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Spruce crafts use cookies to give you a great user experience. Using spruce products, you accept our use of cookies. If you're launching a multimillion-dollar empire, it's likely that your accounting staff is using enterprise-level software that can quickly and easily produce financial forecasts. But if you're a sole proprietor,
freelancer or microbusiness owner, you're more likely to use data from accounting software to prepare financial forecasts, but the software won't help you in preparing yourself. While this may seem confusing, it simply means that most software applications such as QuickBooks Online, Sage 50Cloud Accounting and Xero
can create the financial statements needed to prepare your financial forecasts, but the software itself will not be used when actually creating forecasts. At a glance: How you can create and use financial forecastsThat financial statements - balance sheet, earnings report and cash flow report - are necessary for any
financial forecasts you create. New businesses also need financial forecasts. If you're still in the planning stages, keep in mind that you'll still need to prepare forecasts for your business plan. You'll probably use a template to prepare projections. While accounting software provides the basis for your financial forecasts,
most small business accounting programs are incapable of producing financial forecasts. Overview: What are financial forecasts? Financial forecasts are an important part of managing your business. Preparing financial forecasts may seem like a challenge for small business owners, but if you can create financial
statements, you can create financial forecasts. Like budgeting, financial forecasts are a way of predicting future revenues and costs for your business. Often used as a way to attract future investors, financial forecasts are also an important component in preparing a business plan for a new business or creating a strategic
plan for your current business. You can create both short-term and long-term financial forecasts, with most business owners using both types of forecasts:Short-term forecasts: Short-term forecasts typically cover the year and tend to break down by a month. Long-term forecasts: Long-term forecasts typically cover the
next three to five years and are commonly used when creating a strategic plan or to attract investors. What are financial forecasts used for? Financial forecasts can be used in a variety of ways, but they are usually used to attract investors either when applying for a bank loan or line of credit. Here are a few situations that
would call for financial forecasts:You create One of the first things potential investors or banks want to see is a financial projection for your business, even if it doesn't work yet. You hope to attract investors: When looking to invest in business, business, usually seek financial viability. No one will invest in a business
without a financial projection that outlines variables such as costs, revenues and growth patterns. You will borrow a loan or line of credit: Again, banks or other financial institutions are interested in the financial health of your business. This means giving them not only the current financial statements, which outlines the
current business performance, but also where you see your business next year and a year later. You want to get a better handle on your business: You may not be in the marketplace to attract investors or get a bank loan, but you want to be able to show your potential growth and create budgets that allow your business
to grow and thrive. Financial forecasts can also help here. How to create financial forecasts for small businesses, When you create financial forecasts for your business, you need the same information whether your business is up and running or still in the planning stages. The difference is whether you can create your
forecasts using historical financial data or if you need to start from scratch. This includes creating projections based on your own experience in this area, or by doing some market research in the industry in which your business will operate. Step 1: Create a sales projectionSale forecasts are an important component of
your financial forecasts. For existing enterprises, it is possible to base forecasts on past indicators obtained in the financial statements. For example, if your sales tend to be higher in summer and autumn, you want to include this in your forecasts. You will also need to take into account some external factors, such as the
current and projected health of the economy, whether your inventory can affect additional tariffs, and whether there has been a downturn in your industry. While we all want to be optimistic about our business, be sure to plan realistically. This is one of the Microsoft Excel templates for forecasting sales. Those still in the
planning stages may follow exactly the same plan (minus historical data), but you'll need to do some additional health research of similar businesses in your proposed industry to plan as accurately as possible. Step 2: Create a cost projectionSpening costs at first may seem a little easier because it's easier to predict
possible costs than to anticipate the buying habits of current or potential customers. For those working out of history, you can predict with some certainty that your fixed costs such as your rent or mortgage, as well as regular expenses such as utilities and wages. However, it is much harder to predict those one-off costs
that have the potential to destroy your business. What if the roof flows into your business and destroys 75% of your inventory? What if you import most of your inventory from China and you hit with escalating prices? What if drive any of us crazy. All you can do is spend the project at best your capabilities, and maybe take
an extra 15% to your original number. Step 3: Create a balance projectionIf the use of accounting software and your company runs for at least a few months, you will be able to create a balance directly from your software. The balance sheet shows the financial position of your business, the list of assets, liabilities and
balances of equity for a certain time. By creating your financial forecasts, you can use the current balance sheet totals to better predict where your business will be one to three years down the road. For those of you in the planning stages, create a balance based on information gathered from industry research. Step 4:
Create a profit and loss report ForecastInvent business owners can easily generate forecasting statements of profit or loss using the current statement of profit and loss to estimate the projected numbers. You can use this Excel template to display revenue, the value of goods sold, costs, and other revenues to determine
net income. The earnings and earnings report provides a presentation of your business's net income after things like the value of goods sold, taxes and other expenses have been taken away. This can give you a good idea of how your business is currently performing, as well as serve as the basis for estimating net
income for the next one to three years. If you're in the planning stages, creating a possible income statement demonstrates that you've done your research and created a good faith estimate of your income for the next three years. If you're not sure where to start, visit market research firms like Allied Market Research,
which can give you an overview of your target industry, including product sales, target markets, and current and expected levels of industry growth. Step 5: Create a cash flow projection The last step in completing the financial projection is the statement of cash flow. The cash flow report is associated with both your
earnings and balance sheet report, reflecting any cash or cash-related actions that affect your business. The cash flow report shows how money is spent is mandatory for those who want to attract an investor or get funding. Again, you can use your current cash flow statement if your business has been running for at least
six months, while those of you at the launch stage can use the data collected to create a robust cash flow projection. Advantages of using accounting software for your financial forecastsIf an existing business owner, you are likely to use accounting software to track financial transactions. If so, the availability of financial
statements, such as the balance sheet, income report and cash flow report, are valuable resources when financial forecasts. Here are some benefits of using accounting software:Accuracy: If you're still in the planning stages, having the option to various financial statements and transactional histories from your software
help provide your financial forecasts based on exact numbers. Data availability: Being able to pull financial statements can go a long way in preparing financial forecasts. While you'll probably create projections yourself with a spreadsheet app like Microsoft Excel, the data for your forecasts is easily accessible to you and
others for access and view. Reliability: The ability to include financial reporting support created by your accounting software with your financial forecasts lends credibility to your business and signals that you are serious. If you're looking for a template to create financial forecasts, SCORE offers a downloadable financial
outlook template from Excel.Finding the best way to create financial forecasts, When you're more likely to use a template to create your financial forecasts, don't underestimate the important role that accounting software plays in creating accurate financial forecasts – a necessity if you're looking for investors or additional
financing for your business. If you're still using manual ledgers or spreadsheet software to manage your business, it may be time to approach the next level of professionalism by selecting and implementing accounting software that works for your business. If you're not sure which accounting software is right for you, be
sure to check out our reviews of the accounting software. Reviews.
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