
 
 

- 49 -

 
 
 

 

 

7. Financial components 

 

For this financial analysis: investment, income, costs and expenses, cash flows, wages, 

depreciation and amortization have been projected in order to prepare pro-forma financial 

statements and evaluate the financial viability of the project. All information has been 

projected for a period from the prospective start in 1st Quarter Year 01 to 4th Quarter Year 03. 

 

Since the Service Agency will be legally registered in Taiwan it will have to pay taxes 

according to Taiwanese standards.  The taxes are linearly progressive starting at 6 percent.  

 

7.1 Definition of terms  

In conducting this financial study, some assumptions have been made.  These assumptions are 

presented below: 

 

Inflation 

The annual inflation rate for all operations, prices and costs has been forecasted at two percent.  

However, to simply the financial forms, it will not be included.  

 

Interest rates 

The average savings interest rate of five percent in Taiwan has been used as a base to forecast 

the returns of equity investments in this country, since it represents the opportunity costs of 

investment and it would not be acceptable at any return rate lower than this.  

 

Depreciation/ Amortization 

Depreciation of assets and amortization of deferred charges were calculated using the straight 

line depreciation method.  The periods of depreciation/ amortization as well as the salvage 
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value were set accordingly to the data as shown in Table 8.  

 

Table 8, Depreciation and amortization period 

 

Depreciation and Amortization period of different assets 

Asset 
Years  to 

depreciate/amortize 
Salvage 

costs Method  
Computer 2 10% Straight Line
Fax/Scanner combo 2 10% Straight Line
Furniture 5 15% Straight Line
Website 1 0% Straight Line
Organization fees 5 - Straight Line
Utilities set up fees 5 - Straight Line  

 

 

Sales Revenue 

Revenues are estimated according to the following demand projections.  The annual revenue 

is a direct function of the number of students and the unitary price of the services rendered.  

The sales forecast shows a steady increase from 7,000 NTD in the 1st quarter of year 01 to 

138,000 NTD in the 4th quarter of year 03.  

 

As stated earlier, over 7,000 Taiwanese take organized German classes and 400 per year study 

in Germany.  These numbers are rising.  The ambition of the agency for the first year is to 

achieve ten percent market share of all students going to Germany.  Starting with the third 

year of operation the objective is to serve one percent of all students who are studying 

German.  The marketing strategy provides appropriate tools to achieve these objectives 

through promotional activities.  Currently there is no such service offered, however, students 

are generally open to getting assistance from a professional agency in their application 

process.  The costs of this firm are in a range below the average costs for this kind of service 

and are not significant in relation to the entire costs for either application or studying abroad 

itself.  Since the business is a new venture there are no sales numbers for reference from 

previous years.  Consequently the entire forecast is based on assumptions.  In the second year 
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of operation one to two customers per week are projected.  For promotional activities a rate of 

two visits to universities per week is assumed.  SIDA is expected to gain a new customer 

every one and a half visits to the university.  

 

The 2005 survey at the EHEF shows that the vast majority of students are interested in a mid 

range period of stay of around two to four semesters.  It was found that the students planned 

to pursue the main part of their studies in Taiwan supplemented with overseas study to gain 

international experience.  A foreign degree is not the main objective of studying abroad.  On 

the other hand, students who are interested in studying more than 3 years plan in most cases to 

complete their entire studies abroad and gain a foreign degree.  In comparison with the first 

mentioned group, these students do not rely on exchange programs.  As a result, they have to 

gather all information on their own.  Since the objective in these cases will be to obtain a 

foreign degree, the selection of the university is of high importance.  

 

 

Table 9, Intended period of stay, EHEF,  2005 
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With a long term stay, the decision for the university is far more important and leads to an 

elaborate evaluation process among different schools.  Here the consulting done by the firm 

would be an attractive option for students because of the value it adds.  The service included 

in the gold package is tailor made for these customers who require extensive information 

before they write the application.  Additional services (e.g. assistance for internships) have a 

greater relevancy as well and administrative requirements like visa processing are of higher 

complexity.54 Efforts that guarantee on the spot service will especially add value for a long 

term stay.  According to table 9, around twenty five percent of students plan a stay of more 

than three years.  Since these students are expected to purchase a higher price package, it is 

believed that at least one forth of all customers have the potential of choosing the gold 

package.  

 

The company aims for 40 students within the first year and will be profitable with 71 students 

based on the purchase assumptions for the different packages.  This targets one percent of all 

Taiwanese who already study German.  According to the German culture center, the market 

for high school and adult education is stagnating while classes taught at the university level 

are increasing.  

 

Table 10, Sales forecast  

 

  Sales Forecast Year 01    
Month  10,000  12,000 22,000 7,000  Total income
January  0  0 0 1  7,000
February  0  1 0 0  12,000
March  1  0 0 1  17,000
April  1  0 0 1  17,000
May  0  0 1 0  22,000
June  1  1 0 1  29,000
July  1  0 1 1  39,000
August  0  1 0 0  12,000
September  0  2 1 1  53,000
October  2  1 0 1  39,000
November  1  2 2 1  85,000
December  2  2 0 0  44,000
Subtotal   9  10 5  8  376,000

                                            
54 http://www.cyc.org.tw  
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  Sales Forecast Year 02    
Month  10,000  12,000 22,000 7,000  Total income
January  1  1 1 1  51,000
February  2  1 2 0  76,000
March  1  2 1 1  63,000
April  2  1 0 2  46,000
May  3  1 1 1  71,000
June  2  2 1 2  80,000
July  1  1 1 1  51,000
August  1  2 1 2  70,000
September  2  3 1 1  85,000
October  2  1 2 2  90,000
November  2  2 2 1  95,000
December  2  3 1 2  92,000
Subtotal   21  20 14  16  870,000

  Sales Forecast Year 03    
Month  10,000  12,000 22,000 7,000  Total income
January  3  2 2 1  105,000
February  2  3 2 2  114,000
March  4  2 2 1  115,000
April  2  3 2 2  114,000
May  3  2 2 3  119,000
June  2  3 3 2  136,000
July  3  3 2 3  131,000
August  2  2 2 2  102,000
September  4  2 2 4  136,000
October  3  4 3 3  165,000
November  4  3 3 3  163,000
December  6  2 3 2  164,000
Subtotal   38  31 28  28  1,564,000

 

 

7.2 Financial projections 

 

Investment 

The starting point of the analysis is an investment plan with detailed information of all items 

required to start operations.  According to this plan, the investments will be provided by the 

founder of the company based on his own capital and bank loans.  The investment plan 
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determines the items necessary for setting up the firm including working capital for the first 

quarter of operation with a total value of 208,500 NTD, as stated in table 2 on page 45 

 

Budgets 

Budgets of costs and expenses, as well as financial incomes are detailed in order to derive 

financial statements in the next section 

 

Costs budget 

The total costs incurred by the Service Agency for providing the services have been divided 

into direct and indirect costs. Direct costs include communication, promotion and domestic 

and overseas travel.  Indirect costs or sales and management expenses refer to those costs 

associated with bank fees, insurance, interest, equipment, payroll, professional fees, rent, 

utilities and miscellaneous expenses.  The sales and management expenses are those expenses 

necessary to run the Service Agency in Taipei. These costs can be seen in the income 

statement as shown in table 12.  

 

7.3 Financial statements 

In order to evaluate the operational and financial performance of the service agency, an 

income statement, an annual cash flow statement, a statement of retained earnings and a 

balance sheet have been derived from the budgets presented above.  International General 

Accepted Accounting Principles (GAAP) have been followed in the elaboration of all 

financial statements.  Year 00 (the organizational period) is the time when operations have not 

yet begun but certain legal and organizational procedures are already taking place. 

 

 

 



 
 

- 55 -

 
 
 

 

 

Income statement 

The income statement has been projected to the end of the fiscal year for each of the four 

years included in the analysis.  The net income is a direct function of all revenues and income 

minus all costs and expenses incurred within the fiscal year.  

 

Table 11, Income statement 

 

 

Cash flow 

The cash flow is composed of all the sources of income and expenses programmed.  It also 

includes the input from the stockholders and the expenses incurred in the set up phase of the 

service agency. 

 

Table 12, Cash flow statement 

 

 

Balance sheet 

The pro forma balance sheet shows the financial position of the service agency at the end of 

the organization period and the three years of analysis of the project.  

 

Table 13, Balance Sheet 
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Company Income Statement 
 

  Year 00 Year 01 Year 02 Year 03 
Sales Revenue  0 376,000  870,000  1,564,000  
Other Revenue  0 0  0  0  
Gross Revenue  0 376,000  870,000 1,564,000  
     
Costs of Services 
Rendered:            
Communication  0  36,000  39,600  44,400  
Promotion (not capit.)  10,000  12,000  27,600  36,000  
Travel domestic  0  42,000  48,000  51,600  
Other Direct Costs    0 0  0  
Gross Profit  (10,000)  286,000  754,800  1,432,000  
     

Sales, general and 
mangement expenses:          
Bank fees  0  0  0  0  
Insurance  0  0  0  0  
Equipment  0  0  0  0  
Payroll  0  300,000  516,000  600,000  
Prof. Fees  0  0  0  0  
Rent  0  96,000  120,000  180,000  
Utilities  6,000  30,000  31,440  32,760  
MCO  0  0  0  0  
      
EBITDA  (16,000)  (140,000)  87,360  619,240  

Depreciation Equipment   (18,000) (18,000) (18,000) 

Deprereciation Website   (25,000) 0 0  
Amortization 
Organization   (4,000) (4,000) (4,000) 

Depreciation expense  0  (47,000)  (22,000)  (22,000) 
Operating Profit 
(EBIT)  (16,000) (187,000)  65,360 597,240  
     
Interest expense  0 6,800  31,744  58,684  
Profit before Tax  (16,000)  (193,800)  33,616  538,556  
      
Taxes  0 0  3,362  53,856  
Net Profit  (16,000) (193,800)  30,254 484,701  
Loss carried forward   (179,546) 
Retained Earnings     305,155  
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Cash Flow Budget Worksheet Flow Budget Worksheet 
Cash Flow Budget Worksheet 

 
    Year oo  Year 01  Year 02  Year 03   Total 
Beginning Cash Balance   10,000 43,200 98,816     
Cash Inflows (Income):       
 Accts. Rec. Collections  0 0 0   0 
 Financial Income  376,000 870,000 1,564,000   2,810,000 
 Invested Capital  0 0 0   0 
 Loan Proceeds 85,000 220,000 0 0   305,000 
 Sales & Receipts  0 0 0   0 
    Total Cash Inflows 85,000 596,000 870,000 1,564,000   3,115,000 
Available Cash Balance 85,000 606,000 913,200 1,662,816     
Cash Outflows (Expenses):       
 Bank Service Charges 0 0 0 0   0 
 Communication 0 36,000 39,600 44,400   120,000 
 Equipment 14,000 40,000 0 0   54,000 
 Health Insurance 0 0 0 0   0 
 Insurance 0 0 0 0   0 
 Interest 0 6,800 31,744 58,684   97,228 
 Miscellaneous 0 0 0 0   0 

 Organization and registration costs 20,000 0 0 0   20,000 
 Payroll 0 300,000 516,000 600,000   1,416,000 
 Payroll Taxes 0 0 0 0   0 
 Professional Services 0 0 0 0   0 
 Promotion (capitalized) 25,000 0 0 0   25,000 
 Promotion (not capitalized) 10,000 12,000 27,600 36,000   85,600 
 Rent or Lease 0 96,000 120,000 180,000   396,000 
 Taxes & Licenses 0 0 0 53,856   53,856 
 Travel domestic 0 12,000 18,000 21,600   51,600 
 Travel Overseas 0 30,000 30,000 30,000   90,000 
 Utilities 6,000 30,000 31,440 32,760   100,200 
    Subtotal 75,000 562,800 814,384 1,057,299   2,509,483 
Other Cash Out Flows:       
 Capital Purchases 0 0 0 0   0 
 Loan Principal 0 0 0 0   0 
 Owner's Draw 0 0 0 0   0 
    Subtotal 0 0 0 0   0 
    Total Cash Outflows 75,000 562,800 814,384 1,057,299   2,509,483 
Ending Cash Balance 10,000 43,200 98,816 605,517    
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Balance Sheet 
 
     

Balance Sheet on 31. December Year 00  Year 01  Year 02  Year 03 
ASSETS        
1 Current Assets        
  Cash and Cash equivalents 24,000  57,200  112,816   619,517 
  Investments 0  0  0   0 
  Accounts receivable 0  0  0   0 
  Prepaid expenses 0  0  0   0 
  Inventory 0  0  0   0 
  Total Current Assets  24,000  57,200  112,816    619,517 
2 Fixed Assets         
  Office Equipment 14,000  54,000  54,000    54,000 

  
  Accumulated Depreciation of 

Office Equipment    (18,000)  (36,000)   (54,000)
  Website 25,000  25,000  25,000    25,000 

  
  Accumulated Depreciation of 

Website 0  (25,000)  (25,000)   (25,000)
  Organization & Registration Costs 20,000  20,000  20,000   20,000 

  
Accumulated Amortization of 

Organization Costs 0  (4,000)  (8,000)  (12,000)
  Other Deferred Charges 0  0  0   0 

  
Accumulated Amortization Other 

Deferred Charges 0  0  0   0 
  Intangibles        
  Total Fixed Assets  59,000  52,000  30,000    8,000 
3 TOTAL ASSETS  83,000  109,200  142,816    627,517 
LIABILITIES AND OWNER'S 
EQUITY        
4 Current Liabilities 0  0  0   0 
 Accounts payable 0  0  0   0 
 Accrued liabilities 0  0  0   0 
 Taxes 0  0  0   0 
  Total Current Liabilities  0 0 0   0 
5 Long Term Liabilities        
 Loans 85,000  305,000  305,000    305,000 
  Total Long Term Liabilities  85,000  305,000  305,000    305,000 
 TOTAL LIABILITIES  85,000  305,000  305,000    305,000 
6 Owner's Equity        
 Invested capital 14,000  14,000  14,000   14,000 
 Loss carried forward  (16,000)  (209,800)  (179,546)  0 
  Retained earnings       305,155 
 TOTAL OWNER'S EQUITY  (2,000)  (195,800)  (165,546)   319,155 

7 
TOTAL LIABILITIES AND 
OWNER'S EQUITY  83,000  109,200  139,454    624,155 
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Since the venture will not be profitable within the first two years of operation the deficit will 

be appear as loss carried forward.  Loss carried forward is the negative equivalent of retained 

earnings.  With the increase in sales in year 03 the venture turns profitable and no deficit is 

further accumulated.  Therefore the loss carried forward turns into retained earnings.  The 

retained earnings combine the loss carried forward and the net profit.  The retained earnings 

can be paid off to the stake holders.  

 

7.4 Financial analysis 

To evaluate the financial feasibility of the project, financial analysis tools such as breakeven 

point analysis, net present value, and internal rate of return of the project are implemented. 

 

Break-even point analysis 

The break-even point in any business is that point at which the volume of sales or revenues 

exactly equals total expenses under varying levels of activity.  Generally, the break-even 

analysis depends on the following variables: the fixed production costs for a product, the 

variable production costs for a product, the product's unit price, and the product's expected 

unit sales.55  In the present case when the firm sells a service no particular costs are incurred.  

Handling costs like communication expenses and work time will be generated by a presales 

customer contact as well as while processing a file and therefore not entirely or partly 

assigned to cases.  The salary costs for an employee will depend on the number of cases, but 

the field of work covered by this free lance worker will include presales contacts as well and 

no individual time period will be assigned to a single case.  Consequently, there will be no 

variable costs related to a single product.  This is not in contradiction to the income statement 

with its breakdown of costs of service rendered and management expenses.  The expenses 

listed under costs of service rendered will not occur if the firm stops its operation, but they 

cannot be assigned to single cases.  Accordingly, the break-even point is reached when the 

                                            
55 Png, pp. 136 
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sales revenue of services rendered equals the fixed costs.  In the first year of operation there 

will be a deficit of 193,800 NTD, therefore a break-even point will not be reached.  If we look 

at year 02 by itself, the break-even point will be reached in December.  When considering the 

entire time period for the existence of the operation, a break-even point will be reached in 

November of year 03.  The total expenses for the period from year 00 to year 03 are 2,509,843 

NTD.  In November 03, total sales will account for 2,646,000 NTD.  

Net Present Value (NPV) 

The NPV is a standard method of capital budgeting and planning of long-term investments.  

Using the NPV method a potential investment project should be undertaken if the present 

value of all cash inflows minus the present value of all cash outflows (which equals the net 

present value) is greater than zero.  A key input into this process is the interest rate or 

“discount rate” which is used to discount future cash flows to their present values.  If the 

discount rate is equal to the shareholder’s required rate of return, any NPV greater than Zero 

means that the required return has been exceeded, and the shareholders will expect an 

additional profit that has a present value equal to the NPV.  

 

Table 14, Net Present Value 

 

Net Present Value (NPV)  
      
  Year 00 Year 01 Year 02 Year 03 

 Net Income   
   
(16.000) 

   
(142.800) 

    
157.616    626.901 

 Depreciation & Amortization                -       47.000 
      
22.000      22.000 

 Net Cash Flow   
   
(16.000) 

     
(95.800) 

    
179.616    648.901 

 Present Cash Flow Value           208.500 
   
(16.000) 

     
(88.704) 

    
153.992    515.118 

 Net Present Value           355.906     
 

The NPV after three years is 355,906 NTD and greater than Zero, therefore the required 

return is exceeded. 
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Internal Rate of Return 

The internal rate of return is defined as the interest rate that sets the present value of project’s 

cash flow equal to the present value of the project’s cost.  In other words, it is the interest rate 

that sets the project’s Net Present Value at zero.  The following equation can be used to 

determine a project’s IRR 

 

I = ∑ CFt / (1 + i ) ^ t 

  

 

 

 

On the left hand side is the investment while on the right hand side is the present value of 

future cash flows.  The IRR will be compared with the Required Rate of Return.  If the IRR is 

greater than the required rate of return, the project is deemed acceptable; if the IRR is equal to 

the required rate of return, acceptance or rejection is equal; if the IRR is less than the required 

rate of return, the project is rejected.56 The projected IRR of 7.357 percents exceeds the 

average savings interest rate of five percent in Taiwan by nearly 50 percent.  

 

Table 15, Internal Rate of Return 

Internal Rate of Return (IRR)  
      
  Year 00 Year 01 Year 02 Year 03 

 Net Income   
   
(16,000)

   
(193,800)

      
33,616  

  
484,701  

 Depreciation & 
Amortization   

             
-  

      
47,000  

      
22,000  

    
22,000  

 Net Cash Flow   
   
(16,000)

   
(146,800)

      
55,616  

  
506,701  

 Present Cash Flow Value  
        
(208,500) 

   
(16,000)

   
(135,926)

      
47,682  

  
402,235  

      
      

 Internal Rate of Return  7.357%     
 

 
                                            
56  Don R. Hansen, Marynne M. Mowen, p. 740 
 

I = Investment 

CF = Cash Flow 

i = Interest rate 

t = time 




