Business Opportunity Analysis

After doing some market research on transportation options in the immediate area it was found that there was a good opportunity in limousine transportation. The following gives an example of understanding the startup costs, as well as the financial statements that have been estimated.

1) Determining Startup Costs

Monthly Expenses


Rent




$1,000 G


Insurance


   
   $300
G


Salary Maintenance *

   
   $600
G

Salary Administration **
   
   $200
A

Salary Sales ***

   
   $400
S


Phone 



   
   $100
G


Internet


     
     $75
G


Supplies


   
   $200
A


Utilities (Light/Heat)

   
   $400 G


Other



   
   $300 G


Advertising/Promotions ****
   
   $750 S







----------------


Total Monthly Expenses
   
   $4325


Risk Factor *****

   
           2


Total Startup Monthly Expenses 
  $8,650

Notes:

* Assumes 1 mechanic working 20 hours per month @ $30 per hour

** Assumes 1 Office Administrator working 20 hours per month @ $10 per hour

*** Assumes 1 Sales Person working 20 hours a month @ $20 per hour.

**** Assumes Print and Radio Advertising

***** We’ll assume 2 months of no sales so we will multiply our monthly costs by 2.

S = Sales Expense

G = General Expense

A = Administrative Expense

One Time Costs


Limo 1 - 


$60,000


Limo 2 - 


$60,000


Facility Remodeling Costs - 
$10,000





----------------------------


Total One Time Costs 
$130,000

Total Startup Capital Needed = $8,650 + $130,000 = $138,650

2) Startup Financing

Needed Funds - $138,650

We will put in $75,000 of our own savings and borrow the remainder ($63,650) from a bank at 10% interest, 10-year period.

3) Initial Balance Sheet

Assets 



Liabilities
 

Equity
Cash 

$138,650

A/P

0
Capital Invested
$75,000

A/R  

0

Accrued Exp
0

PPE

0

Long Term Debt
$63,650  
Retained Earnings
0

Acc. Depreciation
0

Net PPE

0

Total Assets
$138,650

Total Liabilities
$63,650
Total Equity
$75,000


4) Monthly Income Statement

Sales *



$9,800


COGS **



$1,470

Gross Margin


$8,330

Operating Expenses


Sales Expenses

$1,150


General Expenses

$2,775


Admin Expenses

   $400


Depreciation ***

$1,000


Total Operating Expenses
$5325

Operating Margin


$3,005

Interest Expense ****


$530

Earnings Before Taxes

$2,475

Taxes (25% Rate)


$619

Net Income


$1,856

Notes:


* Assumes 14 - 4 hour rentals per month. @ $700 per rental

** COGS is made up of 4 hours * $20/hour for driver + Gas Cost. Gas cost is estimated as $2.50 per gallon * 1 gallon/20 miles * 200 miles for each rental. = $80 + $25 = $105

*** Depreciation is a straight line 10 year Depreciation for each vehicle.

**** Interest is compounded monthly .1/12 * principal = 63,650 * .1/12 = $530

5) Annual Income Statement (Monthly Income Statement * 12)

Sales



$117,600


COGS 



$17,640

Gross Margin


$99,960

Operating Expenses


Sales Expenses

$13,800


General Expenses

$33,300


Admin Expenses

  $4,800


Depreciation

$12,000


Total Operating Expenses
$63,900

Operating Margin


$36,060

Interest Expense ***


  $6,360

Earnings Before Taxes

  $29,700

Taxes (25% Rate)


  $7,425

Net Income


 $22,275
6) Balance Sheet After Year 1

Assets 



Liabilities
 

Equity
Cash 

$38,193

A/P

$1,000
Capital Invested
$75,000

A/R  

$15,000

Accrued Exp
$3,000

Current Assets
$53,193

Current Liabilities
$4,000

PPE

$120,000

Long Term Debt*
$59,918  
Retained Earnings
$22,275

Acc. Depreciation
($12,000)

Net PPE

$108,000

Total Assets
$161,193

Total Liabilities
$63,918
Total Equity
$97,275


Notes:



* Principal payments in the amount of $3,732 using amortization table.

7) Cash Flow

Cash Flow From Operations


Net Income


$22,275


Depreciation


$12,000


Net Working Capital



A/R


($15,000)



A/P


$1,000



Accrued Expense

$3,000






$23,275


Cash Flow From Investment


PPE



($120,000)

Cash Flow From Financing


Long Term Debt


($3732)

Total Cash Flow



(100,457)

8) ROA, ROE

Net Income

$22,275

Return on Assets =
---------------
=
----------
= 13%




Total Assets

$173,193




Net Income

$22,275

Return on Equity =
---------------
=
----------
= 23%




Total Equity

$97,275

9) Ratios

Current Assets

$65,193

Current Ratio =
--------------------
=
-------- 

= 16




Current Liabilities

$4,000

Copyright © 2005 Paul M. Adams


