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Learning goals 
1. How to derive a financial plan that shows how 

attractive the business and how much money it needs. 

2. How to project revenues and costs.  

3. How to create financial projections, including an 
income statement, balance sheet, and cash flow 
statement. 

4. How to present a financial plan to investors. 

 



Two key questions 
1. How financially attractive is the venture? 

2. What financial resources does the venture need?  

 

Financial projections are managerial accounting tools 
that look forward, rather than financial accounting 
tools that serve the purpose of reporting past facts. 



Role of financial projections 
Financial 

Projections 
• Project financial future 

Financial 
plan 

• Answers two key questions 

Business 
plan 

• Propose 
business 
venture 



Financial projections as a mirror 
 Financial projections can be thought of as reflections: 
  

1. force entrepreneurs to reflect on their business model:  
 - analyze, motivate, and discuss strategic choices 
 

2. are a reflection of the businesses plan 
 - set expectations and make BP speak in numbers 

3. reflect something about entrepreneurs themselves 
- reveal approach to business 



Limitations 
The nature of the entrepreneurial process implies that: 

1. Financial projections are always inaccurate 

2. Financial projections quickly become outdated 

3. Financial projections are always optimistic  
   



The structure of financial projections 
Financial projections consist of three main accounts: 

1. Income statement: business model and profitability 

2. Balance sheet: size, asset base structure, financing 

3. Cash flow statement: financing needs, amount and 
timing 



Sources of information 
Financial projection reflect information about the 
company, the market(s), and the entrepreneur’s plans. 
 

We distinguish four main sources of information: 

1. Primary data research: directly form the market 

2. Secondary data research: filtered and prepared 

3. Learn from the experience of similar companies 

4. Use own past performance, when available 



A method for building finan. project. 
1. Define a timeline 

2. Estimate the revenues of the company 

3. Estimate the costs of the company 

4. Build the three financial statements 

5. Formulate the financial plan 



Step 1: Define a timeline 
o Identify the relevant business milestones 
o can be reflected into a Gantt chart 

o Define the appropriate time horizon  

o Set the level of account detail, across the horizon 

o Set the time intervals, across the horizon 



Step 1: Define a timeline 
o How far into the future?  
o Apps: 2 years 
o Hardware: 6 years 
o Biotech: 20 years 

o What detail? Depends on business 

o What frequency? 
o Monthly, quarterly, or yearly 
o More details for near future 

Broad brush:  
First 2 years quarterly, then yearly 

 

Fine comb:  
First year monthly, then quarterly  



Step 2: Revenue projections 
 Revenue = Price * Quantity 

 1. Define unit: good/service, customer, contract 

 2. Estimate price: focus on net average price 

 3. Estimate quantity: top-down vs. bottom-up  
  

 Revenues are the ‘top line’ – timing is also important 



Top-down revenue projections 
 Based on demand-side logic and supported by secondary 
data sources, in steps:  

 1. Addressable market 

 2. Segmentation 

 3. Market share (captured share of addressable market)  
  

 Importance of the speed/shape at which the market share 
is acquired 



Top-down revenue projections 
 Existing markets 

◦ Define relevant market segment 

◦ Look up current market revenues 

◦ Project market growth rate 

◦ Estimate obtainable market share 

 Classical mistake: 

 “We only need 1% of a $1bn market” 

  

 Emerging markets 
◦ Define early adopter market segment 

◦ Estimate potential market size 

◦ Estimate market adoption curve 

◦ Estimate obtainable market share 

 Classical mistake: 

 “Everybody in China will buy our product” 
 

  



Bottom-up revenue projections 
 Based on supply-side logic based on the company’s ability 
to develop and deliver the product. Supported by 
company data. 

 Necessary for very large markets or new markets 

 Complementary to top-down 

 Need for realism: returns, discounts, fulfilment  
  



Combining Top-Down and Bottom-Up 
 Estimated Market Share S = C/M 

◦ C = Bottom-up capacity 

◦ M = Top-down market size 

 Case 1: Small share (S<5%) 
◦ Market segment defined too broadly? 

◦ Bottom-up strategy too conservative? 

 Case 2: ‘Normal’ share (5% <S<25%) 
◦ Is market share realistic? 

 Case 3: Aggressive share (S > 50%) 
◦  Can you really be the largest player? 

 Case 4: Impossible share (S>100%) 
◦ Stop dreaming 

◦ Market doesn’t support growth 
strategy   



Step 3: Estimating Costs 
 Three types of costs: 

 1. COGS, costs of goods sold: delivering the product 

 2. Operating expenses: running the business  

 3. Development costs: creating and maintaining the 
venture 

  

 Economic interpretation: fixed vs. variable costs 



Step 3: Estimating Costs 
 COGS are the costs that relate directly to the production 
and delivery of the product, and are lowest in services. 

 Bottom-up: unit costs by looking at inputs 

 Top-down: learn from competitors 



Step 3: Estimating Costs 
 Operating expenses are the costs that relate indirectly to 
the production and delivery of the product. They are 
incurred irrespective of the sale.  

 Salaries and stock options are a very important OE for 
new ventures.  

 Tangible assets are large for manufacturing companies 

 Intangible assets like brands and R&D are also important  



Step 3: Estimating Costs 
 Capital expenses are non-recurring costs of acquiring 
long-lived assets.  

 Development costs are one-off costs related to the 
creation of the venture and its products. For innovative 
companies they are relatively recurring, by definition. 



Step 4: Build the financial model 
 The financial model consists of the three accounts. 

 1. Income statement: 
 - show revenues, their timing and growth 
 - shows costs, their timing and growth 
 - derive bottom line measures of profits:  
  gross margin = Revenue – COGS 
  EBITDA = gross margin – OE 
  net income = EBITDA – ITDA 



Step 4: Build the financial model 
 The financial model consists of the three accounts. 

 2. Balance sheet: 
 - short-term (current) and long-term (fixed) 
 - assets: tangible and intangible   
 - liabilities: debt and equity 



Step 4: Build the financial model 
 The financial model consists of the three accounts. 

 3. Cash flow statement: 
 - operating cash flow: ‘reverses’ D&A 
 - investing activities (tangible and intangible) 
 - financing activities  
Monitors in/out-flow of cash 
Moves P&L to operational cash reality 



Step 4: Build the financial model 
 The financial model can be used to interpret the venture’s 
financial potential upside and downside. 

 1. Income statement: gross and net margin, break-even 

 2. Balance sheet: NWC (low!), long-term assets  

 3. Cash flow statement: funding needs 



Step 5: Formulate the financial plan 
 The financial plan builds on the projections and address 
the two key questions of interest to the investor: 

1. How financially attractive is the venture? 
 - This can be argued using the three statements 

2. What financial resources does the venture need?  

 - This largely relies on the cash flow statement 

 - current and future funding needs! 



Cash Flow Forecasting 
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Step 5: Formulate the financial plan 
1. How financially attractive is the venture? 

 - revenues, earnings, time to exit 

2. What financial resources does the venture need?  

 - how much? when? how used? 

  
Should you offer a deal? 



Classic mistakes 



Classic mistakes: Revenues 
◦Overestimate speed of revenues 

◦Unjustifiable revenue spurts 

◦Distinguish listed and actual average price 

◦Assume all revenue is collectable 



Classic mistakes: Costs 
◦ Assume same COGS as established firms 
◦ Forget costs of running business 
◦ Plan for underutilized assets 
◦ Full labor costs 
◦ including benefits, training, bonuses, etc… 



Classic mistakes: Cash flows 

◦ Late payments and collection costs 
◦ Underestimate delays in raising funding 
◦ Forget that cash flow are matter of life and death! 



Classic mistakes: General  

◦ Ignore industry norms 
◦ False precision 
◦ Too much detail  
◦ Mismatch of financial and business plan 



Presentation #1 
aka ‘The Useless’ 



Financial Projection 

2012 2013 2014 2015 2016

Total Revenue $8,800 $132,800 $864,000 $21,160,000 $99,550,000

Gross Margin ($18,939) ($175,748) ($48,167) $9,971,397 $48,566,526

Total Operating Expenses $2,642,643 $6,339,171 $12,303,334 $21,733,046 $43,654,877

Income Before Int & Taxes ($2,661,581) ($6,514,919) ($12,351,500) ($11,761,650) $4,911,649
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Operating Stacks 



Presentation #2 
aka ‘The So-So’ 



Financials:  Business Model 

Unit Gross Margin: 40% 

Unit economics 

Sale Price: $3250 

Unit Cost: $1700 

- Goggles / Sensor $950 

- Gloves $400  

- Accelerometer $350 

Annual Recurring 

Premium Package: $500 

Annual Costs: 

- Extended Warranty 

- Live Tech Support 

- Training Website 



Financial Model: Assumptions 

• 1 Product per Customer 

•  50% Uptake of Premium Package                                 

• 2% Target Market Entry Share                                      

• 2% + 1%n years  Growth Rate 

• 10% Annual Sales Inventory 

• +5% Annual Salary 

• Quarterly Software Updates 

• Every 2 years Product Iterations 



Profit and Loss 
$MM Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 

Unit Sales 0 9 862 1679 2934 5478 

Head Count 5 5 8 13 15 21 

Revenue 0 0.03 2.9 6.0 10.7 20.1 

Gross Profit 0 0.02 1.5 3.2 5.7 10.7 

Gross 
Margin % 

49 49 49 50 51 51 

Operating 
Expenses 

0.8 0.7 1.5 1.9 2.5 3.8 

EBITDA -0.8 -0.7 0 1.2 3.2 6.9 

Net Income -0.8 -0.7 0 0.9 2.2 4.9 



Revenue and Net Income 

Seed Round 1 

Break-Even  

Point 

Payback 
 

X X 

X 

X 



Operating Stacks 



Presentation #3 
aka the ‘Now That’s Better’ 



Revenue & Market Penetration 
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Go to Market 

2013 

Hardware 

2014 2015 2016 2017 

PACS specific 

First release Ongoing development 

2 PACS/year Software 
Mouse, 

keyboard 

Shrink 

13 Head  

Count 
31 67 102 139 

Rev 2 

final 

Sales 
Beta 

customer 
Alpha 

customer 
Distributor 

Phase I Distributor Phase II 



Assumptions 

25% of all 
operations 

• 50%-75% of operations use imaging. 

• Half of those are long enough. 

33% Distributor 
Markup 

• Retail price of $112.50 

• Wholesale price of $75.00 

Slow Medical 
Market 

• 15% penetration in 5 years 

• 30% penetration in 7 years 

Class I Device 
• No FDA approval 

• 90 day pre-market notification 

Steady Adoption • Growth rate is linear 



Financial Projections 
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Operating Stacks 
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Hardware 

Q1 Q2 Q3 Q4 

2014 

Q1 Q2 Q3 Q4 

2015 

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

2016 2017 

Q1 Q2 Q3 Q4 

PACS specific 

First release Ongoing development 

2 PACS/year Software 

Sales 
Beta 

customer 
Alpha 

customer 
Distributor Phase I 

Mouse, keyboard 

Shrink 

13 Head  

Count 
31 67 102 139 

Rev 2 

Distributor Phase II 

final 

Series B  

$5 MM 

Series C  

$8.5 MM 

Series A  

$1.5 MM 


