The bank account rcquircd for the business 1s one that:

nternet banking access

1s below A$5000 o |
(for reconciliation with accounts)

ansfer facilities.
f two directors will be _
be requireq

« has mobile phone/1

« pays interest on sun
sonthly bank statements

. pr()vidcs n .
ic funds tr

it card and electron

e has crec
casons, a minimum o

For security 1

verify all accounts.

(¢) Distribution of profits
Profits in Year 1 will
profit after tax will be

be paid to the shareholders
with their shareholdings, an

be retained in the business. In future years, anny,
divided in the following manner: three_quarters' Wnet
ot the end of the financial year in aCCOrdanhl
d the remaining quarter will be kept as retainsz
carnings. The retained capital will be used for reinvestment in the busineg
mainly to upgrade equipment and to meet unforeseen contingencies, If th(;
business is highly profitable, some of the retained capital may eventually (i,
two to three years’ time) be used to help fund the purchase of permanep;

business premises.

(d) Goods and services tax
No GST figures are shown in any of the financial documents; in other words

all forecasts are net of tax.

(e) Loans
The firm has no current loans or debts.

5.2 Analysis of financial forecasts

(a) The owners have decided to use net profit margin and projected market and
earnings-based valuations as the main indicators of the firm’s performance.

Based on the projections made in this document, it 1s estimated for Year 1
that this will be:

Net profit before tax 2330
= 32330 _j 04

Net profitmargin% = = T
Sales turnover $103 750 B

This figure i : ‘
Stuésy 1%urje is relatively low z?nd below industry norms, according to a recent
il YW(;I::S (2012), b.ut is not unusual for a business in its first year of
In.fumr expec‘c margins to increase substantially in Year 2 and Year 3.
hesationis }}izlaés; alslmoreil data are gathered, it will also be possible to U
nalyse t :
(b) Break-even point yse the financial performance of the firm.

Assuming that _

margin iSgequaalctosthof gO(')ds sold is the only variable cost, the contributiol

o the projected gross profit margin (94%)

Projected fixed costs = $95 280

Break-even pointindollars = Fixed costs

Contribution margin
_ $95280
0.94
= $101 362
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© Applying markef—based and earnings-based valuations to 4 start

While we are in the start-up phase, we do not expect\ our_upt

competitive. However, by benchmarking against indtlgtr nrs U”‘]S e
ensuring we are focused on what we need to do to ble c};m rer:: . We
understand through personal enquiry with Sydney West—h')id'e Sr:ill] Five"' -
Professional Brokers Pty Ltd that several businesses similar t(; 0 US?QSS
been offered for sale at an average industry multiplier of 0.8 time:lrS ave]:
turnover this year in the greater Sydney area. Using this b'enchm‘araknnua
business may theoretically be worth as much as $85 880 at the end o’f (;;11;

first year.

Market based selling price (revenue multiplier)
=$107 350 (Sales) x 0.80 (multiplier) = $85 880.

In the medium term, revenue multipliers may be a quick, easy and useful
measure. However, during the start-up phase a better measure of perfor-
mance may be to calculate a price that reflects return on investment (ROI).
The ROI expected in this industry is estimated (by comparison with three
other similar businesses for sale) to be in the order of 75% before allowing the
manager’s salary (Jessie). Using this information to calculate the theoretical

sale price suggests a much lower outcome.
Earnings based selling price (ROI) = $2330/0.75 = $3106.67

This means that in year one, the business is worth as little as $3106.67,
effectively making it not at all saleable. Of course, both of these valuation
methods have problems when applied to the first year of a start-up business,
so how will we account for this apparent problem of newness?

Over the course of the first few years we would expect the ROI-derived
selling price to increase to at least on par with the revenue multiplier method
once the businesses start-up costs have washed through the accounts. In
today’s dollar terms, if the turnover number was not increased that would

mean a target net profit of $64 410 is required.
$85 880 (required sale price) X 0.75 (expected ROI) = $64 410 net profit

When we exceed that net profit target (based on turnover of $107350) then
require in terms of net mar-

we will be doing better than the market would :
year could be done to predict

gins. Projecting out our profits beyond the first : : _ L of
when this might occur, but we do not feel this is credible given our lack o

data as a start-up. In future years we will certainly look to understand the

trends and forward-plan to a more strategic time frame.
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g

5.2.3 Projected profit and loss state , _
Australian dollars, A$) ment (All figures are in
2 b e

Blucprints Business Planning Pty Lt
nning Pty Ltd
PROJECTED PROFIT AND LOSS STATEMENT

for the period July 2014 to June 2015

Revenues
Sales revenue
Less: Cost of goods sold
Gross profit
Expenses
Accounting/legal services
Advertising
Bank fees
Equipment purchases
Equipment leases
Insurance
Light & power
Loan repayments
Motor vehicle — fuel
Motor vehicle — other costs
Petty cash
Postage, printing & stationery
Rent
Repairs & maintenance
Staff wages
Staff superannuation
Staff director's wages
Telephone
Other
Depreciation
Total expenses

Net profit

103 750
6150
97600

2500
3180
180
11500

2500

600

300
400

400
24000
6000
41320
600
650
1150
95280
$2320
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5 Owner's personal assets and liabilities (All figures are in

Aﬁs'tralian dollars, A$)

Blueprints Business Planning Pty Ltd
OWNER'’S PERSONAL ASSETS AND LIABILITIES: JESSIE JONES
as at 1 July 2014

——

Assets
own house (market value)
Other real estate (market value)
Motor vehicle (insured value)
Cash (on hand or in bank)
Superannuation
Furniture & personal effects (insured value)
other (list if appropriate)
Total assets
Liabilities
Qutstanding mortgage (on home)
Outstanding mortgage (on other real estate)
Persona.l loans
Credit cards
Current bills
Other debts
Total liabilities

Personal worth (total assets minus total liabilities)

$700000
0

25000
6000
84000
25000
0

840000

201500
0

0

100

0

600

202200
$637 800

S



etable, 2014-15 T

y for homeé- t
: ; k accoun
July open business ban : cards .
p ads, bUSI;iStSO ccountant and lawyer (for their mformation)
iness p ‘
f oS! cies

opy 0 [
Send cop) surance poli

Obtain all relevant in -
Start direct mail campalgn
AIELE: Review contents of website

ili tions manual .

compiling opera oin

Septeroet \?;tsai;taccountant re; progress to date, rgco(jrdke ping
Enquire re: computing equipment require

ire with Institute of Management Consultants (Australia) fe: membership
Enquire Wi

l(\?gf/(;tr)r?tr)er Prepare promotional brochure

December Print promotional brochure

fa(:wtzry Staff/directors’ retreat to review progress to date
Review business plan
Review effectiveness of marketing plan and analyse source of sales to date
Review operations manual

February Attend Small Business Development Corporation course on managing business
growth

March Implement benchmarking of advertising by outside adviser

April Update website

May Visit accountant re: end-of-financial-year returns

June Write business plan for 2015-16

Review and write new marketing plan
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