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 PROFIT FORECASTING
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	In order to establish that your proposed business is viable, a realistic profit forecast for year 1 will be necessary. The purpose of the forecast is to identify necessary costs–both direct and indirect–and to produce a minimum target sales or income figure which will support those costs including your own drawings (+ ANY Tax/NI). The following notes will help you to complete the attached profit forecast.
a) Identify the fixed costs of your business and estimate the likely expenditure in your first trading year. These costs will be the bulk of all costs except for those which move directly with sales e.g. purchase of goods for resale, materials etc.  These are direct costs.

b) Enter the fixed costs into the right hand total column, opposite each heading.
c) Identify direct costs and calculate them as a percentage of sales averaged over the year. The way to calculate this % figure is to take 12 months expected direct costs – divide by the 12 months sales figure to be earned (incurring those costs) and multiply by 100.  
d) Estimate year 1 sales taking into account seasons and any other relevant factors and enter on the sales line. If there is any ancillary income (e.g. commissions, incoming rent) enter as “other”. This does not include cash introduced but not earned by the business.
e) Calculate the direct costs using the % figure identified earlier, multiplied by the sales figure estimated above in d. 
f) Add sales and other to give total projected income, and all costs to give total expenditure anticipated in year 1.  

g) Subtract expenditure from income to give net profit for year which must be sufficient to meet drawings, Tax / NI, loan capital repayment, purchase of assets etc. You may need several attempts at the forecast before arriving at a realistic, viable set of figures which incidentally should not include VAT. 
ACTIVITY
Produce a profit forecast for your first year of trading. 

The anticipated time for this activity is 10 to 15 hours
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