computer
Printer
Fax
Telephone system
Signage
Branding
Company set up and registration
Register business name
Stamp duty on premises
Legal costs on premises
Tea/coffee making, crockery, cutlery etc
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Fixed costs
Description Weekly Monthly Quarterly Annual     Total
Rent
Rates
Service charges
Salaries
Broadband/line rental
Insurance (public 
liability/commercial)
Insurance (motor)
Motor tax
Legal fees
Auditing fees
ICT security costs
Insurance 
(Professional 
indemnity)
Fire/security alarm 
costs
Leased office 
equipment
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Variable costs
Description Weekly Monthly Quarterly Annual      Total 
Electricity
Gas
Phone, fax calls
Casual labour
Delivery costs
Postage/couriers
Income/corporation 
tax
Cleaning products
Sundries (loo rolls, tea 
and coffee)
Stationery
Light & heat
Bank charges
Repairs/maintenance
Advertising & 
promotion
Training/continuous 
education
Travel expenses
Room/hotel hire
Train tickets
Plane tickets

Now that we have a picture of your income and expenditure, it is time to look at 
preparing a cash flow forecast.
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Cash Flow Forecast

Let us start simply and build the model up.

The starting point for a cash flow forecast is a monthly balance of incomes versus 
expenditures.   An  example  is  given  below.   There  is  an  initial  monthly  loss  of 
€5,042.70.  It is common to make losses in the first few months. 

Month month 1

Income

Sales 13500
Debtors 0

Total Sales 13500

Expenditure

Materials 15500
Wages 0
Rent and Rates 500
Post, phone & Stat. 100
Adverts & Promotion 500
Electricity 125
Transport 160
VAT / Tax, auditing 0
Insurance 150
Interest & repayment 307.7
Sundries 200
Drawings 1000

Total expenses 18542.7

Opening Balance 0
Monthly Balance. -5042.7
Closing Balance -5042.7
 

This is quite a simple operation that most businesses and households would carry 
out regularly.  
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Next let us have a look at a quarter, or three-month period.

Month month 1 month 2 month 3

Income
Sales 13500 13950 13950
Debtors 0 0 0

Total Sales 13500 13950 13950

Expenditure
Materials 15500 12080 10080
Wages 0 0 0
Rent and Rates 500 500 500
Post, phone & Stat. 100 100 100
Adverts & Promotion 500 100 100
Electricity 125 125 125
Transport 160 160 160
VAT / Tax, auditing 0 -17.93 0
Insurance 150 150 150
Interest & repayment 307.7 246.15 246.15
Sundries 200 200 200
Drawings 1000 800 800

Total expenses 18542.7 14443.22 12461.15

Opening Balance 0 -5042.7 -5535.92
Monthly Balance. -5042.7 -493.22 1488.85
Closing Balance -5042.7 -5535.92 -4047.07

This is just three months income less expenditure brought together.  

As you can see there is a running total on the bottom.  

The opening balance at the beginning of the month (which is the same as the closing 
balance of the previous month) less the monthly balance which is the income less 
the expenditure for that month gives you the closing balance for that month (which 
is carried forward to become the opening balance for the next month).  

Again if you look at this quarterly cash flow you will see that it is the trading figures 
for each of the three months correlated separately, and the running total is kept at 
the bottom.  
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Now if you were to prepare the trading figures for the twelve months separately, 
and then keep the working totals at the end, you have the cash flow forecast for the 
next twelve months, such as:

Month Month1 month 2 month 3 month 4 month 5 month 6 month 7 month 8 month 9 month 10 month 11 month 12 Totals

Income

Sales 13500 13950 13950 13500 23250 22500 23250 26350 23800 26350 25500 26350 252250

Debtors 0 0 0 0 0 0 0 0 0 0 0 0 0

Total Sales 13500 13950 13950 13500 23250 22500 23250 26350 23800 26350 25500 26350 252250

Expenditure

Materials 15500 12080 10080 12600 12650 15650 20200 14700 17250 19750 19900 20000 190360

Wages 0 0 0 350 280 280 350 280 280 350 280 280 2730

Rent and Rates 500 500 500 600 600 600 600 1450 600 600 600 600 7750

Post, phone & Stat. 100 100 100 100 100 100 100 100 100 100 100 100 1200

Adverts & Promotion 500 100 100 100 100 100 100 100 100 100 100 100 1600

Electricity 125 125 125 125 125 125 125 125 125 125 125 125 1500

Transport 160 160 160 160 160 160 160 160 160 160 160 160 1920

VAT / Tax, auditing 0 -17.93 0 657.93 0 2406.9 0 2027.58 0 1813.8 0 1648.28 8536.56

Insurance 150 150 150 150 150 150 150 150 150 150 0 0 1500

Interest & repayment 307.7 246.15 246.15 307.7 246.15 246.15 307.7 246.15 246.15 307.7 246.15 246.15 3200

Sundries 200 200 200 200 200 200 200 200 200 200 200 200 2400

Drawings 1000 800 800 1000 800 800 1000 800 800 1000 800 800 10400

Total expenses 18542.7 14443.2 12461.1 16350.6 15411.1 20818.0 23292.7 20338.7 20011.1 24656.5 22511.1 24259.4 233097

Opening Balance 0 -5042.7 -5535.92 -4047.07 -6897.7 941.15 941.15 898.45 6909.72 10698.6 12392.0 15380.9

Monthly Balance. -5042.7 -493.22 1488.85 -2850.63 7838.85 1681.95 -42.7 6011.27 3788.85 1693.5 2988.85 2090.57

Closing Balance -5042.7 -5535.92 -4047.07 -6897.7 941.15 2623.1 898.45 6909.72 10698.6 12392.0 15380.9 17471.5

General Comments regarding cash flows

 The first reaction of most people to seeing a 12-month cash flow for the first 
time is usually horror.  Anybody who dislikes math will usually be running for the 
headache tablets.  However, I hope that by showing you how it is built up from 
scratch that you will not be so horrified and have less need for the headache 
tablets.

 Once you have the first draft of the cash flow completed it is time to double 
check your assumptions.  Let us start with cash receipts.  How realistic is it to 
have cash receipts in the first month.  Remember if you give thirty days credit, 
you will not see any payments in month one and with late payment you may not 
see the money until month three.  So check how long it will actually take to get 
paid.

 On payments record when you are actually going to have your cheques cashed. 
You may have a credit term agreed and thus you may not have to pay for thirty 
or sixty days.
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 Always make allowance for your full wages from the business.  Some people say 
that they will  survive and wait for the business to grow.  Don’t  do this.   The 
purpose of the exercise is to make money for you.  If you do not make allowance 
for the money that you want you will not get it and as you have underestimating 
your  overhead  expenses  then  you  are  underestimating  your  true  breakeven 
point  (see  later).   Put  in  a  real  wage  for  you.   If  your  sales  are  lower  than 
estimated then you will be the last to be paid but at least you have a realistic 
sales figure to aim at.

Okay, now you have a cash flow completed, congratulations.  From this you can now 
work out 3 other important things: your profit or loss based upon the cash flow by 
drafting an income statement for the year, very importantly you can work out your 
breakeven sales figure and, finally, you can develop a balance sheet for your venture. 

Let us continue:

Income statement

This is the account that summarises your profit or loss for the year.  There is a 
formula to work this out:

Turnover € A

 Purchases B1
 Plus Opening Stock B2

Less Closing Stock B3

Equals Cost of Sales B4 B

Gross Profit (turnover – cost of sales: A-B4) C           

Less Overhead Expenses
Rent and Rates
Telephone
Salaries
Motor Expenses
Etc
Total expenses D D

Net profit (Gross profit – overheads: C – D) E 

But there is a simpler version.  The totals column from the cash flow will give you the 
same information except for making allowance for opening and closing stock.  If 
stock levels are not significant, you could use the total column of the cash flow as a 
simplified  income  statement.   However,  your  accountant  or  bookkeeper  may 
disagree.  Another point to remember is that overheads are your costs excluding 
material  or  input  costs.   You  need to  distinguish  material/input  costs  and  other 
overhead costs.  
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Breakeven Sales

Welcome to the most important figure you need to know before starting a business 
venture.  Here is the step-by-step guide:

There are a number of figures you need to work out before you can estimate your 
breakeven sales.

1. Contribution to overheads.  This is what is left over when you subtract the 
cost of materials from the total sales, both in percentages.  If you remember 
the earlier example of a good with a cost of €100 and materials of €45.  The 
balance is the contribution to overheads.  In this case 100%-45% = 55%.  55% 
is the contribution to overheads. 

2. The total figure for overheads in euros.  Overheads do not include the cost of 
materials, but includes nearly all other costs.

From these two figures you can work out your breakeven sales figure through the 
following formula:

Total overhead (in €) 10,000
-------------------------------     X  100 --------- X 100    =  €25,000.
% Contribution from Sales     40

Thus, and for example, if overheads ran at €10,000 and the contribution to sales was 
40% (thus,  materials/inputs  make  up  60% of  sales  revenue)  then the breakeven 
figure is €25,000 per annum i.e., the total  amount of sales/turnover you need to 
generate just to make no profit and make no loss.
  
You can work these figures out over your total sales and total overhead figures.  But 
in real life the sooner you reach breakeven, the more viable the business will be. 
You cannot keep making losses and survive.

A final point, your breakeven sales figure is  not your target sales figure; it is your 
minimum sales target.  Your actual sales target should be determined by the size of 
the market, customer demands etc and should well exceed your breakeven figure.
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Balance Sheet

A balance sheet is a statement of the assets of a business at a particular point in 
time, and lists the monetary value of current assets against current liabilities.  The 
formula is as follows and 1 and 2 should balance:

       Current assets     €
Debtors (People who owe us money) 1a
Stock (Value of stock in hand) 1b
Cash in hand (not lodged/petty cash) 1c
Cash in bank 1d

       Total assets 1
       Liabilities / Owners Funds

Opening Balance (bank account) 2a
Profit & Loss (from income statement) 2b
Creditors (people we owe money to) 2c

       Total liabilities 2

In the initial stages of setting up a business, particularly one that has not traded then 
balance sheets may not be that important.  It is in later years when assets, profits 
and losses are involved that the balance sheet becomes more important.

Oh yes!  Total assets always match total liabilities.  If they don’t you have something 
wrong, hopefully a totting error.  If not, then…

Exercises

There now follows a few exercises just to check you got it right.  Good luck, answers 
on last page.
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Exercise 1

Income Statement

The Managing Director of “The Whatever Company” is trying to prepare his income 
statement for last year.  He feels very good because turnover has increased by 10% 
and is now €100,000.  His stock levels ended the year having increased by 10% over 
the opening  stock  of  €15,000.   Purchases  of  raw materials  make up 60% of  the 
turnover.  Overheads have been about normal.  Wages are €30,000, rent €4,000, 
light  and  heat  €1,000,  administration  is  €1,500,  advertising  is  €2,000,  motor 
expenses stand at €5,000 and his phone bill is €1,000.  From the information given, 
work out the Whatever Company’s income statement.  Did they make a profit or 
loss?

€
Turnover *

Purchases *
Plus opening stock *

Less closing stock *

Equals cost of sales * *

Gross profit *

Less overhead expenses
Wages *
Rent *
Light & heat *
Administration *
Advertising *
Motor expenses *
Phone bill *

Total overheads *

Net Profit *
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Exercise 2

Breakeven Sales

Given  the  information  in  exercise  7  on  the  Whatever  Company,  work  out  the 
company’s breakeven sales figure for last year.

Total Overheads                         X   100
Contribution to Overheads
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This guide to estimating financial projections is provided by Germaine & Associates 
as an aid to help entrepreneurs get a handle on projecting essential financial figures. 
We, however, cannot accept any responsibility for how these guides are used and 
are not responsible for their misuse or misinterpretation of any data generated by 
their use.

If you would like to contact us, please do so by e-mail at info@germaine.eu.com and 
you can find out more about us at our website www.germaine.eu.com.  We provide 
more information via our ‘Start Your Own Business Blog’ at
http://startyourownbusinessblog.wordpress.com.  

Answers

Exercise – Income statement

Turnover €100,000
Purchases €60,000
Opening stock €15,000
Closing stock €16,500
Cost of sales €58,500   €58,500

Gross profit €41,500

Overheads €44,500

Net Loss      €3,000

Exercise – Breakeven Sales

Overheads = €44,500
Contribution to Overheads = 40% (purchases = 60% of turnover)

44,500/40 * 100 = €111,250

Germaine & Associates
www.germaine.eu.com

http://startyourownbusinessblog.wordpress.com
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