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What is not a Financial Model?

SUMMARY

JANUARY FEBRUARY
Actual |Predicted | Difference| Actual |Predicted|Difference| Actual |Predicted Difference

Tota Wicome 195,000 180,000 | 15,000 [155,000] 150,000 | 5,000 [172,000] 170,000 [ 2,000

[ ] The SCOpe Of flnanCIal models encompasses ZEEIF.ET)}ET: 123‘,]?]2'0 160,000 | 10,000 i%?go 130,000 | -10,000 1:£ﬁ££ 150,000 | 10,000
. . . . . (Income - Expense)
financial forecasting, which relies on
reallstlc assumptlons Supported by R::tsallrwume 40,’000 35,‘000 E:UUU ED:DDD ZS:DDD -E:OOU 25,'000 20,’000 E:UUU

Referral Fees Income | 10,000 | 8,000 2,000 |20,000| 18,000 | 2,000 | 5000 | 4,000 1,000
3 3 Interest Income Earned| 5,000 | 5,000 ] 5,000 | 5,000 0 5,000 | 5,000 0
historical data, market trends, and e o o | 5555 T e | o7 T o e 505
. . . . Total Income 195,000 155,000 172,000
informed projections, rather than being
. . . . salaries Paid 15,000 | 15,000 0 15,000 | 15,000 0 15,000 | 15,000 0
purely Speculatlve Or lmaglnatlve. Advertising Expense | 10,000 | 8,000 -2,000 9,000 | 7,000 -2,000 |11,000| 13,000 2,000
Rent Paid 20,000 | 20,000 0 20,000 | 20,000 [ 20,000 | 20,000 0
. . . = Commission Paid 8,000 | 10,000 | 2,000 [15000| 10,000 | -5000 |16,000| 20,000 | 4,000
L4 Slmple flnan Clal Statements: BaSlC Travelling Expense 20,000 15,000 | 5,000 |22,000( 20,000 | -2,000 |25000| 30,000 | 5,000
Repairs 15,000 20,000 [ 5000 |12,000( 15000 | 3,000 [18000] 25000 | 7,000

documents like income statements, T P T T E N M Y TR
Total Expense - - -

balance sheets, or cash flow statements

are not financial models on their own. They x

lack the predictive and analytical |

framework characteristic of a financial

COMPANY NAME December 31, 2021
BALANCE SHEET

Cash and cash equivalents $ 100,000 Accounts payable $ 30,000

Acce ivable 20,000 Notes payable 10,000

model 15,000 scrue S 5,000
. Prep: xpense 4000 nue 2,000

nvestments 10,000 Total current liabilities 47000

« Static Spreadsheets: Spreadsheets that

Property and equipments

contain fixed calculations without the

Buildings and improvements 250,000 Shareholders’ Equity
bili djust i d icall oot G000 Camonst
ability to adjust inputs or dynamically e
Other assets Retained earnings 197,100
change outputs are not considered rargse s
Le ted amortization (200)

Total liabilities &
shareholders’ equity $ 472,00

financial models. A financial model should Tol s <
be flexible and allow for scenario testing.
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Purpose and Application of Financial Models
What is a Financial Model?

* Financial modelling is a numerical
representation of a company’s operations
in the past, present and forecasted
future.

« This tool is used as decision-making aid,
helping to estimate costs and project the
profits.

* [t brings together a company’s financial
data such as revenue, expenses, profits,
investments, and growth assumptions,
to predict future outcomes, assess risks,
and support business decisions.

* A financial model is built usually in
Microsoft Excel, allowing for flexibility
and easy adjustments.

* [t enables scenario analysis and the
exploration of potential impacts on
financial performance.

©Kantor Management Consultants 2024

B8 Online Company Inc Model 2014 2015

ok ok ok ok ok ok o Bl

2014-12-31 2015-12-31 2016-1231 2017123 2018-12-31 2019-12-31 2020-12-31 2021-12-31 2022-1231

365 365 385 386 365 366 365 365
1000 1 1l

1 1 1.000 1

63 Revenve 102,007 118,086 13145 s 150,772 165849 18244 200678 218739 235238 2/
64 Cost of Goods Soid (COGS) »023 43004 48123 52654 56.710 68,657 78447 3208 98432 108 669 116,276
65 Gross Profit 62984 70,082 2 9687 4082 9,193 103 587 1231 120,308 127568 136408
86 Expenses

87 Marketng Advertmng & Promoton 28m 22002 2525 2194 o M 115 7186 40160 Q2972

63 General & Admristratiee 11020 1412 15,000 15000 15000 15000 15000 1500
89 Depreciaton 8 Amortzaton 16548 16 080 7504 9,003 10203 1n1e2 11930 1256
70 inferest 1500 1,500 1500 3,000 3,000 1,000 1000 1,000 1000
n 52084 52,086 54237 52,090 817 @31 [Te7] 8,000 71515
72 Earmings Before Tax 20558 w2 105 Qs 45870 52062 55358 EX 4983
mn

14 Tawes 1120 4858 8483 10908 11,58 11,898 128712 s 15668 16654 18,195
75 Net Eamings. 2414 1791 21,078 %113 28227 30,50 009 48 028 2 s
i)

n

n
bl

0 Assets

81 Cash 67871 81210 83715 111,060 139550 158474 182573 190311 243% 261248 303.2%
82 Accounts Recewatle 5100 5904 6567 T 75% am 8997 9896 nurss 11,650 12455
83 inveniory 7808 9601 0825 10531 1,342 15,267 19,340 2.9 268 212 318%
84 Current Assets 80578 WI15 100.107 128717 158430 182920 20913 24500 262051 12670 w1512
85 Property 8 Equoment 45500 42350 40145 32602 s 45017 51013 581 59649 6ne 85175
88 Goodwil

87 Total Assets 126378 119.065 140252 167319 195951 227 931 201827 280410 221,700 385389 “yre

January February I August B

November

December

| |
Opening B $1,000.00] $2,220.00 §3.139.001  $3,524.00 $6,423.00 $7,803.00] §7.758.00| $11.608.00) §14.064.00 $17,179.00

$18,064.00|

$19.514.00

REVENUES

In-store sales $1,000.00/

$3.500.00 $1,000.00

$1,500.00]

$1.500.00

Onine saks s $2,500.00 $1,000.00 § $3,000.00
Other rvenues | $200.00 $400 00, $300.00 $450.00 $300 00 532000 $175.00
Total Revenues  $3,J00.00  52,300.00  $2700.00,  $6,050.00  $3,900.00  $2,100.00  §7.300.00  $6550.00  $4,950.00  $3,300.00 5412000  $4.675.00

Cost of goods sokd $900.00] $830.00 §750.00,  §1.600.00 $950.00 $600.00]  §1.800.00]  $1.700.00]  $1.200.00 $850.00)
$1.9 54, .00

$1.250.00/

Gross Profits |

Gross Profit Margins |

Fixed costs )
Rent $500.00] $500.00 $500.00; $500.00 $500.00] $500.00] $500.00 $500.00 $500.00 $500.00] $500.00] $500.00
Insurance $100.00| $100.00 $100.001 $100.00 $100.00] smnml $100.00 $100.00 $100.00 $100 nn| smn,nnl $100.00)
Fees (banking, kcenses, elc.) $35.00] $35.00 $35.00, $35.00 $35.00 $35.00] $35.00 $35.00 $35.00 $35.00/ $35.00] $35.00
Total Fixed Costs $635.00] $635.00 $635.00' $635.00 $635.00 $635.00 $635.00 $635.00 $635.00 $635.00 $635.00
Variable costs 1
Payrol $800.00 $800.00 $800.00, $B00.00 $800.00 $800. ﬂOI $800.00 $800.00 $800.00 $800.00 $800.00 $800.00
Shipping costs $75.00 $46.00 $60.00 " $46.00 $66.00/ $40.00[ $55.00 $79.00 $30.00 $60.00 $65.00 $75.00°
Utiities $50.00] $50.00 §5U . QSDOD 50.00 $50.00 $50.00 $50.00 ESUUD 50.00 $50.00 $50.00
Equipment and supplies $20.00| $20.00 $20.00 $20.00 $20.00 $20.00] $20.00 $20.00 $2000 $20.00 $20.00) $20.00
Marketng spend $0.00 £0.00 50,00 $0.00 50.00 $0.00] £0.00 $0.00 $0.00 $0.00 $0.00| 0.00!
Other expenses $0.00 $0.00 $0.00, $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00] 0.00
Total Variable Costs| $945.00 $916.00 $930.00 $916.00 $935.00, $91 n,«nl $325.00 $949.00 $900.00 $930.00 munl $345.00°
Total $1,580.00| $1,551.00 $1 Eli‘ﬂ: $1,551.00 $1,570.00/ $1,545.00] $1.560.00 $1.584.00 $1,535.00 $1,565.00 1 STII.'“I $1.,580.00
RO
EBITDA Earrvngs Bekws Iierest Tares Deprocation and, 1,220.00] $915.00 $385.00 §2 :899.00 $1,380.00 -$45.00 $3.940.00 $3.266.00| !2 215.00 !l!!,lﬂ 1,450.00] 1,845.00
Inferast 1 |
Taxas | 1
Net Profit / Losses $1,220.00) $919.00 $385.00 $2,899.00 $1,380.00 0| $3,940.00 $3,266.00| $2.215.00 $885.00 $1,450.00 $1,845.00
Net Profit Margins, 33.0% 2T8% 14.3% 4T.9% 35.4%) a.ml 54.0% 49.9% 44.7% 26.8%] 38.2% 30.5%




Financial modelling serves specific purposes in various aspects of business activities such as...

-Projects the future
performance of the
combined entity or
the impact of the
transaction on the
financial statements
-Contributes to

Qlformed decisions /

©Kantor Management Consultants 2024

venture or market
enfry

risks and rewards

a new service

\_

-Allows businesses to
understand potential

when entering a new
market or launching

v

anrovement

restructuring debt
and forecasting cash
flows to stabilize the
business

-Provides a roadmap
for financial recovery
and operational

v

planning

-Helps in setting
realistic goals,
allocating resources
effectively, and
aligning operational
activities with
strategic objectives

\_

4 AY4 AY4 AY4 )
Transactions and Feasibility Studies Chief l.lestructurlng Strategl.c and
M Officer (CRO) Operational
ergers and Market Entry _ _
services Planning
. J \\ VAN VAN J
(Evaluates the \ ( \ (Helps in identifying\ ( . \
. 1. -Helps assess the : -Supports strategic
financial impact of feasibility of a new cost-saving and operational
the transaction Y opportunities, p

v




Purpose and Application of Financial Models

Financial Model: Components Included

First Component: General Assumptions
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Third Component: QOutput sheets

Useful Tips



é )

General Assumptions:
Define the key parameters
and conditions under
which the model operates
like economic conditions
(inflation rates, exchange
rates).

\. J

©Kantor Management Consultants 2024

é )

Calculation sheets: Are
where the actual
computations are

performed based on the

inputs and assumptions,
including the calculation
of revenues and expenses.

\. J

The Three
Components

Of Financial
Modelling

The key elements that shape the fundamental parts of financial modelling are:

Output sheets:
Summarized financial
statements with the final
financial projections and
metrics, key performance
indicators (KPIs),
valuation metrics, and
scenario analysis results.
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First Component: General Assumptions
Defining Key Assumptions to Drive Financial Projections

General Assumptions

Initial investment: The total capital invested at the beginning.
Depreciation rate: The annual rate at which fixed assets (e.g.,
equipment, machinery) lose value, based on the chosen
depreciation method.

Accounts Receivable (A/R) Days: The assumed number of
days it takes to collect payment from customers after a sale is
made.

Accounts Payable (A/P) Days: The assumed number of days
the company takes to pay its suppliers for goods and services.
Inventory Turnover: The assumed frequency at which
inventory is sold or replaced during a given period.

Effective Tax Rate: The assumed average corporate tax rate
applied to the company’s taxable profits.

Annual Inflation Rate: The projected percentage increase in
costs, due to inflation.

Economic Growth Rate: Assumptions regarding broader
economic indicators, such as GDP growth, which may affect
market demand and business conditions.

Years of the Modelling (Timeline): The length of the model
in years, covering key activities.

Mark-up: The percentage added to the cost of goods to
determine the selling price.

©Kantor Management Consultants 2024

» Sales Growth Rate: The projected percentage increase in sales year over year,
reflecting the company’s expected growth in revenue.

* Seasonality: Assumptions regarding sales variations during specific periods (e.g.,
holidays, fiscal quarters), accounting for cyclical or seasonal trends that affect
demand.

Cost-Related Assumptions

* COGS Growth Rate: Direct production costs that scale with sales growth.

* Operating Expenses Growth: Accounts for rising operational costs like rent,
utilities, and marketing over time.

* Employee Wages & Salaries: Forecasts labor costs and staff growth.

* Maintenance Costs: Costs rise as equipment and facilities age.

Financing Assumptions

* Debt-Equity Ratio: Measures debt vs. equity used to finance the business,
impacting financial risk and returns.

* Debt Repayment Period: Affects cash flow, longer terms ease short-term
pressure but extend debt.

* Interest Rate on Debt: The interest rate directly affects the cost of borrowing and
financial impact.



First Component: General Assumptions
Why These Assumptions Are Important:

/

Accuracy in Forecasting: Without accurate assumptions, the model will produce unrealistic
forecasts, which could lead to poor decision-making regarding investments, expansions, or cost

management.

Strategic Planning: Financial assumptions help businesses plan for the future by
understanding potential cash flow needs, risks, and opportunities for growth.

Risk Management: Assumptions like debt levels, interest rates, and inflation are vital for
assessing financial risks and testing the business under different conditions.

Investment Decisions: Investors use these assumptions to evaluate a business's financial health
and potential returns, helping build confidence in the company's planning.

©Kantor Management Consultants 2024
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The Calculation sheets typically include:

-

Income statement /
Profit & Loss
statement

~

Balance sheet

Cash Flow statement




Income Statement (or P&L) provides insights into a company’s financial performance

4 AYZ )

v' Summarizes a company's financial performance over a specific period.

Income _Statement / v' The statement includes all the sources of revenues, costs, and expenses to show its
Profit & Loss .
net profit or loss.
statement

v Provides insights into a company’s performance and profitability over time.

g AN J

# Year 1 2 3 4 3 ] 7 ] 9 10
Total Year 2024 2025 026 07 2028 20D 2030 03 3z 033
Rewvenues from Core Activities B33,00 £ 1.004,00 £ 1.300,00 £ 147403 € 584463 € B.656,64 € 10.558,53 € 40411 £ 16.442,07 £ 17 688,29
Cost of Goods Sold - 15 E |- BZ3E |- 11338 |- 143833€ (- Z15TB2€ |- 24383 |- ZETDBE |- I1/EIE |- IBB/IE |- 1654 18
Gross Profit BMM £ 965,77 £ 1.186.,62 € 35,67 £ 37T M £ 6.157.1 £ T.BET 44 £ 10914, 50 £ 12,815,596 £ 140034 12
{Other Income - £ TI0,80 € 171228 20153 213442 2203 E 255,06 € 245225
Administration Expenzes - £ o452 2B TEE 635,62 € 675,30 € 2357 € AT E 961,23
EBITDA 1.186,62 £ 457,03 £ 4 530,52 £ 7.040,32 € B.M4E, 51 £ 12.373,96 £ 14255, 46 £ 15.523,13
Dreprecistions - £ 208328 € 271244 € 2E440T £ 2EM0T £ 2EM0T £ ZA4B0ET £ 2. 450 6T
EBIT 1.186,62 € 1.636,25 € 218,08 £ 4 696,25 € 6.502 44 £ 5.579, 89 € 11.804, 79 € 13.074 46
Financial Incoms

Financizl Expenses 177238 € 2ETEARE 204351 € 2eE121 s 247035 £ 22B4E1 £ 200535 € 1.603,85
EBT 583, 7T £ 4. 1440 € 425,45 € 213304 € 4.032,04 £ 7.5, 18 € 9.799,44 € 11.470,57
Conporate Tax 54,85 € 108,75 E - £ - £ iT6,07 € BETOEE RS 215588 € 282353
EAT 60,27 £ 692,51 € 4. M4 40 £ 425,45 € 1.956.,98 € 314459 € 5.651,32 € 764356 € B.947 05

©Kantor Management Consultants 2024



Balance Sheet shows a snapshot of its financial position

-

Balance Sheet

~

(.

The balance sheet includes and summarizes the assets (tangible and intangible
property), liabilities (debt owed to creditors of the company) and equity (net
worth) of the business at a certain moment in time.

v' Assets=Liabilities+Equity
v" Provides a comprehensive view of a company’s financial position, helping
) K stakeholders assess liquidity, long-term stability, and overall financial health.

# Concession Year 1 z 3 4 3 [ T B ] 10
Balance Sheet - Total Year 2024 2025 2026 20T 2028 vl 2030 201 2032 233
Asssts Face Valus B EEBIRE 380654 € 115 TTE F2D4E 12 € 6. 0oE, 52 € 55,008 92 € B5.0GB.52 € 56 .0G0E 92 € B 0GB, 52 € BE.00E.92 €
Cumulstive Deprecistions - £ - £ - £ Z0E1ZEE 4 BOE,T1 € T.548. TR E 10.453,86 € 1333783 € 15.TER. B0 € 18.2IBITE
Assets after Depreciation 5.958,25 € 13.806,94 € I METTE 49,954 85 € 51753, 20 £ 48 443 13 € 45.605,06 € 42.760,99 £ 40.310,32 € AT B3D64 £
Construction + upfront concession 143558 € 874,05 € 458,32 € 4,303,531 € 572,15 € DO0E |- DO0E |- 000€ |- 0.00 € 0,00 €
fes VAT (to be collectsd) . = * = Hets : : : : :
Current Assets G5B € Bl42€ 08,33 € 183, T4 € 638,08 € BERTIE BT THE 1.380,24 € 156734 € 167838 €
Cash on Hand & at Banks - £ - € - £ - £ 118313 € 4. 780,32 € T 143, T8 € 10.535,25 € 14,008,223 € 17T.400,50 €
Reserved Acoounts - £ - € - £ - £ 1.216,53 € 1.51840 € 207252 € 21833 € 22M 59 € 225341 €
Total Assets 7T A E 15.764 45 € 3814342 € 44811 £ 35303, 13 € 3061756 € SBT3 49 £ 68309 £ 8. 118,48 € SLREL R EES
Reserved Accounts dus to Law - £ . £ . £ . £ - £ . £ 2EE 10 € EAT BB £ 919,84 £ 138719 €
AE4RI01E 255,10 537,00 919,84 38T 15
Sharsholders” Equity 203875 € 1988 T1E SEE4 N2 E 15. 708,59 € 15. 708,99 € 5.TDE 50 € 1570899 € 15. 708,99 € 15.708,99 € 15. 708,99 €
Retsined Earnings - B4 E |- ITZAE 05452 € BITR0Z € ET04.4T € J.B45 35 £ - BETEBDE 451118 € 1177254 € 2027221 €
Total Equity 172481 € 361463 € B.E19.51 € 10.475,97 £ 100004, 52 € 11.863.64 € 15.106,49 € FUINETE: S K 28.401,37T £ IrME A £
Suppliers & Creditors 0,67 € BETE 1850 € ZE130E 454 40 € EX2T1E EET T4 £ GEE,35 € TERTEE TEB 24 £
Tax payable - £ B4EEE 108,75 € - £ - £ T80T € BETOBE 158396 € PRLLE: T 252151 €
Long term Loans ETB1BIE 12,088 30 € 2B 38R IT € 43,054 44 £ 44 2T2 12 € 42 48271 € I oEB S5 E J1ET4 28 € 26 880,79 € 18.550,75 €
Lez== Payable - £ - £ - £ G823 E ET2 10 € 4T4 5B € 350,28 € ZEREZE IZETE 0,00 €
Total Liabilities 7T A £ 15.764 45 € 314342 € 44811 £ 35,303, 13 € 5519 T1€ G387 49 € 36.830,91 € 5811848 € 01993 €

©Kantor Management Consultants 2024
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Cash Flow Statement provides insights into a company’s cash inflows and outflows

-

\_

Cash Flow Statement

AYZ

v

AN

A cash flow statement displays the precise amount of cash that comes in and goes
out of the company. Each of the flows is broken down into one of the three
categories of: operating, investing, or financing activities.

Shows how much money is expected to be made or spent (cash equivalents).

~N

J

Total Year 2024 2025 2026 2027 2028 2023 2030 2031 2033 2034

Cash received from Core Activities TEE42 € SETIATE 275,08 € I/EEIE 543028 € 8.405,00 € 033050 € 1373842 € £ 1TEITIRE 863852 E
Cash received from Other [ncome - £ - € - £ TI0,BDE 1728 E 201853 213442 228303 E 06 € ZA4EZZEE ZE41TZE
Operating Expenses - 333E 0D0ZE |- 00,36 € BESEE |- 203452 € 243132 ZEWOEE |- J0ZES0E IEREERE |- IE43TIZE |- 383502 €
Concession Fee - € - € - € - € - € - £ - £ - £ - € - € - €
Adminiztration Expenzes - £ - € - £ S 45€ (- EZBTEE Bl EZE BTE35€ (- BZIETE SHEETE |- SE1IIE |- AZEEZE
Tazx Payment - £ - E- B4EEE G5 - £ - £ TEOTE |- BETOEE BRloEE |- ZIEEREE |- R g
Cashflow from Operations 762,09 € 95T 14 € 1.090,07 € 547,28 € 463937 € 735699 € 5037 44 € 11.284,93 € 12.554,92 € 1326868 € 13.784,78 €
CAPEX - 5E3R25E TE0ETOE |- 19.53882 € T.REE25E |- 405080 € - £ - £ - £ - £ - £ - £
Construction + upfront concession VAT - 419,58 € 424,51 € |- 2E1521E T TEE 333732 STZ18E - £ - £ - £ - £ - £
Extraordinary Maintanance VAT - £ - £ - £ - £ - £ - £ - £ - £ - £ - £ - £
Cashflow from Investing - TAITBIE BMIME |- 223305 € 17.576.36 € (- T1346€ W219€ - £ - £ - € - £ - €
Share Capital Increase 203675 € 194998 € 569739 € 6.024,87 € £ £ £ £ £ £ £
|zsuance of Long-Term Debt+ VAT Loan € THITEE B142 09 € 18.730,05 € 181548 € - £ - £ - £ - £ - £ - £
Capitalzed Intersst £ 45220 € EVR-TR 182540 BRI TZE - £ - £ - £ - £ - £ - £
Principal Payments - £ 415,58 € |- ET405 € 48E922¢ |- 420052 102218 TOO00E |- 200000 25000 % |- 2.00000% |- 2580450
Interest Payments and other - 114285 € 241,29 € |- TTZIEE 251 4TE |- 259054 € 28T 44 243242€ |- 225507 E BE451E (- EE3ITE |- MNIEE
Lesszing Payment - £ - £ - £ 14325 € |- 142,25 € 4129 € 14325 € |- 43,29 € 14225 € |- 14225 € - £
DERA - £ - £ - £ - £ ZIBERE NMBEE BE4EIE (- 10,41 € BIEE |- 1882€ 21887 €
Reserve Account Heavy Maintanance - £ - £ - £ - £ - £ - £ - £ - £ - £ - £ - £
Net Cash Used in Financing Activities 463899 € 5.336,08 € 15.566,59 € 11.004,41 € |- 274268 € 398478 € 380 ME |- 4.508,77 € 467945 € |- 475538 € |- 441677 €
Cash from Financing Activities | GETIT4€ | 7.286,06 € 21.263,98 € 17.029,28 € |- 274268 € 398478 € BN ME |- 4.508,77 € 467345 € |- 475538 € |- 441637 € |
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Purpose and Application of Financial Models

Financial Model: Components Included

First Component: General Assumptions

Second Component: Calculation sheets

Third Component: Output sheets

Useful Tips



Key performance metrics for financial viability in output sheets are NPV and IRR (1/2)

"

as the time value of money).

é Net Present Value (NPV) is a financial metric used to determine the value of a project or investment by
comparing the present value of its future cash flows to the initial investment. It accounts for the fact that
money today is worth more than the same amount in the future due to its earning potential (known

~

J

1

NPV calculates the
difference (balance)
between the present
value of cash inflows
(profits) and cash
outflows (costs) over

time.

2

It adjusts future cash
flows by a discount rate to
reflect their lower value
compared to money

received today.

3

If NPV>0 means the project

is expected to generate
more value than its cost,
making it a profitable
investment. If NPV<0

suggests the project will

cost more than it brings in,

indicating a likely loss.

4

The formula for the NPV is
as follows:

n R
NPV = E —tt
t=o (1+7)

where:

* R;isthe cash flow at
time t (cash inflows -
cash outflows)

* risthe discount rate, is
the time period
(starting from O for the
initial investment)

* nisthe number of
periods.



Key performance metrics for financial viability in output sheets are NPV and IRR (2/2)

-~

"

Internal Rate of Return (IRR) is the rate at which the NPV of all cash flows from a project equals zero
(makes the present value of the cash inflows equal to the present value of the cash outflows). It represents

the expected annual return on an investment.

~

J

1

If the IRR is greater than
the required rate of
return (or discount rate),
the NPV will be positive,
indicating that the project
is expected to generate

more money than it costs.

2

If the IRR is less than the
required rate of return,
the NPV will be negative,
suggesting that the project

will lose money.

3

The IRR is the rate (r)
satisfies the following

equation equals to zero:

nooe
NPV = tho 1+r)t

The IRR is more efficiently

calculated using the Excel

formula.



Purpose and Application of Financial Models

Financial Model: Components Included

First Component: General Assumptions

Second Component: Calculation sheets

Third Component: QOutput sheets

Useful Tips



Following useful tips will help you create reliable financial models that aid in decision-making and
strategic planning (1/2)

v" The model should be built around the three basic components: assumptions,
calculations and output sheet.

v' Use labels, titles, and consistent formatting for readability, and avoid
overcomplicating the structure.

v Keep the spreadsheet's structure, formatting, and naming consistent
throughout.

v" Place all key inputs and assumptions in a separate, dedicated sheet at the
beginning to allow for easy modifications.

v Use formulas and cell references instead of hardcoding values, enabling easy
adjustments.

v Build in scenario analysis (best case, base case, and worst case) and sensitivity
analysis to understand how changes in assumptions affect outcomes like NPV
and IRR.

v Ensure all numbers are in consistent units (e.g., dollars, euros) and in the same
time periods (monthly, quarterly, yearly).




Following useful tips will help you create reliable financial models that aid in decision-making and
strategic planning (2/2)

v' Make a separate sheet for the results (output sheet), distinct from the

calculation sheets. The output sheet should provide clear financial metrics like

NPV, IRR and key ratios.

Stress-test your model by inputting extreme values for key variables.

Use Excel functions like IFERROR, VLOOKUP, INDEX/MATCH, and SUMIF

effectively. Functions, also, like IRR and NPV are built specifically for financial

modelling.

v Keep track of model versions, especially when making major changes (create
different versions).

v" Limit the number of assumptions to 10 or 15, as more assumptions can

reduce the realism of your decisions.

Use the same formula across rows for consistency.

Base your forecasting in the economic statements on realistic assumptions

from market trends or past results.

v" Check and double-check your formulas, and, if possible, ask a third party to
review your model.
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Kantor Management Consultants is a European llias Katris Anastasia Flerianou
. . . h d l Senior Consultant Analyst

strateglc, Innovative, ands-on consu tancy, i.d.katris@kantor-group.eu a.n.flerianou@kantor-group.eu

committed to providing top-notch and bespoke

advisory services. We address complex client

problems in major sectors of the economy.

Kantor effectively transfers global knowledge

and expertise, to address local needs.
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