Lecture 5: Financial Projections and Funding
Strategies in Business Plans

Introduction

The financial section of a business plan is often regarded as the “make-or-break™ element for
investors and lenders. While the rest of the plan shows the idea’s potential, financial projections
demonstrate its feasibility in numbers. In parallel, entrepreneurs must present a funding strategy
that clarifies how much capital is needed, where it will come from, and how it will be used. This
lecture explains how to prepare realistic financial projections and outline funding strategies that
inspire confidence.

1. Purpose of the Financial Plan

The financial plan serves multiple functions:

Demonstrates profitability and sustainability.

Provides a roadmap for cash flow management.

Serves as a tool for measuring performance against projections.

Persuades investors and lenders that the business is financially sound (Barringer &
Ireland, 2019).

Without credible numbers, even the best business ideas often fail to attract support.

2. Key Financial Statements

A complete financial plan typically includes three core statements:

1. Income Statement (Profit and Loss Statement):
Shows revenues, costs, and profits over a given period.
o Focus: sales forecasts, cost of goods sold (COGS), operating expenses, net
income.
2. Cash Flow Statement:
Tracks inflows and outflows of cash.
o Focus: liquidity, ability to pay bills and service debt.
3. Balance Sheet:
Provides a snapshot of assets, liabilities, and equity at a specific point in time.
o Focus: financial health, debt-equity balance, asset base.



Scarborough (2017) stresses that consistency between these statements is crucial — unrealistic
discrepancies raise red flags.

3. Financial Projections

Entrepreneurs are expected to present projections for 3-5 years, with the first year broken down
monthly or quarterly.

o Revenue Forecasts: Based on market research, pricing strategy, and expected sales
volume.

o Expense Forecasts: Fixed and variable costs, payroll, marketing, and operations.

« Profitability Metrics: Gross margin, net margin, return on investment (ROI).

o Break-Even Analysis: Point at which revenues cover all costs.

Example: If fixed costs = $100,000 and contribution margin per unit = $20, then the business
must sell 5,000 units to break even.

4. Assumptions Behind Projections

Investors pay close attention to assumptions, not just numbers.

o Market Assumptions: Size of target market, expected adoption rate.
o Operational Assumptions: Production capacity, efficiency, supplier stability.
« Financial Assumptions: Pricing, inflation, interest rates.

According to Kotler & Keller (2016), credibility comes from using data-supported
assumptions aligned with industry benchmarks.

5. Funding Strategies
After showing projections, the plan must explain how the business will be financed.

e Equity Financing: Selling ownership shares to investors.
o Pros: No repayment obligation.
o Cons: Loss of control.
o Debt Financing: Loans or credit lines.
o Pros: Ownership retained.
o Cons: Regular repayments, interest costs.
e Hybrid Options: Convertible notes, venture debt, crowdfunding.



The funding section should specify:

e How much is needed.
o How it will be used (e.g., equipment, marketing, staff).
o Expected return for investors or repayment schedule for lenders.

6. Presenting Financials to Stakeholders

e Use graphs and charts for clarity.

« Highlight key numbers (revenue growth, gross margin, cash burn rate).

o Prepare for sensitivity analysis (best case, base case, worst case scenarios).

« Beready to justify assumptions with research data.

Osterwalder & Pigneur (2010) emphasize that financials must align with the business model —
numbers without a strategic logic undermine credibility.

7. Common Mistakes in Financial Plans

Overestimating revenues and underestimating expenses.

« Ignoring cash flow management.

e Providing numbers without supporting assumptions.

« Presenting overly complex spreadsheets instead of clear summaries.

o Requesting funding without specifying clear allocation.
Conclusion

The financial and funding sections transform a business plan from a vision into a credible,
actionable strategy. Entrepreneurs who present well-supported projections and a transparent
funding plan signal competence, preparedness, and trustworthiness — qualities investors and
lenders value highly.
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