DEVELOPING AND USING CASH FLOW PROJECTIONS

This session will involve participants in using a cash flow spreadsheet to prepare monthly cash flow
projections for a hypothetical business - Daniel’s Produce - which has evolved into a retail operation.
Participants will learn to build a cash flow statement that determines how much Daniel needs to borrow or

receive as equity to operate. If time permits, participants will work on “What If?” scenarios. Calculators will
be necessary for this activity.

Handouts:

e Participant Instructions
e Cash flow form
e Answer sheets



INSTRUCTIONS

Daniel has been wildly successful with his roadside stand business. He now decides to open a store selling
fresh fruits, vegetables and plants. Using the blank cash flow form, prepare a monthly cash flow projection
for the first year (April — March) for Daniel’s Produce using the following expenses:

1.

2.
3.

10.

11.

12.

13.

14.

15.

16.

17.

18.

He needs a cash register ($400), baskets and trays ($95) and wood to build shelves and

stands ($100).

He needs six display tables ($100 each) and 4 display racks ($75 each).

His nephew will build his sign at cost $325)

Daniel needs $150 to set up his office and bookkeeping system and $15/month to maintain his office
supplies.

The storefront location where he plans to open his business rents for $400/month. It needs paint
($100) and new carpet ($300). He will do the work himself.

He must buy a vendor’s license ($50, payable yearly) and a town business permit (a one-time fee of
$10).

Telephone service is $30/month, plus a $100 deposit. Daniel expects to make an average of
$15/month in long distance calls to suppliers and vendors.

The electric company requires a deposit of $75 to turn on the electricity. Past records show
electricity (a/cm, heating and lights) averaged $75/month.

He plans to open for business on April 1 and wants to hold a grand opening in mid-April, including
refreshments ($100 is what a local caterer quoted) and entertainment (his cousin’s ragtime band will
come from Burlington to play for $150). He plans to give away 250 miniature plants ($1 each) at the
grand opening.

He’s determined that the store will need a total of 2 full-time salespeople (180 hours/month each),
who will be paid $6/hour. There will be no other paid employees. The employer portion of social
security tax is 7.65% that he will pay monthly into a trust account. He’s learned that his
unemployment compensation payment (2.35% of gross payroll) can be made monthly.

He’s talked to an insurance agent who quoted $300 for a yearly liability, fire and theft policy, paid
up front every year.

Daniel plans a full-page newspaper ad ($150) and 50 radio spots ($10 each) in the first month of
business, and four 1/8 page newspaper ads ($35 each) in each following month to advertise sales and
specials.

One of the services he plans to offer is free delivery of specially ordered produce and plants. He
anticipates this will entail driving 200 miles per month, reimbursed at $.25/mile.

Daniel expects to need $25/month for miscellaneous expenses.

Daniel has researched other stores and anticipates the average sale per customer will be $20. The
cost of produce sold will average 40% of the sales price and he plans to replenish any inventory sold
by the end of each month. He expects to buy $5,000 of inventory up front.

His estimate of the number of customers per month is as follows:

April 150 July 250 Oct. 300 Jan 250
May 200 Aug 300 Nov. 200 Feb 300
June 150 Sept 350 Dec. 200 Mar 350

After filling in the cash flow sheet, can you determine how much Daniel’s Produce would

need to receive as equity to meet all its expenses and avoid running out of cash in the first six
months?

If Daniel’s investors are only able to invest $2,000, how much would the business need to

borrow to have enough cash to meet its expenses? The loan would be repaid in 3 years at an interest
rate of 10%.

Is this business feasible? Would you buy shares of Daniel’s stock? If you were a loan officer at the local
bank, would you lend the business the money it projects it needs? What additional information would you
need to make your decision?



