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How to ask a question during today’s webinar?
• Use the “Chat” or “Question” feature on the GoToWebinar

panel

• You can also email Deidra Wiley at dlwiley@cshco.com

• Questions will be addressed at the end of the webinar

Questions



• What’s involved in creating a financial forecast and 
why it’s important

• How a financial forecast should be done
• When a bank needs the results of your financial 

forecast, what items trigger a red flag, and details a 
bank looks for if you’re interested in acquiring or 
financing capital

Objectives for Today



• What story does a financial forecast tell?

• When should a business prepare a 
financial forecast?

• Who should prepare a financial forecast?

• Why should a business prepare a 
financial forecast?

• How should a financial forecast be 
prepared?

• Review of a sample financial forecast

• Q&A – What is a bank looking for?

Agenda



• A financial forecast for a business tells the company’s 
financial story to its stakeholders both internally and 
externally

• Provides the expectation of operations based on the 
opportunities available for the upcoming period and an 
illustration of the projected health of the organization for 
the upcoming period

• Provides what financial drivers are most important and 
indicative of success for the organization

What Story does a Financial 
Forecast Tell?



• Indicates what economic and financial resources are 
needed in order to deliver the expected results

• Indicates whether funds are available to meet existing 
operating and capital requirements or if there is a need for  
incremental infusion

• Indicates whether or not the organization in compliance 
with established financial covenants if applicable

• Provides the mechanics and story to either maintain or 
obtain financing needed to operate the business

What Story does a Financial 
Forecast Tell? (cont.)



When should
forecasts be prepared?
• Financial forecasts should be 

prepared at least annually based on a 
business’ fiscal year

• Financial forecasts should always be 
done when circumstances or 
assumptions change for a business

• We believe that the best practice is to 
reforecast projections at least 
quarterly based on the actual 
performance and/or changes in the 
business’ assumptions and operations



• Should be prepared by any business regardless of size

• Should be prepared at locational, divisional, and/or product 
level, if applicable

• Should be prepared by an individual that has the 
experience and expertise to do so
- We estimate that 99% of small businesses do not have 

the expertise and skills to evaluate their current 
operations, forecast for the future, and communicate 
their story

Who should prepare a forecast?



• Provides information to access performance and 
opportunities

• Provides information to be proactive in its decision making

• Allows for the ability to properly plan for periods of growth, 
decline, and/or investment

• Communicates the goal target and relevant drivers of the 
business to unify the activities and management of the 
organization, both internally and externally

Why should
forecasts be prepared?



• Indicates whether or not existing financial and economic 
resources are sufficient to support the planned operations

• May be required to secure/maintain a debt facility with a 
financial institution

• Provides a benchmark that can be used to measure actual 
performance against to determine if there are any changes 
in expectations

Why should
forecasts be prepared? (cont.)



How should
forecasts be prepared?
• Collectively prepared by management

• Should be realistic and conservative 
to be achievable and provide 
meaningful projections

• Must be defendable by assumptions 
and historical company performance

• Ideally should be prepared with a 
mentality of “beat and exceed”



• Should be prepared on a monthly basis

• Should possess integrated financials, including the 
Balance Sheet, Income Statement, and Cash Flows to 
illustrate the impact that Operations has on the Balance 
Sheet and resulting Cash Flows

• Too many businesses make the mistake of forecasting only 
off their income statement

How should
forecasts be prepared? (cont.)



• Financial forecasted numbers are driven by planned 
operations and assumptions that can be communicated 
and supported
- Revenue – flat, growth, decline
- Gross margin % – consistent, improvement, decline
- Personnel additions/reductions required to deliver 

planned operations
- Operating expenses as a % of revenue
- Profitability as a % of revenue
- EBITDA presentation

How should
forecasts be prepared? (cont.)



• Need to incorporate assumptions relating to balance sheet 
turns, debt, capital, and equity which all have an impact on 
available cash
- Accounts receivable turnover
- Accounts payable turnover
- Inventory turnover
- Debt principal payments
- Capital investments in equipment
- Equity infusions and distributions

How should
forecasts be prepared? (cont.)



Review of a
financial forecast



Q&A – What is a bank
looking for?

Q: When does a bank request   pro-
forma financial statements, 
projections, or budgets?

• When, in your discussions, it is 
determined that the next 12-24 
months of your company’s 
performance will have a material 
change from your past performance.



Q&A – What is a bank
looking for? (cont.)

Q: What types of events typically 
trigger a performance deviation?
• Acquisitions

• A new product line offering

• Significant new client win or any 
significant sales growth

• Significant changes to payment terms 
with clients or suppliers impacting cash 
flow

• Start-up companies



Q: What types of information might a bank request?

• Income statement projections for a 12-24 month period, 
presented with monthly breakouts

• Pro-forma balance sheets documenting changes to 
working capital accounts, debt levels and cash position

• Projected statement of cash flows documenting the 
impacted sufficiency of cash flow to undertake the 
anticipated change

Q&A – What is a bank
looking for? (cont.)



Q: Why does a bank want to see this information?
• The first question a bank wants to answer is:  Can the company 

generate enough cash flow to service the debt on hand plus the 
additional debt needed to finance the significant event 
(acquisition, sales growth, etc.)?

• The bank wants to determine what this change will do to the 
leverage of the company, and it helps them establish meaningful 
covenants given the pro-forma information provided

• To determine the cash demands and working capital needs of 
the company so they can establish the appropriate debt levels as 
outlined by the company’s needs as documented by the 
projections

Q&A – What is a bank
looking for? (cont.)



Q: What are some of the key attributes of the forecasting 
that a bank will focus on?

• Sales impact – growth of the top line

• Margin impact - how will this new initiative impact margins 
and the resulting pull through to the bottom line?

• The bank will focus on the anticipated net changes to A/R, 
A/P, inventory, and equipment levels to determine the 
appropriate borrowing levels and structure 

Q&A – What is a bank
looking for? (cont.)



Q&A – What is a bank
looking for? (cont.)

Q: What are some of the common 
pitfalls or red flags a bank sometimes 
encounters?
• Unobtainable results – never forecast a 

result that cannot be met.

• Banks typically establish covenants 
based upon the forecasts, so provide 
something between the most-likely case 
and worst-case scenario.

• Over achieve.  Meet and exceed the 
expectation you set with your forecasts.



Q: What are some of the common pitfalls or red flags a 
bank sometimes encounters? (cont.)
• Insufficient understanding of the impact of sales growth

- Growth in sales typically cause a growth in A/R, inventory, 
equipment needed to produce increased sales levels, and 
sometimes changes to plant and facilities

- Each of these items are a use of cash, not a source of cash
- Many business owners think that more sales = more profit 

which = more cash
- What they fail to plan for in the near term is the cash 

demands they will experience as they ramp up to a new 
level of business

Q&A – What is a bank
looking for? (cont.)



Q: What are some of the common pitfalls or red flags a 
bank sometimes encounters? (cont.)
• Using the right financing structure to support your new undertaking

- Permanent changes to any asset needs permanent funding
- Most business owners immediately think Line of Credit for most of 

their needs
- Remember – tie your repayment to your flow of cash

• If you are going to convert an asset to cash in the near term, 
think Line of Credit

• If you plan to repay debt from an increased profit level over a 
period of years, think term loan

• Permanent increases to A/R, inventory, equipment, plant or 
human resources should be supported by a permanent loan 
rather than an annually renewed line of credit

Q&A – What is a bank
looking for? (cont.)
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Jay Murnen,
Clark Schaefer Hackett
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jpmurnen@cshco.com

Ron Cloyd,
Huntington Bank
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ron.cloyd@huntington.com


