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00:00 And we are on episode 2 so we're going closer to the climax of this series of episodes this is now or it's getting heated and this is where or where the real stuff is happening so in episode 2 basically we are going to equip ours or make ourselves more financially literate and we're going to take it 
00:25 into two parts so episode 2 will be part 1 and then episode 3 would be part 2 so let's get into it okay so let's just minimize myself here financial literacy is based on something which is a financial projection what is a financial projection this is now the main thing let's take a google definition 
00:51 approach so basically a financial projection is a forecast so basically it's a prediction of future expenses and revenue so it's made out of two parts expenses or costing and revenue.
01:06 Basically how we make money and it does get amended according to who it's prepared for meaning usually when a client comes to us and they say we want to create a financial projection to a specific entity.
01:21 A funding entity, a bank, investor and what not we're like okay let's do one for you to understand and address the main importance of a financial projection and then we'll amend it to the entity that you want to present it to.
01:37 So usually a investor would like to see more revenue, more profit, as opposed to maybe a bank would be more conservative where they would focus more on the cost because how much they're going to fund you.
01:52 So it depends. It doesn't, but it is amended within reason, so it's not just amended for the sake of amending.
02:00 So just keep that in mind. And there's a lot of different types of financial projections. If we would take it in terms of timeline, we would say short-term versus long-term, if we take it in layman terms.
02:14 So short-term is, as an international standard, is between 3 to 5 years. So you're creating a projection, a forecast of your business for the upcoming 3 to 5 years.
02:25 If you would ask me personally, I would somewhat consider this currently long-term because of how fast-paced the market is moving compared to how it used to be before, especially with online, uhm services, social media, and what not.
02:43 But, internationally standard, this is considered short-term, and this is the type of projection that we will be focused on creating because it's more relative to projects similar to yours.
02:54 Bigger-scale projects that have a big investment, we would call them medium-to-large enterprises, would have a long-term projection, which is more than five years.
03:05 But we will be focusing on creating a projection in the timeline of three to five years. And with that being said, the values and importance of a financial projection, why is it so important?
03:18 Why is this whole program important? Why are we even addressing this? So we've kept it in X amount of points, but before that, I want to reference this scene from a movie.
03:31 As you can see, I'm a big movie buff, that's why I'm saying episodes, movies, whatever. I'm pretty sure you've run by this.
03:38 It's taken by Liam Neeson, and basically this is the scene where they kidnap someone from his family. Basically, there's a series of that, and he's like, if you don't give it back, I will basically kill you, and you know, so it's a famous scene.
03:52 How is this relevant at all to what I'm supposed to say? It's because we've seen it more often than not that a lot of business plans come by our way, because we do also revise business plans, and for some reason, some of them actually came to us without a financial projection, so basically without the
04:15 heart of the business plan. So, what does that mean? I'm starting a business but I don't even know what the financial obligations and how I'm going to get money out of it.
04:25 It doesn't make sense. And other companies, they literally, like, they treat it as a document. You go to a company, they say, I'm like, I'm I want a business plan.
04:33 Okay, come after one week. They give it to you without even addressing how they built the financials. They just say, okay, I need a hundred K and that hundred K is barely any break down.
04:45 I'm going to make one million out of it. Oh, really? But how? You know, so if you know anyone, because a lot of people have gone through this, they have the right to contact the company that did that for them and basically ask for at least a refund or a compensation.
05:01 So basically that is the relative of this movie scene. With regards to the values and importance of a financial projection.
05:09 So let's get into why it is valued and important. Number one, it basically addresses the first thing anyone asks, is my business feasible or not?
05:19 Because you wouldn't start a business if it's not. If it's not feasible, there usually is a leeway to make it feasible.
05:37 In all my years of experience, there were only a half of a handful of projects that it's very difficult to make it a feasible business model.
05:47 Not because of the financial part, but it's basically from the operations and marketing. It's all correlated. Now, let's assume your business is feasible.
05:57 How do I make it more feasible? How do I make it more efficient? Where can I cut down on costs?
06:02 Where can I like increase the profitability of a business idea? And then, you can business or sorry, financial projections are not only for new businesses.
06:15 They're actually also used for existing businesses who are not in the best state or are at a decline. So the first thing we usually ask for any company that is approaching us with not the best situation in the business, we ask for their financial statements and based on that we create financial projections
06:38 to address the problems because usually it's the problems will show in their financial analysis. Last two points is basically it helps identify what's the total starting capital required.
06:51 How much money do you need to start a business? Again, more often than not, people come to us and they say okay I have like 5k, 1k and I want to do something that is going to be game changing.
07:03 It is not that easy, you need to understand your full resources, full start up capital in order to cater to your target.
07:12 And lastly, a financial projection is a numerical guidance for your business plan. It is basically all numbers, it is basically how you, it is the basis in which you write your business plan for because there it will be very indicative of all the things that you need and the most feasible approach to
07:34 your business model. Cool? Alright, now we get into the factors and to how or let's say I would say rules but the pillars that we used in order to build a very uhm close to reality financial projection.
07:57 Number one, be conservative in terms of costing. A lot of the time I see entrepreneurs, they minimize the cost, I'm like okay I just need this, this, this.
08:07 It's very subjective. Don't do that. Address everything so that you're extra conservative. Just in case you may, you may need that higher budget.
08:17 It's a already been accounted for. I'll give you a very simple example. Let's say I want to travel to England and I want to go there for 5 days and I've allocated 100 KD per day for that trip.
08:29 So that's 500 KD. So all humans by human nature, when they have that budget, the first 1-2 days, they're like overspending.
08:39 I'm going to Selfridges, I'm going to Harrods, I'm like spending money. And then by the last day I barely have anyone to even order falafel.
08:47 So that's basically it. And that's very dangerous in business. So imagine that you overinvest in terms of let's say the parquet, the interior, whatever, but then when you want to start, you don't even have enough money to buy the stock of what you want to sell.
09:03 So always be conservative. Be conservative in terms of the costing part by on average 20%. Like if you need 100k, put an extra 20k justifiable just so that you have that extra room to breathe.
09:19 Number two. Make, now on the other end, make realistic revenue assumptions. Again, people lower their costing but they assume they're gonna break the market and be billionaires.
09:33 Through God's grace most probably, of course, but that's not always the case. And a lot of the successful businesses that you see, they have gone through hard times, losses even, until they became this strong positioning in the market.
09:49 So assume you're even at a loss, or at least the first year when you're creating a financial projection. And we'll get into that when we get into the practicality part of creating a financial projection.
10:00 Number 3, be consistent. This is a very very important thing that we actually catch a lot of business fans. To be faulty of them not being consistent.
10:13 Very simple example, let's say that you want to start a logistics company, a delivery company. And you need 10 cars, okay.
10:22 Uuuh and you're going to a bank and you're telling the bank I need 10 cars. They're like, okay, how much will be your operational side or how much is the salaries of the people that you need?
10:31 I'm like, okay, I need 5 drivers. Then why do you need 10 cars? Then what are the extra 5 cars for if you have just 5 drivers?
10:39 So it needs to be consistent. So, if you need 10 cars, then you would need at least 10 drivers, or even 20 if there are 2 shifts, 2 shifts sorry, or maybe 30 if there is a 24 hour shift.
10:52 So make your numbers justifiable. Number 4, get at least 3 supplier quotations. Now quotations is not the quotations that they use in the series of friends where it's quotations.
11:10 No, quotations are basically proposals for from suppliers in which you will get your equipment, your inventory, it depends. And why we say 3 is so that you understand the market average and they should be from justified and correct.
11:30 Sources. So it's not like, okay, my cousin did a application for a thousand, so I can do it for a thousand too.
11:41 Even if it's the same idea, there may be more integrations, there, there there's, so it may cost you more or even less.
11:48 And why get at least three? To get a understanding of the market average. Because what happens, and this is very common in going to online developers or even contracting companies, is that they want to grab your let's say your, your money or your contract by selling it at a lower price initially.
12:13 I'll give you a quick story. So, let's say you want- let's say build this office and the contractor gave you a thousand KD, another one gave you two five thousand, let's say, and the third one gave you six thousand.
12:26 Human nature will go to the cheapest one, which is a thousand, but the market average is not a thousand. If the other two are charging five and six, then something is not right.
12:37 What usually happens is you end up signing for a thousand, but they will keep asking for more money along the road, where you end up either the same price or even more.
12:47 They will say, oh, okay, we need to stop because, there is a problem with leaf lowering, there is a problem with this, and you just don't want to delay, so you keep spending.
12:55 So it's very important to understand the market average to also justify that person's work. Cool? So, This is an introduction of the theoretical part, now we're going to into the main aspect, we've reached the first climax of this series of episodes, which is the casting part, and basically it is broken
13:23 down into two segments, which is called or categories let's say, CapEx and OpEx, and then they are further broken down into assets, non-recurring expenses and working capital, we will define this, we will address You address all this, so do not worry.
13:39 So, again, define, definition, what is CapEx, let's start with CapEx and then go with OpEx, again we are in the costing side of the business, CapEx is an abbreviation to capital expense or capital expenditure, and it's basically the amount of money utilized to purchase major goods and or services that
14:01 will be used for more than a year, so it's basically that real startup expense that you most probably will use or purchase at once.
14:09 To help set up the business. So let's say it's a setup expense, okay? OPEX is basically the abbreviation to operational expense or operational expenditure.
14:19 It's basically the cost needed to run the business operation on a daily basis, so it's ongoing. It's not a setup expense per se, it's something that you need to keep on paying in order to keep delivering your end product and or service.
14:38 Cool? So. Costing, CapEx, OPEX. Now let's elaborate more. There is assets. Now these are further breakdowns within the CapEx, OPEX lineup.
14:51 Assets, non-recurring expenses, and working capital. Capital is further broken down into fixed monthly expenses, number of months that you require that, and lastly the inventory and raw materials if applicable.
15:06 We will get into that, do not worry. But this is basically the breakdown of CapEx, which falls under where assets and non-recurring expenses fall under, and OPEX is where working capital falls So, let's start with assets.
15:25 Google definition, this is a quotation, another form of quotation, it's an item of property that are resources owned by a company and which has a future resale value.
15:37 So what does that mean? Basically, it's what the company owns and God forbid if the business is bankrupt or is at a loss and they want to bail out, they can resell those things that they own.
15:53 Very simple example, let's say I own this watch, I own this laptop, I'm out. I own my car, if God forbid a bad situation happens, I start selling the things that I own.
16:03 Very similar perspective but on a company model. So these are examples, basically building a facility, vehicles, machinery, office furniture, IT equipment, tools and what not.
16:18 So again, it has to fall under two aspects in which it is owned by the company and has a resale value.
16:28 Resale value is not necessarily that one that depreciates or lowers in value. It could appreciate which is related to the type of assets that we're going to address here.
16:38 So, number one, tangible assets. Tangible assets are basically all these examples. These are all things that you own, and most probably, if you resell it, you will lose money in it, and it will depreciate in value.
16:55 Online development, which is an intangible asset, it is not. Touchable, let's say, but it is owned by the company, could depreciate in value.
17:06 That's why you listen to a lot of these online platforms and applications that increase in value, because they appreciate. So they are separated, even in the financial statement.
17:16 Which we'll see later, they are separated and not in the same category so that it doesn't fall under the depreciative calculation, cool?
17:26 So that's basically assets. A similar expense, but it's different than assets is a non-recurring expense. Non-recurring means that it doesn't reoccur, so costs that occur on a one-time basis most probably and are unlikely to occur again in the normal course of a business.
17:47 Examples of that, brand branding. If you ask for a company to create you the logo of a, of your business, you're paying it one time, but you can't really sell the logo.
17:58 If you come to a company like us who develop your business plan, so you paid us to do your business plan.
18:04 Can you resell that service that I provide to you? No, so it does not have a resale value. It is, it's a one-time cost similar to assets, but it does not have a resale value.
18:15 Company establishment, when you establish a company, when you design a place, design. Designing a place is different than construction. People mostly co-join that.
18:26 No, if you're doing an interior design on a specific place, let's say, God forbid, you foregoed it, it's an expense lost.
18:32 But if you constructed the place and you want to sell the place, you can sell it based on. The construction that has been conducted in that facility.
18:41 So, that is what falls under non-recurring expenses. So, we've already covered two costs in category. We will go into the third.
18:50 Just focus a bit on the third because it is a very important costing and it's not kind of a big deal.
18:57 This is from the movie Anchorman John Burgundy. No, it is a big deal because a lot of people tend to oversee this type of cost and if I would read this definition it's the capital required for a business which is used in its day-to-day trading operations and most probably you didn't understand that if
19:19 I read this the first time I wouldn't understand it so let me explain it in the term of a formulation so that we look like this squirrel here and have a amazing epiphany moment so working capital is basically a backup budget that is kept by the company until the business becomes more stable okay so it's
19:46 like having a reserve okay and it's based on three types of costings or actually two types of costing about three references number one knowing your fixed and fixes in blue here because there's a difference between fixed cost and variable cost but fixed monthly expenses the type of expenses if you sell
20:10 or don't sell you still have to pay and there are two major examples of that which is usually in most businesses which is rent and salary so it is unaffected by the demand and supply in which you sell your business out you have your costing of your full fixed expenses for a specific time period okay 
20:32 so let's say if you are a brick brick and mortar concept you actually have a store or a place where people come and there is somewhat traffic a market average would be six months you have six months of backup money but if you are a application because there is a lot of competitiveness and there is not
20:51 the traffic that people are most succumb to you would put at least twelve months of course it is studied it could go up to twenty four months the same thing goes that it could be three months if it is a brick and mortar store but as a reference for this module let us say if it is a store or people could
21:14 you could have traffic we will keep it at six months if it is an application we will keep it at twelve months so six to twelve months back up fixed monthly expenses plus the inventory needed so if applicable now if you are a company like us and where we perform services so we don't have stock that we
21:38 sell so I don't have inventory I don't have stock that I need to sell to you so that's why if applicable but if you're selling let's say watches or luxury goods or headphones, earphones, laptops you need to buy stock and sell it but if you're a middle man let's say you are selling it on behalf of a different
22:01 party but again you're a service so you don't buy the stock so it depends on that amount of stock for 6 months with your fixed expenses so if we put in a formula it's basically A, which is fixed monthly expenses times the number of months required B plus C, which is inventory if applicable now we're 
22:26 taking it in an oversight that is Theoretical we will see it in a formulation base, and we already have a template of this there are two templates There is a basic one and advanced one Which is part of the training program that you have already registered for now Before we let's say conclude the costing
22:47 part which we are close to Let's focus on how to calculate The main types of fixed monthly expenses So, number one, rent Rent, you need to understand the estimated area size that you need So let's say if you need a hundred meters That would be the estimated area size required Location places is a key
23:09 role because where it is located would amend or change the estimated cost per meter squared So, just to give an example, where we used to ah facilitate, we used to be in Hamra Tower The area of that space was around 500 square meter The estimated cost per square meter in Hamra Tower was 10 KD So, putting
23:35 it in formulation, it's basically estimated area size times the estimated cost per meter based on location, which is A times C here, which is 500 times 10, which is 5,000 KD monthly If we would change it from Hamra Tower to, let's say, city center Okay, city center is a very common place throughout the
23:59 GCC Maybe the cost per meter would be higher as 12 KD So that would be 500 times 12, which would be 6,000 KD And that's basically how you would calculate your rent In a specific location Now if we go into salaries Okay, salaries is a different matter.
24:21 You need to understand the hierarchy You need to understand How Your, your needs in terms of your staff to provide to the end user What I've seen, again more often than not, that people put CEO, COO, CFO, CTOC Owner, O.O.O.
24:45 At a start-up business That's not your need, your need is the main staff In order to perform your product or service So let's use two cliche examples Let's say a restaurant You wanna start a restaurant, so what would I need in a restaurant?
25:04 Of course I'm the owner, that's something else But I would need chefs, right? So there are different types of chefs Now, the job description of what different types of chefs So I need someone to head the kitchen So that's my job description So that means the position is a head chef Okay, and then how
25:24 many employees, how many head chefs would I need? I would need one, I don't need two that would be fighting with each other all the time So I need one to manage the kitchen Based on my business concept, and then you would study the market average for that salary So the average salary of a head chef is
25:41 around 750KD in Kuwait So after the head chef, what do I need? Sous-chefs, or station-chefs, in different stations Those, I, if I know my job description, I know the position I may need, two, three, depending on the stations that I have, and their average salary Under them, I would need something they
25:59 call as kitchen helpers, or commis Commis are the ones that prepare all the ingredients pre-cooking, and so on and so forth, so that's basically how the breakdown is Let's take another example, for example a gym okay so a gym, so I would need a head coach who will be heading the coaches there and as 
26:24 well training, so they would, I would need one again because he's heading it their salaries would go from 650 to 1000, they may have even commissions from their PTs and they have like their certain allowances and all that stuff.
26:42 So after the head coach, I would need trainers, I would need cleaners so that to clean the facility and I would need an administrative officer or receptionist to do the inquiries and phone calls at the reception desk.
26:56 So that's basically the organizational structure of basically the salaries needed to start your business. Cool? So it's not as complicated, just understand the needs that you would require and this would correlate going back to your business model canvas of what you would need internally so goes under
27:22 key resources, okay? Now, we're going to do the first worksheet, which is, let's say the only one that you would do it as written, the rest worksheets will go in the practicum version of this program and you would have this worksheet within the You package that you have already acquired and what we request
27:48 you to do is basically in a manual basis have the understanding of the breakdowns of different costings and where they're at.
27:56 Allocate it and write them down and just like practice practice makes perfect. So that's basically it So you write your project name your idea and the whole point of this sheet and this episode is to calculate your total startup capital.
28:14 So here it's 36,650. How did I get to that in my project of Salem's Gym? Basically I write down all the assets.
28:25 So what is an asset is something that the company owns and has a real resale value. So equipment, machinery, furniture application, I may have application development where people will register to it and the potential values of that.
28:40 So here is 1,000, 2,000, 2,000, 3,000. Total assets here is around 8,000, okay. Similarly, we go into non-recurring expenses. What non-recurring expenses is there are one-time expenses that do not have a resale value branding consultancy, and I would put the total here.
29:00 The total here is 3,650. Lastly, we go into the monthly expenses, which is rent salaries. We put the total here.
29:11 Maybe it's internet, social media management. They are fixed expenses. Again, fixed. The fixed expenses that I would need, whether the business sells or not, it's product and service, I still need to pay it.
29:24 Okay. In this case, it is 4,000 KD. So, once the expenses side is addressed, we go into the working capital.
29:34 Working capital and inventory. Number of months, as I said, if there is a store type of concept, put 6 months.
29:42 If you're more of an application or online platform, put 12 months. So, depending 6 or 12. It's a gym, so people are coming, 5 put 6.
29:53 Then I multiply this with the total monthly expenses. Where do I get this from? So I get it from here.
30:02 This is where I get this number. Multiply these two. This will give me my total working capital. So this is my reserve money for the upcoming 6 months until the business is fully or somewhat stabilized.
30:17 Okay, plus inventory. So I'm going to maybe selling protein bars, protein shakes for that's around a thousand with my packaging for that has already been accounted for.
30:30 So adding these two will give you $25,000 which is your total working capital. And inventory. So how do we get to the 36,000?
30:41 Okay there is a trick to it so please focus. You would add your total assets, your total non-recurring expenses, and your total working capital.
30:52 And inventory. You will not add your total monthly expenses, you will not add all four, you will add this one, two, and three.
31:01 Why? Because you've already accounted for the total expenses here. Adding this you would make it seven months. You've already accounted for six months here, so just add these three numbers.
31:16 So again, just to repeat, you add your total assets, plus your total non-recurring expenses, plus your total working capital and inventory.
31:25 This will give you 36,650. We are not adding this because it's already been added here as part of your total working capital.
31:35 So try it out. Practice makes perfect. What we have also done is created, Yeah, and this is related to this session's workshop, which we have put most of the assets that could be applicable to you.
31:50 You should, If it doesn't relate to you, then don't do it. But this is most of the assets, most of the non-recurring, expenses, plus most of the working capital.
32:00 Uhm, if there is anything or any terminology that is not clear, you can search online. It should be pretty clear for that.
32:08 Usually setup costs, because they are one time, they are non-recurring expenses. There could be more, many different variations of setup costs.
32:14 Assets, again, is something that the company owns and has a resale value, and your monthly working capital entails your fixed monthly expenses.
32:25 Great! Whoo! Okay, so basically we have concluded episode 1, we finished the first climax, now the real climax is in the second episode, we will be addressing basically everything that is related to you making money, the money part of the business, and let's just put a little bit of confetti because 
32:51 this is an achievement from both ends, from our end and yours, that we have reached so far, so we're, we're, we're, we're more than half way.
33:01 We're more than half way in terms of the theoretical part, and yeah, see you in episode number
