PART 2. FINANCIAL STATEMENTS.
SALES FORECAST FOR THE FIRST THREE YEAR

	Year 1 (2021)
	 $             700,000 

	
	

	Year 2 (2022)
	 $             780,000 

	
	

	Year 3 (2023)
	 $             900,000 



The firm has projected sales of $700,000 in the first year of its operation. The sales are forecasted to grow to $ 780,000 in the second year of its operation making a projection increase of revenue of 11.428%. in the year of its operation, the firm has been projected to attain a 15.385% increase of sale revenue of $ 900000.
PROFOMA INCOME STATEMENT
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BALANCE SHEET FOR THE THREE YEARS 
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STATEMENT OF CASHFLOWS
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Monthly cashflows projections are assumed t be constant and only increase the following year whereas they remain or are maintained at a constant level for that particular period of year.

Break-Even Analysis.
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FINANCIAL RATIOS
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 Key ratios that will determine the success of the organization and their analysis.
Ratios on Firm’s profitability 
a. Net profit margin – this is a ratio concerned with calculating the profitability of the firm obtained as net income divided by revenues, or net profits divided by sales. It is used to quantify how much out of every unit of dollar of sales a company actually keeps in earnings.

 Net profit margin = 
With a net profit margin of 39.5% estimated in year one of operation to 38.41% and 36.55% net profit margin for the two following years consequently means out of every unit of dollar of sales the business retains $0.395, $0.384 and $0.3655 in earnings for the year 2021, 2022 and 2023 consecutively which is a good practice for start-ups.
b. Gross profit margin 
This financial metric is used to evaluate a corporate’s financial health by revealing the proportion of money left over from revenues after accounting for the cost of goods sold. The business is projected to maintaining a gross profit margin of 55.3% of cash after accounting for the cost of goods sold in 2021, a margin of 53.98% in 2022 and a margin of 54.83% in 2023. Gross profit margin serves as the source for paying additional expenses and future savings. Therefore, from the GPM analysis done, the company can cater for its additional expenses and be able to facilitate some future savings.
Gross profit margin =  

Liquidity Ratio
Liquidity ratios indicate the level to which the firm is poised to honor its short-term liabilities. 
a. Current ratio/Working Capital ratio 
 A ratio that measures a concern's ability to pay its short-term obligations when they fall due. A current ratio of below one indicates that the firm has undesirable working capital and it’s probably likely to face a liquidity crisis. 
Current ratio -  
Interpretation:  A higher ratio indicates a higher level of liquidity (that is, there is a greater ability to pay for short-term obligations once they fall due).
The organization expected current ratio for the starting year is 0.762, this means for the year ended 2021, the firm could hardly honor its short-term liabilities. This probably might cause a liquidity crisis. In the second and third year, the current ratios increase to 2.587 and 4.018 respectively. This is a good indication since the organization can honor its short-term obligations.
These ratios were picked since they help the organization know its short-term financial position to avoid liquidity crisis.
Debt utilization ratio
Debt ratio 
This ratio measures the gearing level of the business by taking into account the business's total liabilities as a percentage of its total assets. In a sense, the debt ratio shows a company's ability to pay off its liabilities with its assets. In other words, this ratio indicates the number of assets the company must sell so as to pay off all of its liabilities/debt obligations.
Debt ratio =  

For the year ending 2021, the firm’s debt ratio is expected to be 0.5334. This means that incase of the organization being unable to pay off its liability, the company can sell its assets and pay off twice more its liabilities. However, that ability is projected to go down to 0.3288 in the year ending 2022 and 0.2406 in the year ending 2023. These ratios help the organization to take into consideration of any inability to honor its debt and how the company will resolve that given only assets are remaining in the firm.


Asset utilization ratio.
a. Total assets turnover  
The ratio measures the quantity of sales generated for every dollars’ worth of the assets. This ratio basically measures the efficiency of a firm in using its assets to generate sales, so a higher ratio is always more favorable. 

Total assets turnover-  
Interpretation
Higher assets turnover ratios indicate that the firm is efficiently using its assets in generating sales. Less turnover ratios indicate that the company is not efficiently using its assets and most likely there are management, operational or production problems. Similar to most ratios, the asset turnover ratio is based on the current industry standards in practice. There are some industries that deploy the utilization of assets more efficiently than the rest of the firms. To get the real picture and logic of how well a company's assets are being used, it must be compared to the other corporations in its industry they operate.
Therefore, using these ratios will help the organization measures how efficient their asset utilization is hence a check on management style, production models and business structure.










 PART 3: FINANCING DECISIONS 

The business will be funded partly by savings and grants(goodwill) and partly by borrowed capital or capital from outside investors.
Start-up are usually associated with high start-up costs. This means that, personal savings and goodwill will not sufficiently cover the cost of setting up the business. This will prompt the seeking of finance to cater for the start-up costs. 
With expected net incomes of $327463, $298008 and $ 231000 for the consecutive three years on the pro-forma statement, seeking start-up finance from outside investors is ideal because the liabilities expected to be settled in general for the three years are $179317, $137,565 and $107000 for the consecutive ending years of 2021, 2022 and 2023. 
It is much easier to convince lenders to invest their money in the business with debt utilization ratio of 0.5333…..

Periodic funding requirements.
The business will be needing funding over the three-year period covered in the pro-forma statements. 
The funds will be used to cater for unforeseen financial demands to prevent the business from stopping operations and ensure its ability of going concern is maintained.

Types of Financing to be pursued.
The business shall use both short-term loans and long-term loans in their financing. Common stock way of financing shall also be pursued to avoid liquidating the ownership and management of the business.

The use of the financing.
 Short-term loans forecasted shall be used to take care of short-term expenses and the long-term loans be employed to financing long term-term and short-term projects.
Grants, goodwill and common stock finance shall be used to finance long term projects and serve for precautionary purposes to ensure continuity of operations.

Optimal finance mix.
A mix of 30:70 debts and equity will be maintained.
This is aimed at maximizing the benefit that comes with having a debt in terms of interest shield for tax purposes and optimal mix of 70% equity to avoid dilution of the ownership of the business. The debt is also used to enhance management efficiency.
 
Current asset management policy

The business current asset management policy shall be 
· The current ratio shall not be more than 2. Any excess of this shall require the current assets be invested in profit generating projects or operations of the business to avoid keeping unproductive cash. This also means that any short falling of current asset ratio to below to shall prompt the business to convert non-current asset into current assets to a ratio of not more nor less than two so as to maintain the required optimum liquidity. 


Cash Management policy.
Cash and cash equivalent shall be held 
· Two-thirds of the Cash shall be held at hand to cater for petty transactions.
· a third of the cash shall be held in bank for precautionary purposes.

Cash equivalents shall be constantly reviewed by the management and shall be converted into cash on amount as much as amount cash is needed.

Securities to be offered.
The business shall offer equity securities to willing stock holders to facilitate funding of its operations.
Short term securities such as commercial papers and bill shall be offered too to serve back up financing on the short term and short demands of the business.
 
Account payable policy
The business shall 
· have two thirds of the accounts payable settled a month later after they were incurred.
· Have the remaining third settled in not more than two months after the first two thirds are settled. 
The business shall employ this policy to enable it recovers its money early enough so as to reduce the bad and doubtful debts.

Inventory management policy.
The inventories shall
· Be restocked once three quarter of the previous inventory has been used.
· Restocking shall only be done on condition that previous inventory still in the possession of the business is nearly its expiration period. This policy shall however apply too food items and beverages.
· Any inventory that has surpass a 12-month period of duration shall be deemed fit for disposal and new inventories can be purchased.
· No order of inventory shall be made if their total inclusive cost is more than three-quarter of the projected sale revenue projected from it.
· 
Why adopt such a policy.
· To avoid selling loses because of costly inventories.
· To avoid using investory that are likely to lower the quantity ort quality of the expected outcomes from the business operations.










PART 4: FINANCIAL ANALYSIS 
Organizations Financial strength
From the financial projections and forecast 
· The business by attaining a net profit margin of 38.5% in year ending 2021, 38.4$ in the year ending 2022 and 36.6% in the year ending 2023 means a higher profitability ratio considering it being a start-up. This tells that the financial strength of the business is high and there is room for it increasing. 
· Considering the current ratios (0.76, 2.587 & 4.01) for the three projected years, the business is likely not to suffer any liquidity distress. This is a good liquidity management. However, higher current ratios mean the business cash is held up in a non-revenue generating activities. 


Executive Summary. 
 Good Luck Food Truck and Restaurant Business Plan is an ideal idea because hotel industry is continuingly growing all over the world and Australia is one of the growing countries in the industry. The rapid growth rate is due to the enhancement and development of the tourism sectors all over despite the challenges brought by the outbreak of Covid-19 pandemic since 2019. The hotel industry is an ever-growing industry and is full of well-established companies. The industry has been steadily growing at a growth rate of 10% according to the Times research team. The hotel industry is financially strong as it promises to be more profitable, liquid and solvent which is more appealing to investors both nationally and internationally.
With the analysts’ projections going right as expected, the business shall benefit in terms of occupying greater market share as well as generate much revenue expected from the bubbles.
This business idea will be successful because soon or later the travel bubbles shall be experienced, thus there will be an increase in overseas inflows of tourist into Australia. This therefore means that the idea is inevitable with the great zeal, determination and passion.  The rate of the success of the business idea is projected to be low at the year ending due to the economy struggling, border restrictions and vaccination requirements as a result of Covid-19. However, the business is projected to pick in the proceeding year and therefore maintain it performance in that year and is expected to increase in the last projected year.
Ratio analysis against competitors and industry. 
Probability Ratios
a. Net profit margin  
With a net profit margin of 39.5% estimated in year one of operation to 38.41% and 36.55% net profit margin for the two following years consequently means out of every unit of dollar of sales the business retains $0.395, $0.384 and $0.3655 in earnings for the year 2021, 2022 and 2023 consecutively which is a good practice for start-ups. For a start up this indicates a better performance than competitors in the industry as well as performance slightly above the industry. 


Liquidity Ratio
Liquidity ratios indicate the level to which the firm is poised to honor its short-term liabilities. 
b. Current ratio/Working Capital ratio  
 A higher ratio indicates a higher level of liquidity (that is, there is a greater ability to pay for short-term obligations once they fall due).The organization expected current ratio for the starting year is 0.762, this means for the year ended 2021, the firm could hardly honor its short-term liabilities. This probably might cause a liquidity crisis that might probably favor the competitors to my disadvantage. In the second and third year, the current ratios increase to 2.587 and 4.018 respectively. With last two projected years’ current ratio being better than competitors’ and slightly in hand with the industry expectation, this is a good indication concluding the organization can honor its short-term obligations better than its competitors. 

Debt utilization ratio
Debt ratio
For the year ending 2021, the firm’s debt ratio is expected to be 0.5334. This means that incase of the organization being unable to pay off its liability, the company can sell its assets and pay off twice more its liabilities. However, that ability is projected to go down to 0.3288 in the year ending 2022 and 0.2406 in the year ending 2023. These ratios help the organization to take into consideration of any inability to honor its debt and how the company will resolve that given only assets are remaining in the firm.
These ratios are better off compared to the competitors in the industry.

Asset utilization ratio.
b. Total assets turnover 
A company whose turnover ratios is higher means, the company is efficient in the usage of its assets. Lower turnover ratios, otherwise, means that the company is not using its assets efficiently and it is most likely that there is management or production problems in the business. Comparable to most ratios, the asset turnover ratio is generally grounded on the prevailing industry standards. There are industries that use assets more efficiently than others. To get a true sense of how well a company's assets are being used, it must be equated to other companies in the industry.
Therefore, using this ratio will help the organization in measuring and evaluating its efficiency on asset utilization hence a check on management style, production models and business structure.
With total assets turnover of 3.489, 1.8745 & 1.2527 for the years ending 2021, 2022 and 2023 respectively. The asset utilization keeps on reducing thus indicating efficiency of asset utilization is decreasing just like the competitors and the industry.












Reference
Block, S., Hirt, G., & Danielsen, B. Foundations of financial management (17th ed.).
IBISWorld - Industry Market Research, Reports, and Statistics. Ibisworld.com. (2021). 
Retrieved 4 October 2021, from https://www.ibisworld.com/au/industry/hotels-resorts/1811/.



image4.emf
MONTHLY CASHFLOW STATEMENTS

Cash Flows from Operating Activities Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 3/1/2022 Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22

Receipts from customers 58,333 $                58,333 $                58,333 $                65,000 $              65,000 $        65,000 $        65,000 $        65,000 $        65,000 $        65,000 $        65,000 $        65,000 $       

Payments to suppliers and employers (30,917) $              (30,917) $              (30,917) $              30,000 $              30,000 $        30,000 $        30,000 $        30,000 $        30,000 $        30,000 $        30,000 $        30,000 $       

Net Income 27,417 $                27,417 $                27,417 $                35,000 $              35,000 $        35,000 $        35,000 $        35,000 $        35,000 $        35,000 $        35,000 $        35,000 $       

Add: Depreciation - $                       - $                       - $                       - $                     - $               - $               - $               - $               - $               - $               - $               - $              

Increase in Cash (1,667) $                 (1,667) $                 (1,667) $                 (1,417) $               (1,417) $         (1,417) $         (1,417) $         (1,417) $         (1,417) $         (1,417) $         (1,417) $         (1,417) $        

Increase in Inventory (1,667) $                 (1,667) $                 (1,667) $                 (1,667) $               (1,667) $         (1,667) $         (1,667) $         (1,667) $         (1,667) $         (1,667) $         (1,667) $         (1,667) $        

Increase in Supplies (1,250) $                 (1,250) $                 (1,250) $                 (1,250) $               (1,250) $         (1,250) $         (1,250) $         (1,250) $         (1,250) $         (1,250) $         (1,250) $         (1,250) $        

Increase in Prepaid Insurance (25) $                       (25) $                       (25) $                       (18) $                     (18) $               (18) $               (18) $               (18) $               (18) $               (18) $               (18) $               (18) $              

Net Cash inflows from Operating Activities 22,808 $                22,808 $                22,808 $                30,649 $              30,649 $        30,649 $        30,649 $        30,649 $        30,649 $        30,649 $        30,649 $        30,649 $       

                 

Cash Flows from Investing Activites

Net proceeds from disposal properties - $                       - $                       - $                       - $                     - $               - $               - $               - $               - $               - $               - $               - $              

Increase in Building (8,333) $                 (8,333) $                 (8,333) $                 (6,333) $               (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $        

Net Cash inflows from Investing Activites (8,333) $                 (8,333) $                 (8,333) $                 (6,333) $               (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $         (6,333) $        

- $                       - $                       - $                       - $                     - $               - $               - $               - $               - $               - $               - $               - $              

Cash Flows from Financing Activities

Capitalised borrowing costs paid - $                       - $                       - $                       - $                     - $               - $               - $               - $               - $               - $               - $               - $              

Repayment of borrowings - $                       - $                       - $                       - $                     - $               - $               - $               - $               - $               - $               - $               - $              

Proceeds from borrowing 14,475 $                14,475 $                14,475 $                13,333 $              13,333 $        13,333 $        13,333 $        13,333 $        13,333 $        13,333 $        13,333 $        13,333 $       

Lease and Rent Payment - $                       - $                       - $                       - $                     - $               - $               - $               - $               - $               - $               - $               - $              

Net Cash inflows from financing activities 14,475 $                14,475 $                14,475 $                13,333 $              13,333 $        13,333 $        13,333 $        13,333 $        13,333 $        13,333 $        13,333 $        13,333 $       

      Net Cashflow b/d 28,950 $                28,950 $                28,950 $                37,649 $              37,649 $        37,649 $        37,649 $        37,649 $        37,649 $        37,649 $        37,649 $        37,649 $       

0 0
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Breakeven: FC / CM (Sales price per unit - VC)

Fixed Costs/Contribution Margin

Fixed Cost 50.00 $                                            

Sales Price per unit (average) 65.00 $                                            

Variable Cost 30.00 $                                            

Calculation: 1.428571429
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USED RATIOS YEAR

1.On Profitability  2023 2022 2021

Net Profit Margin 0.365556 0.384103 0.395

Gross Profit Margin 0.548333 0.53982 0.553

2.On Liquidity

Current/WC Ratio 4.018559 2.587257 0.762121

3. Debt Utilization Ration

Debt/leverage Ratio 0.249604 0.328847 0.5334

4. Asset Utilisation Ratio

Total asset Turnover 1.252775 1.864579 3.489531
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2023 2022 2021

Revenue: 900,000 $       780,000 $       700,000 $        

Sales (Based on Research)

Cost of Goods Sold:

Materials 50,000 $         50,000 $         115,000 $        

Labor 150,000 $       125,000 $       100,000 $        

Overhead 100,000 $       50,000 $         50,000 $          

Gross Profit: 600,000 $       555,000 $       435,000 $        

Operating Expenses:

Selling Expense 30,000 $         27,000 $         25,000 $          

General/Admin Expense 100,000 $       100,000 $       45,000 $          

Depreciation Expense 2,195 $           2,275 $           - $               

Fixture Expense - $              - $              35,000 $          

EBIT 467,805 $       425,725 $       330,000 $        

Taxes on the Income (30%) 140,341 $       127,718 $       99,000 $          

Net Income     327,463 $       298,008 $       231,000 $        

Shares Outstanding 2,000 1000 0

EPS 163.73 $         298.01 $         - $               

 

Pro Forma Income Statement

For the year ended December 31st, 2022


image2.emf
Building Cost = $65,000

$62,725

Depreciation 3.50%
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2023 2022 2021

Assets:

Current Assets:

Cash 300,000 $             150,000 $            20,000 $            

Accounts Recievable 25,000 $               25,000 $              - $                  

Inventory 20,000 $               20,000 $              15,000 $            

Supplies 15,000 $               15,000 $              15,000 $            

Prepaid Insurance 300 $                    300 $                   300 $                 

Total Current Assets 360,300 $             210,300 $            50,300 $            

Other Assets

Building / Fixtures - $                     - $                    100,000 $          

Amortized Depreciation 2,195 $                 2,275 $                - $                  

Total Assets 718,405 $             418,325 $            200,600 $          

Liabilities:

Short-term Liabilities

Notes Payable - $                     - $                    10,000 $            

Creditors 15,000 $               - $                    15,000 $            

Wages Payable 25,000 $               25,000 $              20,000 $            

Property & Personal Taxes Payable (129,659) $            (106,283) $           (111,000) $         

Total Current Liabilities (89,659) $              (81,283) $             (66,000) $           

Other Liabilities

Loan Payable - $                     25,000 $              25,000 $            

Total Liabilities (179,317) $            (137,565) $           (107,000) $         

Stockholder's Equity:

Common Stock 1,211,266 $          544,883 $            566,600 $          

Retained Earnings (313,544) $            11,008 $              (259,000) $         

Total Stockholder's Equity 897,722 $             555,890 $            307,600 $          

Total Liabilities & Stockholder's Equity 718,405 $             418,325 $            200,600 $          

Balance Sheet

As of December 31st, 


