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Reporting vs Forecasting
• Reporting: What happened?

-factual information
-basic accounting
-reporting based on accepted standards

(GAAP, ASPE, IFRS)

• Forecasting: What will happen?
-estimating (guesstimating) or planning?
-based on practical experience
-assumptions are key! 



Why do Companies Fail?

They run out of money! 
i.e. mismanagement of cash flow



Example: Y-T-D Actual vs Budget (Plan)



It’s all about Cash Flow
What is the difference between…..

a cash flow statement in annual reports
and

a cash flow projection for the coming year?



Cash Flow Statement

For the Year Ending December 31, 2018

HISTORICAL – what happened?



Cash Flow Forecast – what will happen?

This shows future month-by-month cash balances using
Income Statement projections



Ask:
• What’s the Cash on Hand?

Really – what’s in/will be in the bank account?

• What’s the *Burn Rate (net or gross)?

• Can all obligations be met?

[*Burn = net monthly cash outflow]



Best Tool: The Spreadsheet

•A spreadsheet (e.g. Microsoft XL file) is best
•Why? 

- helps you understand your numbers
- customize it for your specific business



Cash Flow Spreadsheet
• Start with the P&L

• What are the assumptions regarding accruals?

• What is the timing of real cash?

• Calculate month-end cash balances
(This is what’s in your bank account!)

• Go to XL File: mikevolker.com/finproj.xls



Example XL: Monthly P&L Forecast 

Download this spreadsheet at mikevolker.com/finproj.xls



Reminder: Cash vs Accrual 
•What does the P&L say about cash?
•How much cash do you need?
•You do not have unlimited credit!
•Suppliers and employees will not wait.



Example XL: Monthly Cash Flow

Both of these are based on the same P&L numbers. The only difference is assumptions regarding the timing of payments:

#1:Pay for production materials (CoGs) in month of shipment; collect payment from customers after one month 
#2:Pay for production materials (CoGs) two months before shipment; collect payment from customers after 2 months



Which is correct?

•$106,385 or $721,842?
•It depends on the assumptions
•How much capital should you raise?
•Better too much than too little
•Be realistic!
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Matching Sources to Needs 
•$106K may be easy to raise

Is it enough? 
•$721K may be out of reach

Perhaps reduce revenues



What about Capital Expenses (CapEx)?
• Caveat: The Example excludes CapEx

• Expenses include: 
Monthly rent & utilities
Monthly salaries
Misc. minor general & admin supplies

• Capital Expenses (eg > $1K) include:
Equipment, machinery, property



Recap: How to account for CapEx?
• CapEx items are amortized over time (non-cash)

• CapEx items are assets on the Balance Sheet

• But – keep off Balsheet when possible (lease)
(i.e. convert CapEx to monthly “rent”)

• Insert CapEx items in Cash Flow as required 



How to add in CapEx Items
• Just add more rows 

to your cash flow:

Break these line items into more 
granular details to help in your planning



Sensitivity Analysis
•Spreadsheets allow you to try many scenarios
•Ask: What is the ideal situation?

What is the worst-case situation?
•E.G. What if revenues are 50% less?

What if expenses are double?



How Many Months?
•Do monthly until cash flow is positive
•Then complete for at least 5 years
(see example – mikevolker.com/finproj.xls)

•Update regularly 



5 Year Projection



Is this “good”?
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It Depends…. 

•It drives EXIT valuation
•Is it achievable?
•Is it realistic (check against comparables)?
•Do you want to commit 5+ years to it?



Bonus
From the cash flow, you can easily do
month-end balance sheets in addition to 
reliable proforma income statements!

(refer to example)



Sanity Checks
•Do revenues seem unrealistically high?
•Are my margins similar to other similar firms?
•Have I overlooked any expenses?
•Have I build in some contingencies?
•Do I have a sales plan or a sales forecast?
•Are my assumptions reasonable?



Summary
•Using XL can give you a hands-on financial 
understanding of your company 

•From the P&L, you can get cash flow and balance 
sheets

•Test your assumptions – do worst/best cases
•Investors love to see solid financial planning
•Remember – Happiness is Positive Cash Flow!

Download: mikevolker.com/finproj.xls


