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Abstract
Forecasting is the science of predicting future events. Financial Forecasting is estimating how a business will perform in the near future (Abu Mostafa, 1996). In a complete financial model, the three types of financial statements are forecasted; income statement, cash flow and balance sheet.
 A pro forma statement financial statement summarizes the projected future status of the company after any planned transactions are made, but based on the current year financial statements (P Andersson, N Hellman, 2007).
Pro forma statements exclude unusual and nonrecurring transactions with a huge emphasis on projected cashflows and net revenues. 

Appendix A
	Pro Forma Income Statement (thousands of SAR)

	 
	As at 31/12, YR 1
	Y2 - applying Constant growth model (8%) = 1.08 *A

	Sales 
	         1,800,000 
	                                   1,944,000 

	Operating Income
	         1,639,860 
	                                   1,771,049 

	EBIT
	             160,140 
	                                      172,951 

	Interest 
	               10,140 
	                                         10,951 

	Earnings before taxes 
	             150,000 
	                                      162,000 

	Taxes (20%)
	               30,000 
	                                         32,400 

	Net income
	             120,000 
	                                      129,600 

	Dividends (60%)
	               72,000 
	                                         77,760 

	Addition to retained earnings 
	               48,000 
	                                         48,000 
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Retained Earnings (Closing balance) =Opening balance + Net income – Dividends
Projected Assets and liabilities calculated as a percentage of sales 
	Pro Forma Balance sheet (thousands of SAR)

	 
	YR 1(Current)
	Projection basis- Average percent of sales (%)
	YR 2

	Assets
	 
	 
	 

	Cash
	                   90,000 
	                             5 
	                                             94,500 

	Receivables
	                180,000 
	                           10 
	                                           198,000 

	Inventories
	                360,000 
	                           20 
	                                           432,000 

	Total current assets
	                630,000 
	                           35 
	                                           724,500 

	Net fixed assets
	                720,000 
	 No change 
	                                           720,000 

	Total assets
	             1,350,000 
	 
	                                       1,444,500 

	 
	 
	 
	 

	Liabilities
	 
	 
	 

	Accounts Payable
	                180,000 
	                           10 
	                                           198,000 

	Notes payable
	                   78,000 
	                             4 
	                                             81,120 

	Accruals
	                   90,000 
	                             5 
	                                             94,500 

	Total Current liabilities
	                348,000 
	 
	                                           373,620 

	 
	 
	 
	 

	Equity
	 
	 
	 

	Common stock
	                900,000 
	 No change 
	                                           900,000 

	Retained Earnings
	                102,000 
	 
	                                           170,880 

	Total Liabilities &Equity
	             1,350,000 
	 
	                                       1,444,500 



To determine External Funding requirement, we subtract company’s projected working capital needs and expenditures from the net income, since we do not have this information, we determine the funding needs. 
External Funding Needs = Projected increase in assets – spontaneous increase in liabilities – any increase in retained earnings,
=94500 – 25620- 48000
=20,880 (thousands in SAR)
Conclusion
This is the amount of external funds required that is equal to increase in sales at the optimal level, that is reduced by the increase in liabilities stemming from the financial projection and further reduced by the addition of retained earnings.
Proforma income statement is a projection of income for a period of time in future; estimate of expected revenue, costs, profits, taxes, dividends and other financial items. With this information, the managers can realize the changes in the financial position and performances of the company.
Proforma balance sheet depends on the information available on the income statement together with various schedules and budgets. It’s based on the net worth of the company, liabilities, net investment in each component and the comparison of the projected assets with the total sources of funds.
From this module, the Pro forma Statements can help with financial budgeting. The operating income for the current year is 1,639,860 while the projected income will be 1,771,049. Hence, when creating a budget for the next year, the additional 131,189 can be split – spending on 70,000 on paying the principal of a loan while adding the rest 61,000 to savings.
Part 2
Trend analysis 
It involves collection of financial information from various time periods and plotting the information for further review; this helps to spot actionable patterns. In the profit and loss statement especially, the revenue and cost information can be plotted on a trend line for multiple periods and examined for any inconsistencies and trends. 
The revenue and cost function can be used internally by evaluating different patterns;
· Examine revenue patterns to determine if sales have been declining or increasing in various regions 
· Examine expense reports and line items to see if there is unusual or exaggerated expenditure in a reporting period that will require adjustment in the future
· Extend any expense and revenue lines to estimate future profits or losses and hence helping in future budgeting process
· Evaluate each line in the income statement and balance sheet. Trends over several years can be evaluated by calculating trend percentage as the current year divided by the base year.
· Evaluating gross margins, overhead costs against revenues from robust models.
· Signaling investors on any impending price changes that would affect profits and loss
· Identifying the areas of business that are doing well and those that might need to be worked on in the future to mitigate possible losses

For example, in a study a mere decrease or increase in percentage may bring about erroneous results if studied in isolation. If say an increase in current assets was accompanied by an increase in liabilities, then this may be unsatisfactory information to predict the future. 
Similarly, an increase in sales may not be followed by an increase in profits if the costs of production have also increased. 
If the base period is carefully selected, and the accounting procedures and conventions used for collecting data and preparation of the statements should be similar so that the figures are comparable.

Forecasting Difficulties depend on the type of healthcare organization.
Forecasting in healthcare organizations is critical for them to keep up with demands of a rapidly changing environment, so that they can plan and implement impactful strategies. The use of proper forecasting tools can help these organizations combat future health situations such as demand for certain health services and needs (Soyiri & Reidpath, 2013).
Stark, Mould, & Schweikert, describe forecasting as algorithms that determine future projections based on certain factors i.e. business drivers, influencing factors and other constraints, all of which differ from one type healthcare organization to another. Due to the patient and revenue volume in hospitals, forecasting is even more difficult hence decisions are made according to certain categories, including long range forecasts while the such centers as outpatient, time series for short-range forecasts is enough (Stark et al., 2013). 
These forecasting difficulties also arise due to differences in organization alignments, scheduling demands, distribution of funding in the various departments and the huge resources required to meet the demand for healthcare services (Armstrong, 2001).
However, Tetlock and Gardner (2015), recommended that these organizations shouldn’t be overly confident in the data since it could include errors, but rather balance between judgement and decisiveness to avoid forecasting mistakes. 
The methods and ways of forecasting differ from one organization to another, what works for one maybe disastrous for another (Kasapoglu, 2016). Either way, forecasts are hardly perfect since external factors cannot be controlled or predicted. An example is the Covid-19 pandemic which would otherwise, have affected the forecast. 
To conclude, trend-based forecasts and ease of doing it- differ from one healthcare organization to another i.e. depending on the vectors of change such as their care delivery models, household decision making, availability of IT opportunities or Artificial intelligence, consolidations and the organization’s initiatives. The more complex a model is and the higher the demand of services, then, the more difficult forecasting gets. However, accuracy and way of forecasting depends entirely on the vectors of change and the relationships between them. As health care changes, so does forecasting approaches.
The best way to approach forecasting of a healthcare organization is to set a reasonable bar for precision, monitor accuracy of the projections over time, doing thorough research to determine the impact of predictive models on quality , and contribution of new data sources, involve different perspectives in the forecasting process and understanding the effects of forces of forecast such as technology and delivery methods.

The impact a growing population within the Kingdom of Saudi Arabia will have on the ability to forecast utilization of assets (on the Balance Sheet) effectively

Saudi Arabia is the largest country in the Arabian Peninsula. It has been going through demographic front changes; from growth, distribution, ageing and to matters fertility (Khalif, 2001). Population growth has been of huge concern since it has implications and created pressure in most of the social sectors- education, health and employment (Collymore,2003).
High population growth is attributed to declining mortality rate and high fertility as a result of ban on import of contraceptives implemented in 1975 and declaration of birth control contrary to the Islamic faith (Winckler,1997).
While assets grow with revenues (tied to operations, grows as businesses grow). Even when we cannot straight line the projections, it’s still difficult to forecast accurately due to the growing population. The more the revenue, the more capital spending and purchases of intangibles we can expect to see. To forecast a balance sheet, they must make an informed projection of their future financial position especially the assets, to see what they are likely to make use of- such as real estate, finances and equipment/infrastructure.
Growth of population has influenced management of fiscal consolidation and optimization hence better public asset data should be made possible by Saudi’s government. It has brought about “Black Swans’- that are indeed independent large draws from the flat distribution hence success in forecasting such draws is unlikely without a crystal ball. A proliferation of “jumps” as measured by bipower variation (Shephard, 2006) results in occurrence of large draws of the projections of assets utilization. Taleb (2009) argues for more robust systems that will ensure effective forecast such as systems with less nodes and less interdependence.
Due to the growing population, utilization of assets forecast success requires four things; foster demand for asset information and optimization, prioritizing key asset classes based on fiscal and economic significance, public asset information requirements in whole of the government’s approach of future budgeting planning, and use of new technologies such as sensor data acquisition, and leveraging local and global partnerships.

Financial concepts of this course such as revenue payment methods, financial risk, debt, equity, capital acquisition, financial forecasting, and the revenue cycle.

Revenue payment methods 
Revenue is the value of sales of goods and services recognized over a certain period. It forms the beginning of an income statement. It can be divided into operating revenue and secondary revenue. Revenue payment are actual payments in cash or recorded revenue expenditures. Examples include amounts paid as rent, or to workers or amount paid to purchase raw materials.

Financial risk 
This is the risk that involves financial loss to firms. It mostly arises due to instability, and losses in the financial market caused by various factors i.e. market movement in currencies, interest rates or stock prices. There are different types of Financial Risks namely; market, credit. Liquidity, operational and legal risk.

Debt
 This is the amount of money borrowed by one party from another. A debt arrangement gives the borrowing party permission to borrow under certain conditions but most importantly, that the money is paid back at a later date, with interest. Debt financing happens when a company raises money by selling debt instruments to investors.
To find a company’s total debt = short term debts + long term obligations
Net debt = cash + cash equivalents 

Equity
This represents an ownership stake in a company. It gives a shareholder claims on future earnings of the company but does not need to be paid back. If and when a company goes bankrupt, equity holders are last to receive money.
Shareholders’ equity = Total assets of a firm – Total liabilities or sum of share capital and Retained earnings minus Treasury shares 


Capital acquisition
This is the capital to acquire other assets such as equipment, inventory or software. Capital acquisition serves to grow the profits of a business. 
Capital Acquisition ratio is given by = (cash flow from operations – dividends)/ cash paid for acquisitions. It reflects firms’ ability to finance capital expenditures internally.
Financial forecasting 
This is estimating how a business will perform in the near future. Technique that uses historical data as inputs to make informed financial projections. There are various financial forecasting methods such as quantitative methods i.e. straight line, moving average, time series and linear regression. Qualitative forecasting methods are market research and delphi method.

Revenue cycle
It refers to the journey of a product of a service from its beginning to its sale. The cycle begins when the business delivers a product or provides a service, to when the customer makes the full payment. For example, in health care companies, the revenue cycle is only complete once the payment from both the patient and insurance company has been received.
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