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often	one	Great	fraction	such	that	little	has	remained	as	well	as	paying	additional	managers	or	to	reward	investors.	Similarly,	l	And	small	businesses	cannot	usually	afford	to	pay	the	type	of	accounting	services	and	accounting	at	which	they	need,	nor	new	employees	can	be	adequately	tested	and	trained	in	advance.	Furthermore,	external	forces	tend	to
have	a	greater	impact	on	small	businesses	than	large	companies.	The	changes	in	government	regulations,	tax	laws	and	work	rates	and	of	interest	usually	affect	a	greater	percentage	of	expenses	for	small	businesses	than	them	for	large	companies.	These	limitations	mean	that	small	businesses	can	rarely	survive	wrong	errors	or	eaters.	For	example,	a
production	unit	of	a	new	York	bag	bag	has	listed	the	company	not	long	ago	installed	an	additional	steam	generation	plant	at	a	cost	of	$	3	million.	The	first	day	of	operation,	the	environmental	protection	agency	closed	the	new	generator	plant	due	to	a	fundamental	design	defect.	It	took	several	months	and	a	million	dollars	to	correct	the	defect,	but	the
production	was	continued	and	local	management	was	not	even	reproached.	Few	small	businesses	could	survive	such	a	mistake.	What	can	small	businesses	do	to	overcome	the	problems	placed	by	resource	poverty?	There	are	certainly	magical	solutions.	But	we	believe	there	are	some	special	management	tools	Available	for	small	companies	that	can
allow	them	to	use	the	most	efficient	and	practical	use	of	their	resource	measures.	Predicting	the	small	entrepreneur-manager-manager	cash	flow	usually	easily	agree	this	growth	requires	investment.	For	them,	however,	cash	needs	seem	only	temporary.	The	profitable	growth	will	produce	more	profits	and	therefore,	they	conclude,	more	money.	Almost
all	the	owners-managers	feel	at	some	point	the	financial	principle	that	the	cash	flow	is	equivalent	to	a	net	profit	more	amortization	and	e	non-monetary	expenses.	Many	manager	owners	of	many	rapidly	growing	societies,	however,	cannot	avoid	the	sensation	to	nibble	that	somehow	the	principle	doesn't	be	applied	to	them.	The	following	example	can
help	explain	the	problem	of	cash	flow	dealing	many	small	businesses.	Show	the	forecasts	The	InterCity	operations	of	the	Assembly	Company,	Inc.	for	the	first	seven	months	of	the	next	fiscal	year.	The	CompanyÃ	¢	s	owner-manager,	Mr.	Smith,	is	quite	confident	that	they	can	reach	expected	sales.	The	cost	of	materials	for	one	unit,	whatever	it	is,	is	a
dollar,	including	transport.	They	are	provided	in	a	lot	of	5,000	units.	Labor	cost	to	assemble	every	average	unit	10	cents,	and	the	workforce	is	completely	occupied	to	this	task.	Mr.	Smith	does	not	hesitate	to	send	workers	home	when	they	produced	sufficient	units	to	satisfy	orders.	Expose	the	InterCity	Assembly	Company,	Inc.	Profi	Province	of	the
Company	is	in	good	relations	with	its	suppliers.	You	buy	subjects,	advertising,	brochures,	and	other	generals	and	administrative	services	on	net	terms	of	30	days.	Buy	brochure,	however,	in	quantities,	receiving	a	supply	of	a	year	in	the	month	1.	The	company	has	income	tax	deposits	in	the	month	following	each	quarter	in	an	amount	equal	to	the
responsibility	accumulated	for	that	quarter.	Use	a	30%	estimated	average	income	tax	rate,	based	on	an	approximate	forecast	of	next	year's	earnings.	The	element	Ã	¢	â,¬	Å	"OverheadÃ	¢	â,¬	contains,	among	other	things,	amortization	on	expensive	production	equipment.	The	company	will	install	this	new	equipment	in	the	month	1	at	a	cost	of	$
180,000.	Deblock	the	equipment	for	$	2,700	a	month	from	the	straight	method.	The	investors	of	the	company	guarantee	the	payment	of	the	equipment	and	will	provide	most	cash	through	a	purchase	of	$	175,000	of	ordinary	shares	in	the	month	2.	Intercity	customers	are	quite	reliable	in	their	payment	models.	In	the	past,	the	units	sent	in	any	month
have	been	readily	paid	for	45	days	after	the	end	of	the	month,	more	or	less	a	few	days.	Intercity	management	has	safely	started	the	seven-month	period	knowing	that	he	had	reliable	customers	and	strong	and	nice	investors	to	buy	the	new	equipment.	The	minimum	banking	balance	of	$	1,100	at	the	beginning	of	the	month	1	was	not	a	concern	given	the
expected	growth	of	profits.	Intercity's	owner-manager	realizes	that	it	is	important	to	know	how	he	is	doing	the	banking	balance	of	the	company.	The	management	has	therefore	prepared	an	additional	forecast	that	shows	when	the	controls	should	be	written	and	when	the	deposits	may	be	provided	(see	Show	II).	To	determine	when	the	controls	were
due	to	the	supplier	of	materials,	and	at	what	amount,	the	company	has	prepared	a	small	subsidiary	forecast,	shown	in	Exposure	III.	InterCity	Assembly	Exhibit	II	Assembly,	Inc.	PRO	Formation	Declaration	of	receipts	and	exhibitions	Inventory	program	of	materials	III	(calculated	in	units)	and	purchases	Overview	The	illusion	of	cash	flow	during	seven
months,	bank	balances	caused	dismay	in	intercity.	In	a	single	month	of	seven	there	was	a	positive	banking	balance.	The	cash	flow	was	negative	in	four	out	of	seven	months.	Mr.	Smith	therefore	decided	to	prepare	a	table	that	compares	the	cash	flow	as	it	should	have	been,	according	to	the	theory	of	cash	flow,	and	how	to	appear	in	the	bank.	The
comparison	is	shown	in	Exposure	IV.	He	only	confirmed	the	feeling	of	doubt	about	the	owner-manager	doubt	about	the	value	of	theory.	Exhibition	IV	comparison	of	estimated	cash	flow	Where	did	money	go?	The	owner-manager	did	not	understand.	The	banker	did	not	understand,	since	the	company	does	not	show	It	is	in	warehouse	boxes	and	in	small
pieces	of	paper	in	the	Front	Office.	At	the	end	of	the	month	7,	there	are	$	14,000	of	boxes	in	the	full	warehouse	of	the	company	of	the	company	that	Weren	is	at	the	beginning	of	the	month	1.	and	in	the	front	office,	there	are	$	65,000	in	exceptional	invoices,	no	cash.	The	problem	is	that	not	all	cash	still	flows.	When	boxes	and	small	pieces	of	paper	are
converted	into	cash,	money,	flow.	The	money	consumed	by	growth	is	even	greater	than	depicted	by	the	exhibition	II.	The	supplier	of	materials,	advertising	agent	and	other	general	and	administrative	service	providers	have	increased	their	extended	credit	lines	to	the	company	of	$	24.050.	If	they	had	done	it,	the	bank	balance	at	the	end	of	the	month	7
would	have	been	developed	by	$	25,294	and	the	cash	flow	for	seven	months	would	have	been	a	negative	weight	of	$	26.394	(final	balance	less	the	initial	balance).	Suppose	investors	purchase	additional	$	25,000	in	society	ordinary	shares.	This	would	cover	the	negative	cash	flow	for	a	while.	But	if	whatever	you	are	going	on	in	intercity	continues	how	it
was,	the	company	consumes	more	$	25,000?	Obviously	it	will	do	it,	because	growth	requires	money.	Adequate	capitalization	is	momentary	and	fleeting.	The	V	show	shows	the	normal	relationships	between	sales,	profits	and	cash	flow	for	a	growing	business.	Exposure	V	Relations	between	sales,	profits	and	cash	flow	for	a	growing	business	under
normal	conditions	in	conditions	of	great	and	small	company	differences	in	large	companies,	change	rates	and	annual	growth	are	normally	small;	Therefore	their	budget	describes	a	system	in	approximate	balance.	The	principle	that	the	cash	flow	is	equivalent	to	a	net	profit	more	depreciation	and	amortization	is	correct	for	a	system	in	perfect	balance.
The	small	differences	from	equilibrium	do	not	significantly	distort	the	underlying	principle.	Large	business	analysts	usually	apply	the	principle	to	long	periods	of	time.	Short-term	variances	are	smaller	than	the	overall	result.	The	short-term	loan	capacity	of	a	large	company	can	easily	accommodate	those	variances.	Small	businesses	are	rarely	in
balance,	or	even	close	to	it.	Even	with	growth	and	uniform	earnings,	the	bank	account	of	the	assembly	company	of	the	intercity	is	subject	to	very	significant	short-term	fluctuations	than	the	overall	cash	flow.	Despite	the	excellent	performance	displayed	in	Exhibit	I	and	the	accounts	of	good	quality	credits,	the	banker	has	certainly	indicated	that	the
intercity	lacks	a	wide	tracking	record.	The	owner-manager	signature	must	be	affixed	to	all	short-term	loans	against	credits	or	equipment.	Small	businesses	are	frequently	subject	to	seasonal	sales	changes,	which	lead	to	subsequent	periods	of	rapid	growth	and	contraction.	During	seasonal	periods	of	high	sales,	small	businesses	consume	money,	as
intercity	has	done.	During	the	low	season,	they	often	find	that	the	bank	runs	into	the	bank	since	it	is	not	consumed	by	growth.	Unfortunately,	many	proprietary	managers	see	this	cash	accumulation	as	specifiable.	Too	often	a	new	car	or	a	holiday	trip	consumes	this	war	chest,	which	will	be	intensively	necessary	for	the	next	high-sale	period.	How	can
owners-managers	cope	with	their	cash	flow	problems?	A	small	business	must	respond	to	large,	often	serious	and	short	term	fluctuations	in	every	aspect	of	the	business.	Cash	in	the	bank	is	the	main	concern	of	the	owner-manager.	One	of	the	most	understandable	ways	to	monitor	cash	needs	and	cash	availability,	from	the	perspective	of	that	person,	is
to	show	future	business	operations	in	a	simultaneous	portrait	of	the	income	statement	and	the	declaration	of	receipts	and	disbursements	in	short	Time	intervals	for	arrival	from	6	to	12	months.	(See	Exposure	I	and	II.)	A	small	business	should	update	this	forecast	at	the	end	of	each	period	of	time,	at	least	monthly.	The	differences	between	cash	and
profits	compared	to	short	periods	derive	from	the	many	different	payments	cycles.	Salaries	and	i	They	can	be	paid	weekly,	biweekly,	monthly	and	semiblery.	Some	fiscal	deposits	are	made	monthly,	some	quarterly.	Only	a	few	costs	are	part	of	the	monthly	uniform	cycle	portrayed	by	the	income	statement.	The	presentation	of	the	competitor	of	the
income	statement	was	designed	to	solve	problems	created	by	the	various	cycles	in	the	flow	of	money.	Ignoring	when	cash	flows	actually,	the	accrual	method	provides	another	other	Profit	image.	Profit,	from	the	calculation	of	the	cycle,	is	a	mathematical	concept.	You	can't	get	a	lot	of	profits.	Cash,	as	the	owners-managers	perceive,	is	tangible.	For	the
small	business	manager,	who	must	worry	about	this	week	of	the	payroll,	the	profit	is	not	in	cash	and	the	profit	plus	amortization	is	not	the	cash	flow	available.	The	elusive	interruption	also	a	classic	method	to	determine	the	sales	necessary	to	support	a	new	activity,	a	new	product,	a	new	store	or	a	new	plant	is	the	interruption	analysis.	Conceptually	it
is	easy	to	seize.	Sales	increase	in	proportion	to	the	number	of	shipped	units	or	services	performed.	The	costs	are	of	two	types,	fixed	and	variable.	The	fixed	costs	-	such	as	the	rent	and	salary	of	the	bossÃ	¢	â,¬	"are,	of	course,	those	incurred	if	there	are	sales	or	not.	And	the	variable	expenses	are	the	work,	the	materials	and	other	expenses	connected	to
the	product	or	service	.	They	are	almost	in	direct	proportion	to	the	dispatch	units.	The	sum	of	fixed	and	variable	expenses	is	total	expenses.	This	information	can	be	drawn	on	the	coordinates,	with	dollars	on	the	vertical	axis	and	the	units	sent	for	accounting	period	(usually	a	month)	On	the	horizontal	axis.	The	result	is	two	straight	lines	that	rise	to	the
right	with	different	slopes.	Their	intersection	defines	the	necessary	number	of	units	sent	for	an	accounting	period	to	make	the	revenue	equal	to	the	expenses.	We	have	observed	this	intermediate	analysis	in	action.	The	first	sales	in	a	new	business	arrived	in	March,	nine	months	after	the	foundation	of	the	business.	So	sales	grew	from	$	3,000	in	April	to
$	20,000	to	September.	The	management	has	calculated	CH	And	maintaining	spartane	structures	and	a	misery	in	salaries	could	establish	$	3,000	a	month	as	the	level	of	sale	of	interruption.	But	the	budget	for	April,	received	in	Metã	May,	indicated	a	substantial	loss.	The	manager	and	a	member	of	the	foundation	team	decided	to	determine	the	true
breaking	point.	With	fast	features	and	a	small	calculation,	they	found	that	fixed	and	variable	expenses	required	$	9,000	in	sales.	So,	in	June,	the	company	has	generated	$	9,000	sales,	with	a	lot	of	work	and	even	more	luck.	During	the	first	half	of	July,	the	management	has	secured	security	for	the	financial	report	that	describes	June.	When	he	arrived,
the	manager	was	amazed	to	find	that	he	showed	a	substantial	loss.	Apparently	the	breaking	point	had	moved.	Quickly	modifying	the	chart	to	include	new	non-existent	expenses	regarding	income	statement,	the	manager	determined	that	the	intermediate	point	is	now	$	15,000.	As	the	company	was	lucky	enough	to	sell	me	a	superior	product	against	a
weak	competitor	in	a	growing	market,	its	sales	for	August	exceeded	$	15,000.	This	time,	the	management	has	anxiously	waited	for	the	financial	report	of	METÃ	SEPETTO.	Once	again,	the	manager	was	disappointed:	the	company	was	still	operating	at	a	loss.	The	breaking	point	had	grown	to	$	18,000.	Not	up	to	half	October,	the	company	has	learned
that	it	had	reached	the	break	even	in	September	with	sales	of	$	20,000.	Behind	the	problem	A	subsequent	examination	of	the	detailed	monthly	income	revealed	the	difficulty.	The	so-called	fixed	costs	were	anything	but	fixed;	They	grew	up	in	a	model	of	stairs.	Variable	expenses	grew	up	with	sales,	but	not	in	the	smooth	proportional	of	the	Break-also
graph.	And	sales	do	not	follow	a	straight	line,	growing	from	scratch	in	direct	proportion	to	the	units	sent.	The	company	has	obtained	a	rapid	growth	of	sales	largely	by	offering	discounts,	making	contractual	offers,	providing	bonuses	and	providing	potential	customers	with	impressive	quantities	of	free	samples.	The	actual	plot	of	fixed	and	total
expenses,	together	with	sales,	is	From	the	graph	in	show	there.	It	has	more	breakage	points	yet.	Exposing	the	VI	break-also	graphic	for	a	new	or	small	business	during	the	initial	growth	of	this	company,	the	production	plant	managed	at	capacity	and	direct	expenditure	for	pretty	constant	unit.	The	Front	Office.	Office.	Keep	constant	except	for	the
various	additional	people	needed	to	process	orders	and	release	invoices.	The	biggest	growth	has	occurred	in	the	costs	for	the	warehouse	and	material	handling.	For	example,	the	quantities	of	wavy	boxes	prebrated	with	the	company	logo	occupied	a	surprisingly	wide	space.	How	does	the	analysis	differ	in	large	companies?	For	one	thing,	in	a	great
business,	additional	additional	breakage	operation	is	usually	small	compared	to	the	size	of	the	entire	activity.	When	a	great	business	starts	a	new	project,	it	can	draw	on	the	planners,	designers	and	analyst	services	with	access	to	historical	data	on	indirect	expenses.	When	launched,	the	new	project	can	be	sized	for	undergoing	operations	far	beyond
breakage	too.	As	small	business	owners-managers	have	few,	if	someone,	staff	to	prepare	plans	and	analysis,	decisions	to	launch	new	projects	are	generally	based	on	Hunch,	need	or	desire	that	cold	and	wide	analysis.	The	company	probably	has	little	experience	to	draw	for	indirect	expenditure	forecasts.	Even	if	he	has	experience,	the	data	is	likely	to
be	scarce.	Get	more	from	breaking	analysis,	small	businesses	rarely	have	large	and	stable	operations	from	which	to	launch	a	new	effort.	Typically,	the	financial	problems	of	the	new	operation	threatens	the	existence	of	the	basic	activity.	A	broken	graph	tracked	on	large	hypotheses	on	fixed	and	variable	expenses	can	be	misleading.	The	accuracy	of	the
analysis	of	even	breakage	depends	on	detailed	and	conservative	planning.	Planning	for	growth	by	small	businesses	is	often	superficial.	That	small	business	can	afford	a	little	more	is	cold	comfort	when	a	new	effort	starts	to	go	wrong.	The	owners-managers	who	undertake	a	new	project	or	the	product	can	benefit	from	the	visualization	of	future
operations	in	detail.	The	transactions	in	the	income	statement	format	of	exposures	I	and	II	can	retract,	changing	the	numbers	to	reflect	a	variety	of	contingency	and	decide	how	to	manage	these	various	situations	in	advance.	The	ROI	strategy	traps	a	famous	commercial	premise	is	that	the	main	objective	of	the	direction	is	to	maximize	the	return	on
capital	invested	for	the	benefit	of	the	owners.	This	seems	a	reasonable	premise	for	a	small	business,	since	the	owner-manager	is	one	of	the	owners	beneficiaries.	The	return	on	investment	can	be	defined	in	a	variety	of	ways.	Very	often,	obviously,	ROI	is	expressed	as	a	fraction	with	the	earnings	like	the	numerator.	The	denominator	varies	according	to
what	is	considered	the	investment.	While	additional	investments	are	difficult	to	get	and	existing	investments	are	difficult	to	modify,	the	numerator	is	subject	to	manager	control.	To	increase	ROI,	increase	profits.	Exhibit	VII	portrayed	four	months	in	the	life	of	a	small	thriving	company.	Sales,	at	$	2.00	per	unit,	are	growing	and	pre-tax	profits	are	a
healthy	10%	health.	Work	expenses	are	40	cents	per	unit.	The	owner-manager	held	the	cost	of	materials	to	80	cents	per	unit	exploiting	a	rupture	of	the	quantitative	price	for	purchase	units	in	many	15,000	and	for	payment	in	the	month	materials	are	received.	It	is	the	director's	policy	that	has	enough	available	at	the	end	of	the	month	to	take	care	of
early	sales	of	the	following	month.	Exhibition	of	forecast	income	VII	in	thousands	of	exhibits	VIII	Show	what	can	you	wait	for	it	to	happen	in	the	bank.	The	balances	are	growing	well,	although	a	deposit	of	income	tax	exceeding	$	5000	"to	host	the	tax	rate	of	30%	-	will	reduce	it	in	some	way.	The	material	purchase	program	Exposure	IX	is	necessary	to
determine	the	exhibitions	for	the	materials.	Exhibition	of	forecast	receipts	VIII	in	thousands	of	thousands	of	ix	IX	material	acquisition	programs	in	thousands,	the	owner-manager	concluded	that	the	ROI	report	numberer	could	be	improved	by	increasing	sales.	It	could	be	difficult	to	increase	cash	sales,	but	if	the	product	has	been	offered	to	credit,	sales
could	drive	drastically.	The	manager	decided	to	change	the	forecast	to	a	A	best	guess	of	what	would	happen	if	you	were	offered	the	terms	of	30	days.	The	expected	one	saw	monthly	sales	by	increasing	4,000	units	every	month.	The	revised	forecast	income	statement	is	indicated	in	the	X	show.	The	profit	has	improved	dramatically.	The	manager	then
performs	VIII	and	IX	changed	to	reflect	this	new	performance.	In	the	bank,	things	did	not	look	very	comfortable.	The	company	has	provided	a	negative	negative	cash	flow	and	found	in	three	of	the	four	months,	as	shown	in	the	exposition	XI.	A	tax	filing	quarterly	revenue	of	more	than	$	7,000	at	a	30%	tax	rate	will	make	the	deficits	even	worse.
Exposure	x	forecast	forecasts	with	the	addition	of	credit	sales	in	thousands	of	thousands	of	forecast	receipts	xi	receipts	and	disbursements	with	adding	credit	sales	in	thousands	of	the	supplier	of	the	materials	offered	what	seemed	to	be	a	way	Exit	from	this	dilemma.	The	next	price	amount	of	the	amount	for	the	purchase	in	multiples	of	40,000	has	been
a	further	10%.	©	Since	the	materials	were	â	â	largest	item	of	expense,	this	reduction	would	improve	operating	results,	instead	of	paying	80	cents	per	unit,	the	company	would	pay	only	72	cents.	The	owner-Manager	has	reviewed	the	forecasts	again.	The	results	of	the	three	forecasts	are	compared	to	exposure	XII.	Every	move	to	improve	ROI	has	led	to
negotiating	liquidity	to	profit.	Therefore,	additional	financing	is	required	through	the	debt	or	share	capital	or	a	combination	of	the	two.	Exposing	the	forecast	XII	Operating	results	in	â	€
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