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FORECASTING
Understand Where You Want To Go - Then Plan How To Get There
WHY FORECAST?

Forecasting is the core of any business plan and requires looking to the future.
Running a business without a forecast is like taking a trip without a destination.
Through random chance and luck, you may get somewhere you like, but the odds do
not favor this result. In order to improve your chances of achieving a desirable
outcome, you need to identify your specific destination. Once this is done, you can
then determine the best route for getting there.

The same is true in your business.

Forecasting is the process of identifying that destination and then establishing a
rough map for your business’ future activities. This map will not be 100% accurate,
but, of course, a rough map in unfamiliar territory is far better than none. If the
assumptions on which the forecast are based are realistic, this rough map will be at
least sufficiently accurate to locate potential hazards and to establish direction for the
business to follow.

Forecasting is based on carefully reasoned assumptions, quantified in an organized
way to make your projections about what will happen in the future as accurate as
possible. By taking a systematic approach to forecasting, you gain a deeper knowledge
and understanding of your business. The final product of your forecasting effort
becomes your projected cash flow, the basis of the cash budget which in turn is the
primary tool for controlling your business (COMMON SENSE, Workbook #1).

Carefully done, forecasts can be
used to plan for profit. Large
companies spend millions of dollars
forecasting, both for profit and, what
may be even more important, for
setting meaningful planning objec-
tives. These objectives then become
the basis for strategies the companies
can use to meet their profit targets.

Forecasts anticipate what is likely
to happen in the future and give you
the basis for developing a plan to
make the most of where you are
headed.

Forecasting is also useful as a
means of evaluating business
practices - both as a review and, with deviation analysis, as a management control
(COMMON SENSE, Workbook #3), and as an inexpensive means of figuring out how
different practices and assumptions will affect your company.

Forecasting and constructive review are inseparable parts of the same process. The
advantages of careful forecasting are many and outweigh the time, effort and difficulty
of preparing them.

In fact, time spent in forecasting, if the assumptions are rigidly scrutinized, will pay
off in preventing problems, in finding better ways to operate, and in sparking new ideas
and deeper understandings of your business - all of which enhance profits.

The purpose of forecasting is twofold. It both affords an excellent opportunity to
review the past, and it provides the best guide to the future your business can have.
We know from experience that almost any smaller business will be successful if the
managers have a sense of direction and purpose based on a realistic assessment of the
business’s potential - and limitations.

Careful forecasting provides such direction, yet can be extremely difficult to




