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Financial Model – what should it consist?
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Key components of a Financial Model

• Capacity mapping

• Profit and Loss Account

• Working Capital

• Cash Flows

• Balance Sheet

• Fund Requirement
 

Financial model are projections of predictable revenue streams and costs with key 
focus on cash flows 



Capacity mapping – the most missed aspect in financial model

• Capacity mapping – refers to ascertaining bottlenecks to scale !

• Infinite growth without debottlenecking – an unrealistic scenario

How will you grow beyond 
130,000 units * INR 100 = INR 13 mm ?

Debottlenecking comes at a cost and takes time !



Building revenue assumptions

• Listing down revenue drivers – factors 
t h a t  w i l l  e a r n  r e v e n u e s  fo r  t h e 
company

• Building parameters to capture it in 
numerical terms in the financial model

• Thinking through growth rates

• Factoring in change in pricing - key 
variable
Ø Will prices fall over a period of 

time?
Ø Will you be able to increase the 

prices going forward?
Ø What factors do you foresee that 

can influence the price?

By customers By Geography

By Product/service



Costing – danger of underestimation

• Factor in as many costs as possible

• Cost escalation is bound to happen

• Factor for unforeseen costs - contingencies



Estimating EBITDA

 EBITDA – Earnings before Interest Tax and Depreciation / Amortisation

It represents operating profit. Also known as cash profits

It is very important profitability measure and also highlights operational efficiency and ability of 
core business to generate cash

Why is the EBITDA negative in the first two years?



Arriving at PAT from EBITDA

PAT – Profit After Tax

PAT gets added to Net Worth in the balance sheet

Interest to include all kinds of interest – working capital and term loan



Preparing Cash Flow Statement
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• Start the cash flow statement with EBITDA

• Add all the cash inflows

• Deduct all the cash outflows

• Arrive at the closing balance of cash flow

• Link the closing balance as per cash flow statement into the Balance Sheet

AVOID DOUBLE COUNTING – HENCE ALL EXPENSES ABOVE EBITDA NOT TO BE CONSIDERED 
AGAIN IN CASH FLOW STATEMENT

ALL CASH EXPENSES BELOW EBITDA TO BE CONSIDERED IN THE CASH FLOW STATEMENT 

AVOID DEPRECIATION AT ALL TIMES SINCE IT’S A NON CASH EXPENSE



Cash Flow Statement
INR million



Projecting working capital

• Working capital represents on going cash 
requirement due to mismatch of cash inflow 
and cash outflow

• Working capital  has the fol lowing key 
components

• Debtors

• Inventory (Raw Material, WIP, Finished 
Goods)

• Creditors

Other items that may affect working capital 
are deposits, Advance Tax, TDS, Service Tax

Research shows that most of the companies face financial crises due to bad working capital 
management

STEPS

• Estimate number of days of cash blockage 
and credit period

Debtors and inventory are cash blockages and 
creditor payment is a credit period

Calculate these number of days on projected 
parameters

Debtors days = 60

Projected sales for FY15 = 150 million

Debtors = 150 / 365 * 60  = 24.7 million



Projecting working capital

Increase in change in working capital is cash outflow while fall in change in working capital is cash inflow

If you have adequate security to provide, banks on an average may provide 70% of the Net Current Assets

Tech companies fund this by raising equity multiple times



How to build a balance sheet
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• First complete the projections with respect to Profit and Loss Account and Cash Flow statement

• Fill in the last audited or provision accounts

• PAT from every year gets added to Net worth

• All items from cash flow statement and profit and loss statement flow into respective heads

• The base for any subsequent year is always the earlier year expect for working capital items



How to build a balance sheet



THANK YOU
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