The 7 Minute Conversation

Seeing Your Business Through
The Eyes Of The Financials

clevate

Financial Training



Sample 5 Year Income

Statement Data

Sample Company
Income Statement (in 000’s)

Yearx1 _Yearx? — Yearxd _Yearxd _Yearxs

1 SALES $8,100 $7.500 $7.600 $6,800 $7,100
2 Cost of Goods Sold (5,468) (5,070) (5,252) (4,658) (4,920)
3 GROSS PROHT $2,632 $2,430 $2,348 $2,142 $2,180
4 OPERATING EXPENSES
5 Owners Salary 390 $70 $50 $50 $50
& Other Salanes 778 673 620 515 508
7 Commissions 405 375 380 340 350
& Salary Related Expense 316 298 262 226 220
9 Advertising a3 75 T2 70 67
10 Bad Debts 22 16 19 11 18
11 Business Taxes & Licenses 80 76 77 69 73
12 Depreciation 105 146 160 176 183
13 Insurance 95 94 96 102 105
14 Legal & Accounting 21 23 22 26 24
15 Maintenance & Repair 59 51 60 63 65
16 Office Expense 25 23 24 22 23
17 Telephone & Utilities 129 135 143 149 158
18  Travel & Entertainment 54 40 41 49 52
19 Vehicle Expense 47 49 52 61 64
20  Other Admin Expenses 81 Il 83 79 80
21 TOTAL OPERATING EXPENSES  $(2,390) $(2,221) §(2,151) ${2.008) $(2,040)
22 OPERATING PROFIT $242 $209 $197 §134 §140
23  Interest Expense {118) {162} (155) (131) (129)
24 NET PROFIT BEFORE TAX $126 $47 $42 $3 1
25 Income Tax (32) {7 (B) (1) {2}
26 NET PROFIT AFTER TAX $94 $40 $36 $2 $9
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Sample 5 Year Balance Sheet Data

Sample Company
Balance Sheet (in 000’s)

Year x1 Year x2 Year x3 Year x4 Year x5

1 ASSETS
2 Cash $102 76 §69 B33 585
3 Accounts Receivable 669 688 661 756 654
4 Inventory 1,116 1,109 1,250 1,059 1,217
5 Prepaid Expenses 105 87 ] B8 93
6 Total Current Assets $1,992 $1,970 $2,079 §1,936 $2,049
7 Land & Building 1,085 1,540 1,560 1,600 1,600
8 Vehicles 104 129 138 165 165
g Equipment 576 866 883 500 920
10 Fumiture & Fixures 89 118 125 176 186
11 Gross Fixed Assets $1,854 $2,653 $2,710 $2,841 $2,871
12 Less Accumulated Dep. (682) (828) (978) {1.154) (1,337)
13  Net Fixed Assets $1,172 $1,825 $1,732 §1,687 $1,534
14 TOTAL ASSETS $3,164 $3,795 $3,811 $3,623 $3,583

15 LIABILITIES & EQUITY

16 Notes Payable - Bank $211 $656 $599 $619 5589
17 Accounts Payable 658 630 691 764 T80
18 Accrued Expenses 203 188 191 170 180
19  Total Current Liabilities 5972 $1,474 $1,481 $1,553 $1,519
20 Long-Term Debt 814 803 87g 614 599
21 TOTAL LIABILITIES $1,786 $2,377 $2,357 $2,167 $2,118
22 Common Stock 250 250 250 250 250
23 Retained Eamings 1,128 1.168 1,204 1,206 1,215
24 EQUITY $1,378 $1.418 $1,454 $1.456 $1,465
25 TOTAL LIABILITIES & EQUITY $3,164 $3,795 $3,811 $3,623 $3,583
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Home Run Conversation

Worksheet

Trends Expense Control
Change in Gross Profit Change in Operating Expense
‘ $1,190  sales $9,639  $8925 $9,044  $8092  $8449

(5538) = (5416)

‘ 5538 Gross Profit $3,132  $2,802  $2,794  $2,549  $2,594

‘ $416 Operating Expenses $2,844  $2,643  $2,560  $2,390  $2,428

Not Equal
Cut $122,000 in Operating Expenses

‘ 5101 Net Profit After Tax $112 $48 $43 $2 $11

Debt to Equity Ratio
EBITDA / LTD Availability

Debt To Equity Ratio Target D/E Ratio

1 4 4 2 5 EBITDA Long Term Debt Capacity

Long Term Debt
LTD Capacity LTD on Balance Sheet ~ Capacity Available

[ $1,155,000 ]-[ $713,000 ] [ $442,000 ]

Total Liabilities Total Equity

$2,520,000 $1,743,000

Mis-Financed Assets Cash Flow Activity Pattern

Operating Activities
A Gross Fixed Assets A Long Term Debt A Retained Earnings d g

Cash Flow Statement
Summary YEARS
$1,210,000 = |$256,000) + S 104,000 Beginning Cash $39,000

Operating Activities ($102,000)

Investing Activities
$1,210,000 |7
Financing Activities ($18,000)

Financing Activities

NO MATCH! You may be
paying more interest than

necessary. Contact a . . .
banker for help. © Elevate Financial Training 2019

Investing Activities

Ending Cash $101,000




/ Minute Conversation

Cheat Sheet - TRENDS

SALES

1. Are they growing, declining or staying flat?

2. Ask why the trend seems to be moving this way.

3. lIsitnormal oris this a problem that needs to be addressed?

4. Stay focused on getting customers to buy — right product/service for the

right price.

GROSS PROFIT

1. Which way is gross profit trending?

2. Isit moving in the same direction as sales?

3. Should it be or why are they different?

4. Ask about vendor pricing, relationships, efficiency and pricing strategy.

OPERATING EXPENSE

1. Which direction is operating expense trending?

2. What has the company increased and is it needed?

3. What are the current cuts or items that need justification for staying?

4. Compare operating expense categories to industry averages, like
advertising.

NET PROFIT

1. Is this company making money or losing money?

2. Whatis the trend? Increasing or falling?

3. What are the prime contributors — gross profit, expenses, sales or all?
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/ Minute Conversation

Cheat Sheet — EXPENSE CONTROL

Change in Gross Profit

r

.

Change in Operating Expense

) [

J .

o

J

Enter the change in gross profit and the change in operating expense in the boxes above.

Use this chart to evaluate
differences in movements
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/ Minute Conversation

Cheat Sheet — Debt To Equity

Target D/E Ratio

2.5

Enter your current debt to equity ratio by dividing your Total Liabilities by you Total Equity from
your Balance Sheet. Then compare your result. 2.5 is a good target ratio to achieve. Lower
than 3 is GOOD and shows less risk. Higher than 3 indicates more risk to bankers or investors.

Debt To Equity Ratio
4 )

Total Liabilities Total Equity
( ) ( )

- J . J

Enter Total Liabilities and Total Equity. Then divide the numbers. Enter the result in the Top

Left Box.

T The higher this ratio, the more risk a lender sees
2.5
l The lower this ratio, the less risk there could be

A 2.5 means that for every S1 an owner has invested in
their company; they have let the bank invest an additional

$2 o 5 O o © Elevate Financial Training 2019



/ Minute Conversation

Cheat Sheet - EBITDA

Earnings [ ]
(Net Profit After Tax)
BEFORE +
Interest : : EBITDA
Taxes | 1 . [ ]

Depreciation

Amortization
EBITDA Long Term Debt Capacity
[ ] xsf
Long Term Debt
LTD Capacity LTD on Balance Sheet ~ Capacity Available

[ J- | J | |
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/ Minute Conversation

Cheat Sheet — Mis financing

This formula look for assets a company has bought using the
wrong type of loan product. Assets that can be depreciated
should be bought with cash, long term debt or a combination of
the two. Compare the change /\ in these accounts over the

past 1-5 years.

The Length Of The Loan Should Match The Life Of The Asset

A Gross Fixed Assets
4 N

A Long Term Debt

f

\

A Retained Earnings
4 )

MATCH! Looks like you

have financed all your

assets using the proper
financing product.

NO MATCH! You may be
paying more interest than
necessary. Contact a

banker for help.

© Elevate Financial Training 2019



SJ10]SaAUl ._O\ﬁcm

sio}ipaJo wia) Suo| Aed pue ||ej1ioys uorjelado aoueuly 0} saaIasal ysed Suisn s Auedwo)

S)a5SB PaXI) JO S[ES BIA S19P|OYI0IS
Jo/pue sionpa.d 01 syuswhed pue sagelioys moyjy ysed Suneiado Supueuly st Auedwo)

siaumo Ag Bujpueury mau 1o }gap wJal 8uo| Aq padueulj s195se paxiy Jo
aseydind wody pue suonelado wody Ysed uj s|jejadoys sey ing Ajpides Buimous s| Auedwo)

SuOIINQIJ1U0D JBP|oya4eys Ag Jo Buimodiog
Aq pue syasse paxly jo ajes Aq patanod a.e swa|qoid moy ysea Sunelado s Auedwor)

puedxs 0}

(uswisanul Joumo woly Jo) Buimolioq woly pue suonelado wody ysed Buisn s Auedwo)

siaumo Aed

40 1gep umop Aed 01 5195SE pax1) JO 8|eS WoJ) pue suollelado woJ) ysed guisn s| Auedwo)

sisumo Aed Jo 1gap umop

Aed 01 pue syasse paxyy Ang o3 suonelado wouy pajesauad mo|} ysed Buisn s Auedwao)

uolyisinboe 1oy Bupjoo| Ajgissod -Auedwod pinbij Asaa — yses jo ajid dn pjing 03 upueuly
WoJj pue S195se JO 9|es WoJj pue uoljesado wolj palessuad ysed Suisn s Auedwo)

uopjeue|dx3 jesauan

1 +4+ 4+ 1 I

1+ 1 4+ 1 4+ 1

+4+ + |

+ + +

SORIARPY
Bupueuly

sal}IARRY
Bupysanu|

SapRlARoYy
Bunesado

84

L#

9

SH#

L4

£#

4

© Elevate Financial Training 2019

*‘MO[9q pua33| ay3 ul uiayied Suipuodsaliod
9y1 03 uJa1ed |oquAs-994Y31 9Y3 a4edwod usyl ‘aA0ge SaX0q 9yl Ul Jaquinu dA13e33U e Jo Jaquinu
9A121S0d B J3Yy1Ia S| JUSWILIS MOJ} YSed 3y} JO U0I399s Alewwins ay3 ul UMOoYs Junowe 3yl Jaylaym Jajuj

(- ) 4 ) ( )

c
O
4+

q0)

(V)]

S

Q

>

|-

O
@)

Q
)

D)
=
>
™~

Cheat Sheet — Cash Flow Activity
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