ProForma Financial Statements or Financial Forecasting Steps

Percentage-of-Sales Method
1. Project the company’s sales

2. Project operational (e.g., cost of goods sold, SGA) expenses using the common-size income statement including various margin analysis.  Suggestion:  Forecast Gross Profit Margin to determine COGS and Gross Profit.
3. Estimate the level of investment in inventory and receivables using the appropriate asset utilization ratios.  Project the payables using Average Payment Period (days).  
4. Project the level of property plant and equipment

5. Forecast interest expense

6. Project short-term and long-term debt exclusive of any new financing

7. Adjust any miscellaneous balance sheet and income statement items

8. Adjust Equity (exclusive of buying back shares or issuing additional stock) based on net income and forecasted dividends

9. “Force”  Cash Balance

At this step, it is OK to have a negative cash balance.  Of course, a company should never have a negative cash balance.  With pro forma financial statements, a negative cash balance means the company may need additional financing.

10. Determine financing needs
 
