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DISCILOSUIRIS

The information provided in this webinar does not, and is
not intended to, constitute legal advice; instead, all such
information is for general educational and informational
purposes only. Information in this webinar may not
constitute the most up-to-date legal or other information.
This information may contain data or references third party
content. Such data or references are solely for the
convenience of the audience; the speakers to not
recommend or endorse the contents of any third party
content.

The audience of this webinar should contact their attorney
to obtain advice with respect to any particular legal matter.
No reader should act or refrain from acting on the basis of
information in this white paper without first seeking legal
advice from counsel in the relevant jurisdiction. Only your
individual attorney can provide assurances that the

information contained herein - and your interpretation of it -

Is applicable or appropriate to your particular situation.

Access to this webinar and any resources contained therein
do not create an attorney-client relationship between the
audience and any authors, contributors, contributing law
firms, or anyone else.

All liability with respect to actions taken or not taken based
on the contents of this site are hereby expressly disclaimed.
The content on this webinar is provided "as is;" no
representations are made that the content is error-free.

Federal law in the United States presently prohibits the use,
possession, cultivation and distribution of cannabis
currently scheduled as a Schedule 1 drug. Nothing
contained in this webinar is intended to assist in any way
with violation of applicable law.
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Pro Forma Essentials

What is a Pro Forma®

Types of Pro Formas

Pro Formas for Cannabis Applications
Pro Formas in Practice

Pro Forma Limitations

Tips to Keep in Mind
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A pro forma is just a method of calculating financial results using certain projections or
assumptions.

DEFINITION ASSUMPTIONS OBJECTIVE
A pro forma is a tool that An gssumption refers to a A pro forma allows you to
helps you estimate how much projected estimate or model different scenarios for
money you may earn or prediction about future your business.
spend in the future or test conditions or events that are
what might happen in critical for creating the
different scenarios for your financial forecast.

business.
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Just like there are different types of hammers, there are different types of pro formas.

The type of pro forma you use will depend on:
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THE GOAL IN MIND

THE AUDIENCE

THE LEVEL OF DETAIL
NEEDED




Having a pro forma is like having a roadmap for your business's financial future.

BENEFIT £f1:
ATTRACTS INVESTORS

BENEFIT £f2:
PROVIDES A BENCHMARK

BENEFIT £f3:
HELPS WITH PLANNING
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ACCOUNTS PAY ABLE Money your business owes to suppliers or vendors for goods or services received but not yet paid for.
ACCOUNTS RECEIVVABLE Moneyowed to your business by customers who have received g&s but have not yet paid.

BUILDOUT COSTS Expenses incurred to renovate/prepare a physical space, such as construction, fixtures, and equipment.

VWORKING CAPITAL. Meansthe difference between your current assets and current liabilities.

TERMINAL VALUE The estimated value of a business at the end of a specific period or the price at which it can be sold.

VALUATION Process of determining the overall worth of a business based on its assets, earnings, and market conditions.
DEBT CAPITAL Involves borrowing money that needs to be repaid with interest.
EQUITY CAPITAL Involves selling ownership stakes in the company in exchange for funds.

INVENTORY COST Total cost associated with purchasing, storing, and managing the goods that your business intends to sell.
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TYPE OF
PRO FORMA

INPUTS USED

OUTPUTS PRODUCED | AUDIENCE

Sales Forecast
Pro Forma

Historical sales data,
market trends,

marketing strategies

Projected sales revenue

- _ Store managers
over a specific period of

_ and owners
time
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TYPE OF OUTPUTS
INPUTS USED AUDIENCE
PRO FORMA PRODUCED

Rent, utilities, employee salaries,

o _ Projected
advertising and marketing
Budget Pro expenses over a | Store managers
expenses, cost of goods sold, - _
Forma _ _ specific period and owners
other costs associated with "
of time

running the store
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TYPE OF PRO OUTPUTS
INPUTS USED AUDIENCE
FORMA PRODUCED

Sales revenue, expenses,

Cash Flow (or _ Projected cash flow or
_ _ Investments, accounts _ _ Owners and
Working Capital) _ working capital over a _
receivable, accounts - _ _ Investors
Pro Forma specific period of time

payable
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TYPE OF OUTPUTS
INPUTS USED AUDIENCE
PRO FORMA PRODUCED
Inventory levels, sales _ _
Inventory _ Optimal inventory Inventory
forecasts, reorder point, _
Management _ _ level, reorder quantity, | managers and
lead time, inventory _
Pro Forma reorder point store managers

carrying cost, order cost
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EXAMPLE #1.:

Making informed

business operating

O

decisions

Can | afford to pay this lease?

How much capital is required to open my store?
How much inventory should | order and how often?
How many employees can | afford to hire?

How much money should | put aside for taxes?

What is my marketing’s return on investment?
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EXAMPLE #2:

Making strategic

\1,§§

decisions

How much could | earn in the next 1, 3, 5 years?
Do | need to raise capital?

If so, when, how much, and at what cost?
Should | enter this business partnership?

What is my business worth?

What is the cost/benefit of expanding my business?
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My investor asked what my projected free cash flow is next year.

EXAMPLE #3:

| have to provide a profit & loss forecast to a potential lender.
Communicating

business goals &

I'm selling my business and need to justify the price | want.
plans to others

I'm expanding and must demonstrate how everyone will benefit.
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GARBAGE IN
LIMITATIONS / GARBAGE
ouT!

e Pro formas rely on assumptions and
estimates about future market conditions,
consumer behavior, and other factors that
can be difficult to predict.

e These assumptions may not always be T @ ’l'
accurate, and changes in the business
environment can quickly render a pro forma
outdated or inaccurate.

REMEDIES

Be conservative!

Qualify strong vs. weak
assumptions to your audience.

Gather assumptions from
multiple sources & ask an expert.

Update your assumptions often.
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ALWAYS BE
LIMITATIONS _ALWAYSBE REMEDIES
e Pro formas are often used to project future e Take it with a grain of salt.
revenue and profits, but they may not reflect
unexpected expenses or challenges that can e Get multiple opinions & sources for your
arise in the operation of a business. assumptions.
e As aresult, pro formas may be overly e Always use a contingency (a rainy-day
optimistic in their projections and fail to fund).

accurately capture the risks and
uncertainties that the business may face.
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LIMITATIONS

e Depending on the level of detail and
complexity, pro formas can be difficult to
create and understand for individuals
without financial expertise.

e This can make it challenging for store
managers or small business owners to
accurately use pro formas when making

decisions about their business.

ASK LOTS
OF
QUESTIONS!

REMEDIES

e Engage a finance expert to help
build your forecasts.

e Know the right level of detail for the
target audience.

e ASK QUESTIONS!
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MAKE SURE 1. What % of the market are you projecting to capture?

YOUR
FORECAST IS
REALISTIC IN
THE LONG
TERM

2. Are your projected margins realistic?

3. Are you appropriately modeling market trends like
saturation (revenues fall as more licenses are added)?

4. Can your store support that many employees?

9. Can your max number of cashiers facilitate that many

sales in a day?
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“What's really exciting is if you extend this out five years,
we own around 400% of the market!”
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KEY
TAKEAWAYS
FROM
TODAY'S
LESSON

Pro formas are living documents.

Investors are skilled at spotting a lofty pro forma.
Conservative estimates are always best.

The contents of your pro forma are confidential - don't
share without careful consideration first (and possibly
an NDA).

Be prepared to answer questions about your pro

forma's assumptions if you provide it to other parties.




