NewCompany Integrated Financial Model Assumptions

1.
Development will require 18 months, during which period no sales will be made.

2.
Initial volume will be 100 units with a $200 per unit selling price, beginning in the 19th month.

3.
Sales volume will grow 8 percent per month for three years and zero thereafter.

4.
Operating expenses during the 18-month development period are projected to be $20,000 per month plus inflation (includes the Entrepreneur’s salary of $3,000 per month).
5.
Annual inflation is projected to be 6.0 percent, or 0.5 percent per month.
6.
Cost of sales is projected to be 50 percent of revenue.
7.
Beginning in month 19, the venture is expected to incur fixed Selling General and Administrative (SG&A) expenses of $30,000 per month, growing at the inflation. This includes the Entrepreneur’s salary. Variable SG&A expenses are projected to be 20 percent of sales.

8.
A production facility will come on line at the end of month 18 and is expected to be adequate for the ensuing five years of operation (through month 78). Monthly lease payments for the facility and production equipment will begin in month 19 and are included in fixed SG&A expenses. 

9.
The effective corporate tax rate is projected to be 35 percent on positive income with no loss carry-forward, i.e., any loss in a given period gets no tax credit and cannot accumulate to offset future profits.
10.
All sales are for credit. Accounts receivable (A/R) are expected to be equivalent to 45 days’ sales. This means 100 percent of the current month’s sales and 50 percent of the prior month’s sales are in the A/R balance at the end of each month.
11.
The inventory turnover rate is projected to be 6 times per year or 60 days’ cost of sales in inventory. In each month, the inventory balance will be the forecasted cost of sales for the following two months.
12.
All materials are purchased on credit. The average payables period is projected to be 20 days and is calculated based on cost of sales. This means the accounts payable balance each month will be 2/3 of the forecasted cost of sales two months later. 
13.
The company needs to maintain a minimum cash balance equal to either 20 percent of the prior month’s sales or $15,000, whichever is greater.
14.
Initial equity investment by the entrepreneur is $500,000. Additional funding, if needed, will come from a hypothetical line of credit with no limit. Interest on the credit line is 0.75 percent monthly (9 percent annually).
15.
Free cash flow in any period will first be used to reduce the balance of the line of credit, and then will be accumulated as surplus cash. Surplus cash earns interest income at 0.33 percent monthly (4 percent annually)
