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 Core Financial Concepts: Budgeting Mechanics & Projections  
 

“You have to look into the future before you open your checkbook.” 
         Tuds Baird 
 
Budgeting is about using knowledge of the past to shape the future.  A budget, or a set of 
projections, is a clear, measurable way to plan for your business in a practical way. It is a 
way to help you anticipate opportunities, avoid catastrophes and make mistakes on paper.   
It is also an excellent way to organize a wide variety of financial concepts and tools into a 
single focal point for your aquaculture business.  A budget, or a set of projections shows 
cash coming in and going out and it shows profitability.  The assumptions reveal the logic 
of the numbers.  Simple but powerful.    
 
The material presented here is about developing your ability to estimate revenues and 
expenses and understanding profitability.  A side note is offered for reference about 
Return on Investment, but that is not the main focus here.  Simply put, if you can develop 
accurate cash income and outgo estimating skills focuses on using budgets and financial 
projections (budgets for the future) to plot your aquaculture business’s future and track its 
results, you should be successful.  Also provided here, for your future reference and use    
in your business is a copy of The Right End of the Telescope: Using Your Cash Flow to 
Grow Your Business.  The book goes into greater detail about preparing financial 
projections and is provided for your future reference.    
 
Background – Budgeting & Your Values 
 
Successful businesses are run by confident business owners – people who know what 
they know and know what they don’t know.  Many small business owners – not just 
aquaculturists – approach the financial management of their businesses from a tax 
perspective and from an accounting perspective.  Things like depreciation and tax 
liabilities are concrete, they can be calculated with a formula and they are important 
elements in capital intensive businesses. 
 
However, the most fundamental financial issue for a small business owner is; “How do I 
make enough money so that I, my family can live their best possible lives doing what 
they want to do?”  Understanding clearly the financial elements of your business is 
important to answering the value-laden questions regarding how you want to run your 
business and what you want your life to look like.    
 
Budgeting answers two fundamental questions about a business.  They are:   
 
Element        Examples    
  
1.  What Is It Worth?      Future earnings stream 
         
2.  What Does it Cost?     Purchase price, operating expenses 
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Everything else - risk assessment, my goals and my values – all are contained, explicitly 
or implicitly, in the assumptions that feed those two questions.  For example a 
sophisticated raceway system may cost $30,000, but is it worth it to your business at that 
time?  What if purchasing that system will create more debt than is reasonable and will 
create more worry than it is worth?  In financial terms, will the system return the $30,000 
plus a reasonable return on the investment during its lifetime?  Suppose the estimated 
revenue stream (increased revenue or decreased expenses) is $3,000 per year for 10 
years.  That is a 10% return that will take 10 years to pay for itself.  What if a less 
expense system that saved you $3,000 in labor could be bought for $15,000?  It pays for 
itself in 5 years and the return rises to 20%.  And it possibly reduced your anxiety. 
 
Your aquaculture business is an extension of your values and the numbers should reflect 
those values as well.  Because of the quantitative emphasis of many business schools, 
business owners often separate values from financial measurement techniques and place 
higher value on financial results than on more subjectively measured business elements, 
such as quality of life, quality of management, economic activity within the community, 
and other issues.   The questions outlined here, and the financial concepts address both 
subjective and quantitative elements of the business decision.  Remember, values drive 
every business.  
 
       
 
Tools   
 
The tools presented here are intended to provide uncomplicated ways for you to think 
about what are probably the three most important financial elements of any business – 
cash flow, profitability and asset allocation.  If you use these lenses to clearly see how 
your business is performing you will have a much better chance of succeeding financially 
and meeting your personal and professional goals.   
 
1. Cash based Revenue & Expense Projections, and Assumptions   
 
Ultimately, every business succeeds because it generates enough cash to operate or it fails 
because it doesn’t.  Calculating revenue projections using only cash is important for three 
reasons.  It removes accounting dollars, such as depreciation, from the equation, and 
forces you, the business owner, to focus on how much cash is coming in.  Secondly, it 
clarifies the focus on each category of income and expense, including wages, owners 
draw, capital expenses and profits, or net income before taxes.  Looking at these 
categories in cash terms should help you think more clearly.  
 
Finally, and perhaps most importantly, most of you understand your current and past 
expenses in great detail but are reluctant to make projections for the future on the income 
side of your businesses.  It is usually due to a desire to be precise in the face of the 
unknown.  An English philosopher/economist once said that he would rather be vaguely 
right than precisely wrong.  Making a projection, or range of projections and writing 
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down the assumptions for those projections provides the foundation for you to learn how 
to think more clearly about your overall finances.  
 
Creating the projections is usually a back and forth process because the categories have to 
make sense to you, the business owner.  Sample projections are included in the book The 
Right End of the Telescope and in the sample business plan in Biff’s Quahogs.      
 
For me the back and forth process looks something like this. 
 

1. What volume does the business anticipate? 
2. What are my sales price and cost assumptions? 
3. Starting with the known, biggest ticket items, start filling in the blanks? 
4. Write down questions (fuel costs, interest rates) as I go along. 
5. What have I left out? 
6. Review and edit. 

 
Remember, estimates do not have to be precise. 
 
Level of Detail:  What is an appropriate level of detail?  Your primary job is not to be a 
budget analyst, yet you must have enough financial information to think clearly about the 
future.  Initially, annual projections that are reviewed against performance quarterly are 
probably sufficient.  Some of our clients track costs and results on a weekly basis.  They 
have found efficient ways to do that.  It is important to create a method, or system, that 
will not be abandoned because it is too much work.   
 
Assumptions:  It is important to write down revenue & expense assumptions.  The 
assumptions are as important as the numbers.  This doesn’t have to be a lengthy 
process, but it does need to be written because things change and you adapt.  With no 
written assumptions or expectations, how do you  objectively know whether you did well 
or not.  The underlying assumptions about sales revenues, production costs, inflation (or 
not) and things you might be considering doing differently should be clearly stated.  For 
example; Retail sales of trout in 2004 were up 10% over the previous year because it was 
a good growing year.  This year, we project the same volume (Farmer’s Almanac predicts 
similar Spring and Summer to last year) and a 15% price increase due to fuel costs, so we 
assume this year’s sales revenues  will be probably be around 3% above last year.  How 
long did that take? 
  
 
2. Perform Profitability Analysis by Business Line 
 
Most businesses have a general sense of their profitability.  We believe that, in order for 
the business to be profitable over the long-term, that understanding must be as clear as 
possible.  It must be able to be calculated/estimated quickly; not require excessive time 
analyzing existing reports; and it should be written or recorded in some fashion.      
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Profitability is best measured in a product by product, or business line by business line 
way so that costs can be tied to their revenue sources and examined.  Secondly, hidden 
costs can be clarified more easily.  A third reason is to analyze allocated costs (vehicle 
insurance, property taxes, etc.) to examine whether there are ways to reduce costs 
(change insurance coverage) or increase revenues (Are there byproducts in your business 
that someone might pay for?) through better use of allocated business elements.   
 
Profitability Calculations:  Finance textbooks list several ways to calculate profitability 
and profit margins.  Three are outlined in the Glossary in The Right End of the Telescope.  
What we really care about is Profitability per business line or business unit.  For example, 
if a grower sold to two separate wholesalers, each with different delivery costs and 
product requirements, my preference would be to calculate the profitability for each unit 
separately.  The formula is really quite simple.  It can be expressed as a dollar amount or 
as a percentage, in which case it would be called Profit Margin.  Here is the suggested 
way for calculating profitability by business line. 
 

  
Profitability By Business Unit = Revenues Per Bus. Line – (Direct Costs + Allocated Costs) 
 
  
Profit Margin By Business Unit =  Revenues Per Bus. Line – (Direct Costs + Allocated Costs)        

Business Line Revenues   
 

  
Allocating Costs: There are two simple ways to allocate costs – like insurance – assign a 
factor to each business center or divide the expense evenly across all business units.  
Unless there are significant indirect costs created by a single business unit, either way is 
satisfactory.  There are only two rules regarding the allocation process: 1) Count it once – 
don’t leave it out, and, 2) Don’t count it twice. 
 
Profitability, a Final Word:  Profitability is essential; 1) for building a rainy day fund, 
or margin of safety, that every business needs to weather difficult times, and 2) to build a 
“durable competitive advantage” for your business.  Competitive advantages for 
commodity based businesses exist because of size.  A durable competitive advantage 
exists in retail enterprises when the business, such as a fee-for-fishing operation or fish 
grower, can charge a fair price that produces a desirable profit, over a length of time.  
Businesses with superior products and services – durable competitive advantages – don’t 
have to reduce their prices – or can maintain them slightly above other retailers or 
wholesale - when competitors lower their prices.  Customers usually are willing to pay a 
premium for the quality they receive and are willing to do so over time, as long as the 
quality of the product or service remains in place.   
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3.  Return on Investment (ROI)   

 
Looking at your business’s Return on Investment is important because it helps you look 
at your operations in a long-term way and also look at how assets contribute to your 
business’s financial health.  The power and simplicity of ROI is often lost in business 
discussions because the context usually involves the stock market or large corporate 
finance.  The complexity of both of those worlds obscures the simplicity and power of 
using ROI as a measuring tool. 
 
Return on Investment (ROI) is calculated as either Profits before or after taxes divided by 
Investment.   
 

ROI = Profits/Investment = Net Income/Investment.   
 
ROI can be calculated for the entire business or for individual projects or individual 
investments.    
 
Let me provide some examples.  Two small businesses we have worked with stated that 
they didn’t know how to calculate or add up their investments.  Secondly, they indicated 
that there had never been any profits.  Thirdly, they didn’t want to do the calculations 
because they knew if they did, the results would “be so awful.”  Addressing the first issue 
we suggested that any expension of funds – purchases of land, equipment, seed, start-up 
operating cash, loans made by the owners - should be counted as the investment base.   
 
Addressing the second concern we suggested that they consider the net income before 
taxes (which, in this case was the business owner’s income and wages) as a sort of profit 
and, for the near term use that figure in the numerator of the equation.  We stressed that 
this should not be done for a long period of time.  We stated that over the long-term the 
business needed to pay him, or her, a wage and show results in a separate category called 
“Profit.” 
 
Finally, we advised both owners that if they didn’t at least make an effort to assess their 
return, they would never become smarter about managing the finances of their 
operations.  In both cases the business owners returned to us to say that they hadn’t done 
as badly as they had thought.  Their returns on investment, as they calculated them, were 
in the 5 – 7% range.  Importantly, calculating their ROI will lead them to begin to 
examine their uses of retained earnings  
 
 
Reports 
 
The great philosopher Satchel Paige once said; “How can you know where you’re going 
if you don’t know where you’ve been?”  In order to clearly understand the general 
direction of a business, as well as be able to drill down and focus on the most important 
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financial details, you should have the following financial information, in some format and 
level of detail that works for you.  The recommended reports contain enough history to 
build forward looking reports on.  The core financial reports that Berkshire Management 
Group recommends are: 
 

♦ Historical Cash Based Revenue & Expense Statements for at least two years 
♦ Cash Based Revenue & Expense Projections  

(These two can be combined) 
♦ Assumptions for Cash Flow Projections 
♦ Statement of Net Worth or Balance Sheet 
♦ Profitability Analysis Worksheet 

 
Very few businesses start out with all of the reports recommended here.  As you build 
your business it will become clear which reports are most important to you – ones 
focusing on profitability, cash flow or asset issues.  Use the ones that are most helpful.  
The others will follow.  Sample formats for these reports are included in the following 
pages for your consideration.       
 
 
                    
 


