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Financial Projections

Why do Financial Plan?

Basic Building Blocks

Key Variables

Bottoms up/ Tops Down

Model Companies

Planning Issues

Financial Models — the crucible to test ideas
“What-if" Secenarios

LLest we forget...




Why: dora financial Plan

Can't raise money without ene?

Feasibility of business model

Understand! the key variables for your business
Understand the cash requirements

Sharpens focus on key planning| areas

Focus on key operatingl metrics
Oh, yeah...

Can't raise money without one!ll




Basic Building Blocks —
Department Budget

Eng Budget
head 1

head 2

Salary total

Salary ovhd

Depreciation

EXpPenses

capital




Key: Variables
Department Budget

IHeadcount

Dept Budget Salary / overhead /
fecruiting

Facilities / communications
[ IT

& E / other
Capitall Equipment




Key: Variables
Department Budget

GAA

Dept Budget

Headcount
Exec office / CEO

legal
Accounting

Corporate allocatable expenses

I'T and communications
infrastructure

Real estate




Key: Variables
Department Budget

Engineering

Dept Budget

IHeadcount
NRE

consulting (e.g. FCC
approval)

prototypes, expensed
materials

product enhancements and
sustaining engineering




Key: Variables
Department Budget

Marketing

Dept Budget

[Headcount
product launch
Advertising / PR

seminars, trade shows,
web site

brochures, literature




Key Variaples
Department Budget

Sales

Dept Budget

IHeadcount
Mgrs, SE's
Productivity: model

partnersnips, coop.
Advertising

remote offices




Key: Variables
Department Budget

IHeadcount

Dept Budget

IHeadcount

IHeadcount




Key Variables —
Capital Equipment
Cost per head

NRE
Technolegy Buyout

Tooling
I'T infrastructure
Purchased Bldgs

Corp Cap Budget




Basic Building| Blocks
Corp Rollup and Cap Schedule

Corp Exp Budget

Dept Budget

Dept Budget

Dept Budget

Dept Budget Corp Cap Budget




Key Variables
Revenue Model (cross checked)

Market:
Available / Served Revenue Model
Price
List / discount /' Avg selling| price
[Forecast — by Product
Product mix
Iirajectory: off Ramp
[Forecast — by Channel
Net cost: by channel
[Forecast — by Sales| Capacity.

Sales Yield (sum of quota less safety
margin)

Productivity ramp
Attrition calculation
Staffing plan

Cost for customer acquisition




Key: Variables
Cost Model

Product

Estimated BOM

Rush charges

Design| changes
Warranty

Obsolescence /[ write—offs

Labor
\/olume

Services

Lc b.OIj Cost Model
Tiraining
Efficiency.




Basic Building Blecks — Income
Statement

Revenue Model
Dept Budget

Dept Budget

Income Statement

R
Dept Budget evenueCOGS

Expenses
Profit

Product Cost
Model

Dept Budget




Key: Variables
Capitalization (Funding) Plan

Equity Financing/— amount and timing
Seed

Startup A
Development B
Mezzanine C

|0)
Post IPO

Debt: Financing

Capital equipment Leasing
Working| capital bank Line
Convertible debt securities Capitalization Plan




Key Variables —
Capital Equipment
Cost per head

NRE
Technolegy Buyout

Tooling
I'T infrastructure
Purchased Bldgs

Corp Cap Budget




Basic Building Blecks'— Balance
Sheet and Cash Flow

Balance Sheet

> Revenue > CaSh FIOW

A

Corp Cap Budget Capitalization Plan




Bottems-up /. Tops-down

Bottem-up
Built from details
\V/ariable assumptions
Start up and growth stage

flop-down

“model” of the mature company.

Similar to ether companies / products, / markets
Tihe Five-Year Plan

Year 5 = model company: (or clese to it)

Year 1 = raw start up
Year 2 > 5 development stage to mature company.




The Modell Company

Income Statement
Revenue
Groess Margin
Departmental expenses as percentage of revenue
Operating Income

Balance sheet items

DSO (A/R days sales outstanding)
Inventory turns

Employee Metrics
Revenue / employee
Expense / employee
Expenses as a percent of revenue




Startup

Basic Building Blocks —
Department Budget

Model

Y1l

Income
Statement

\p

Income

Statement

Balance
Sheet

Y4

Income

Statement

Balance
Sheet

Cash Flow

Y5

Income

Statement

Balance
Sheet

Cash Flow

Balance
Sheet

Cash Flow

Cash Flow




Intergalactic Optical Nanetukes, Inec.
Income Statement

Revenue

Gross Mrg

Tjotal Op E

Op Profit




Model Companies — Operating| Stacks ($M)

Revenue

18,678

35,404 32,187

Cogs

5,645

29,055 5,686

Gross Margin

15,233

6,349 26,501

Eng

3,135

4,659

SG&A

4,818

8,625

Total Op Exp

8,351

15,284

Operating
Income

4,862

13,217

Net Income

3,578

9,993

EPS

.50

.19




Model Companies — Common Sizing (%)

Revenue

Cogs

Gross Margin

Eng

SG&A

Total Op Exp

Operating Income

Net Income




Modell Companies — Market Value

Market Cap ($B)

EVEL TN EY )

Multiple of
Revenue

Earnings ($B)

Multiple of
Earnings




Planning Issues

Revenues (always) take lenger

Sales forecasts are optimistic

Un-tested “sales model™

Unrealistic productivity: assumptions
Margins arent as great as planned

[Design creep

Hidden costs like yield, scrap, obselescence, warranty.
Operating| expenses; higher tham plan

Capital needs are high . . . and not free
Cost of capital is inversely proportionall to the execution of the plan




Sanity Testing

Rate off Sales Growth

Stafiing
Growth

Non-growth
(engineer one product, sell it forever)

Profits

Proxy — compare your plan to the
experience ofi existing companies



Financial Models --
The crucible to test your ideas!

I your understand the model, fieasibility: of
i[deas are more self-evident:

Make Key Assumptions into variables

Investigate alternatives

Sensitivity Analysis
Determine CASHI consumption
Understand the path to profitability




Modeling —
\What=If" Scenarios

Document; assumptions
Facilitates changes ini future

Operationall (e.g., product engineering
plan/milestones)

Develop a fee
E.g., Reducec

product schec
delay

for the dynamics

Investment in engineering =
ule slip of X months = revenue




llest we forget...

Casn...

..IS KIng.
Adain!
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