Sales Forecast
To begin creating your financial statements, you will make assumptions that will help explain your sales forecasts. Use your industry analysis and target market analysis to help determine a reasonable sales forecast. From your research, what are the annual sales of similar competitors in your industry? Remember that a sales forecast requires a statement of units and dollars over a period of time. You cannot just state your sales in Years 1–5 without an explanation of how you arrived at the figures! Your potential investor expects you to "build out" how you arrived at your sales projection. To do this, you will need to include a table or a formula with the expected number of units you will sell during a stated time period times the price of those units. The number of units you select should be directly related to your definition of the target audience from your Marketing Plan. In other words, if you are selling craft beer in the Chicago suburb of Naperville, your marketing plan should include an estimate of the number of qualified prospects in this trading area, and what share of those prospects you expect to sell. For your sales projection, you would state the expected number of monthly or annualized units (perhaps six-packs) that those qualified prospects would purchase, multiplied by the selling price of those units, to arrive at your sales forecast. This approach is also true if you are selling a service, or even selling consulting contracts. You still need to show your investors units and dollars and their relationship to your gross sales projection.
Because the entire financial plan hinges on your sales forecast, you should include your team while creating these numbers.
Create your sales forecast using 12 months for Year 1, and then build into quarterly sales forecasts over the next 4 years. Your software templates will help you do this.
Carefully consider the time it takes to build up sales. Remember that it takes time for new businesses to create a customer base. Valid sales forecasts accept this fact; thus, it is completely reasonable for a new company's sales to start off slowly and build up over time. Once you have your business established, your growth factor will increase. Be sure to provide a narrative of the logic you used to build up the forecast. Your sector analysis will be a helpful piece of this logic. It is very rare for a new business to grow at a rate faster than the rest of the industry. You should know your industry-annualized growth rate from research, and it makes sense to apply the same growth rate to your sales year to year.
IMPORTANT: At your option, your financial software can automatically apply a monthly grow rate to sales. If you use this feature, remember that the software uses a monthly growth rate, not an annual growth rate. If sales are growing at 4% per year in your industry that is only a 0.33% monthly growth rate. Do not overstate sales by applying an annualized growth rate every month!
For businesses with seasonal changes, you will want to factor in these seasonal ups and downs to mirror reality.

Valuation After 5 Years
In this part of the business plan, you should outline what you think the value of your company will be after 5 years.
Many business valuation models exist for how to determine the value of a business. This course does not intend to force you into one method. You pick the method. This tutorial will simply point out various methods you can use to show your investors (or your team) what the projected value of your business will be at the end of 5 years. You have most likely learned at least one or two of these models over the course of your career at Keller. Utilize the one you feel most appropriately fits your business and explain why you picked it.
Typically, valuing businesses is in the realm of a CPA. However, MBA candidates and graduates need to know when a valuation provided by a qualified profession is reasonable. Thus, you need to know how this works, so that you can see through errors in judgment or valuation when you look at a business plan in the future. Click to visit a business valuation website  where you can find some help in valuing your business. Note: This is not a site that gives you the answers. You will have to do the work, inputting the correct numbers. When you arrive at your answer, you will need to know how you got it well enough to explain that in your paper.
Below are some approaches to business valuation.
1. Income approach: Using this approach, you can determine the fair market value of your business by looking at the revenue stream and multiplying this against a capitalization (or growth) rate. You will want to use the discounted cash flow method because you will be using projected cash flows and not historical ones.
2. Asset valuation approach: Here, you take the value of your assets, add them together along with the cash value, and have your value. The difficult piece here is the valuation of goodwill, which most CPAs will ensure gets placed into the fair market value of the property. Goodwill is a subjective number that you will want to avoid getting into in your project—there is no such thing as a "projected" goodwill value.
3. Hybrid valuation approach: Here, the CPA combines the asset valuation approach with the income method and comes up with a more reasonable value. This really is the most realistic method, although it will be subject to the methods used. Here is an article comparing hybrid value to income and asset-based approaches written by David Jenkins, CPA, PhD. This article has two very well-described examples of using the different methods that really help explain this process.
4. The Gordon method: For many years, this method was required for all MGMT600 students to use to value their businesses. The downside to this method is that the Gordon Method is a "stock" valuation method, and your businesses are privately owned entities. We have included this method for your edification and you are certainly allowed to use this if you want to. When using this method, most students substitute an industry or sector-specific growth rate to help determine the numbers to use in the method. Work sheet is attached below. that helps explain how to use the Gordon method to value the business.
Gordon Model
Calculating Business Valuation (terminal value)

You can use the Gordon Model to calculate the value of your business at the end of year 5 for purposes of buying out your investors (exit strategy).

Terminal Value = Cash Flow Terminal Year (1 + g) / (ks - g)

g = annual constant growth rate of cash flow

ks = project discount rate

Cash Flow Terminal Year = Year 5 cash flow (Year 5 net after tax income plus year 5 depreciation)

Example:
CFTY = $300,000
		g = 3%
		ks = 20%
		TV = $300,000(1 + .03) / (.20 - .03) = 309,000 / .17
		TV = $1,817,647

POINTS TO CONSIDER:

Growth rate (g)

1. Annual compounded growth rate of 10% will double in approximately 7.3 years.
2. Be realistic as well as somewhat conservative when choosing your annual growth rate. 3%-to-5% is believable, with 7% on the high side.
3. While your firm has enjoyed 5 years of building up sales and profits, you will have additional competition which will limit your annual constant growth.

ks (discount rate)

1. Your starting point is krf (current yield of 30-year US Treasury bonds).
2. (kM – krf), also referred to as RPM, historically has averaged between 5.2% and 7.5% depending on the most recent history of krf.(km is the required rate of return on the market)
3. Identify as best as possible the beta (b) of your firm. A firm with a beta of 1.0 represents the average firm in the marketplace. A beta higher than 1.0 indicates greater than average risk while a beta of less than 1.0 indicates less than average risk.
4. the formula to determine your firm’s discount rate: ks = krf + (kM – krf)(b)
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