Phil’s Tips for the Financials Section

When you think “financials,” you probably think “income statement, balance sheet, statement of cash flows.”  And that’s right – we want to see those things as discussed in the assignment.

However, what we really want to see is much more important, and is not covered by GAAP.  It’s what we call your “financial model and assumptions” spreadsheet (and it might be more than one spreadsheet).

Think of this as the spreadsheet that drives the income statement, B/S, and SCF.

This spreadsheet should quantify, for each period of time (months, quarters, whatever):

· How many units you’re selling

· How many customers you have

· Price per unit

· Direct costs per unit

· Headcount per title (e.g., 1 CEO, 1 CFO in year 2, 1 SW eng increasing to 20 in year 4, etc.)

· Salaries for each employee

· Specific costs like:

· Legal fees

· Travel

· Trade shows

· Patent expenses

· Advertising

· Commissions

· Channel/partner costs

· Equipment costs

· Contactors

· Insurance

· Accounting

· Consultants

· Headhunter fees

· Telephone/telecom

· Computers

· Furniture

· How much office you need

· What you’re paying for that space

· Assumptions about financing

· Other stuff that is specific to your business and drives your costs

This list is not exhaustive – while most companies will need most of them items above, there may be others that you need to include that are specific to your business, or there may be some above that you don’t need.

Once you have your financial model, you can use it to create your I/S, B/S, and SCF.  For example, some of your one-off expenses will be for equipment.  These you’ll have to depreciate over some number of years, which will make your SCF and your I/S differ, just like they taught you in 15.515.  Other expenses will be period expenses (e.g., you pay $100K for advertising) that don’t get depreciated.  As another example, you might assume that you have accounts receivable terms of “net 30.”  This means that at any given moment you’ll have to calculate what one months’ worth of receivables are, and reflect that on your I/S, B/S, and SCF.  In that case, your cash flows will lag your income statement by one month’s worth of revenues.

(By the way, using this approach it’s usually easier to create a “direct method” statement of cash flows than to do an “indirect method” one, but it’s up to you which one you do.)

While your I/S, B/S, and SCF should be “respectable” from an accounting standpoint, the point of this course is not to teach you accounting or make you jump through accounting hoops – we want you to be entrepreneurs, not accountants!  Rather, you should focus your attention on you financial model and assumptions spreadsheet, to make to sure that you have included all the things you should have included (which, I want to emphasize, is not limited to the list above – you must use your own judgment as to what [else] to include), and that you have included them at an appropriate level of detail.

In many ways, this is the section of the business plan where the rest of your plan all comes together.  Remember in the marketing section how you said you were going to go to 18 trade shows in year 1, at a cost of $200K per trade show?  Well, then we better see this reflected in the financial model and assumptions spreadsheet.  Now, of course, while you’re running these numbers you might realize, “Holy cow, that’s $3.6 million dollars!  We can’t afford that!”  In that case, you’d best be revising your marketing section…  In other words, all the specific things you said you would do in the previous sections need to show up here in some way, and if you find out that the statements you made earlier aren’t financially viable, you need to go back to those sections and revise them.

