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Financial Model Structure
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ASSUMPTIONS/INPUTS

 Constant for all years or changing annually
 Organized per sections

MODEL/FORMULAS

 Formulas only – As simple as possible. If necessary can be 
developed in more than one line.

 If the model is complex you may use different worksheets 
for specific topics

 No circular references except for the “plug-in” to balance all 
financial statements

 Use intermediary calculation if necessary and control of 
errors whenever is possible

 Financial Statements are part of the model in DCF valuation

OUTPUTS

 Valuation: DCF; Relative Valuation
 Risk Analysis: Sensitivity analysis; Scenario Analysis; 

Tornado Analysis; Monte Carlo Simulations
 Graphs

DISCUSSION/ANALYSIS

 Relationship between inputs 
and outputs make sense

 What are the takeaways from 
this analysis

Report

 Write the report following 
the standards (IVS; EVS; CFA; 
CFI; Your company)
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The links between the 3 financial 
statements
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Source: CFA website
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See Excel model developed in class
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. . . 

Most frequent errors observed in 
financial models

 Formulas that include not only identification of cells but also 
hard numbers. Numbers must be used as inputs in the 
assumptions section, only;

 Formulas or inputs with no dependents;
 Formulas that are not consistent for the whole line;
 Temporal indexation incorrect between financial statements or 

between worksheets;
 More than one insertion of the same input in different sections;
 Circular references that were not made on purpose for the “plug-

in” financial needs or financial requirements;
 Financial statements are not matching:

 “Assets” and “Equity and Liabilities” should match
 Annual variance of “Cash and Equivalents” in the Balance Sheet should 

match with “Net cash flow of the year” in the Cash Flow Statement
 “Net Profit” or “Net Profit Retained” in the Income Statement should match 

with the Balance Sheet
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Best practice in financial modeling
 Keep it simple! 
 Create specific sections (or worksheets if the model is complex) for 

assumptions/inputs, calculations and outputs
 Use specific sections (or worksheets if the model is complex) to develop specific 

components
 Use a clear and consistent format all over the model development
 Use simple formulas. If complex, use more than one cell.
 Use one formula only in each line or column
 If you are using worksheets, use the same column for the same year
 The flow of calculations must be logical. The model must be developed from the 

top to the bottom, and years from left to right. 
 No numbers in the formulas (except if you need 12 months or 365 days)
 Do not hide lines or columns
 “Names” must be limited to those tables/figures that are to be used in the report
 Avoid to use links with external files
 Avoid circular references except for the “plug” (excess of cash or financing 

requirements)
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