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In the corporate sphere, there is a great deal of uncertainty and risk. It can be difficult to predict the
chances of a project’s success or of reaping profit. It is therefore for such purposes that many
companies are turning to financial modeling. A financial model involves the building of an abstract
representation of a particular situation involving financial investment. These are usually mathematical
models, involving the use of one or several equations to model the performance of a financial asset,
investment, or project.
Financial models may be used in a wide variety of situations to assess how a particular financial
decision will fare under different economic situations, as well as to determine how the company will
react under such circumstances. While financial modeling can be challenging, and sometimes prone to
error, the many benefits make the effort well worthwhile.
Cash Flow Forecasting
In the corporate and accounting sectors, financial modeling usually involves primarily cash flow
forecasting. Cash flow forecasting enables corporations to predict potential rises and falls in company
funds by identifying sources of cash inflows and avenues by which cash may go out over the course of
the given period.
A cash flow forecast typically represents sources and amounts of cash flowing in and out of the
business over the course of a set year or quarter. The designated period under analysis is then divided
further into monthly or weekly segments. In certain instances, when the model is particularly complex,
the forecast may need to be divided still further into daily predictions. Regardless of the divisions your
company ultimately chooses, they ought to be based on periods during which the majority of fixed costs,
such as employee salaries, are paid.
A cash flow forecast ought to list any money expected to come in or go out during the period, the bank
balance at the beginning of the period, and the bank balance at the end. When creating your financial
model, it is advisable to be realistic. Be conservative in estimates so as to avoid planning for more funds
than will actually be available.
Building a Financial Model
There are a number of tools available for building financial models. The most easily accessible program
that may be used for financial modeling is Microsoft Excel. Excel is an exceptionally versatile tool. It is
also readily available, making it a particularly desirable program for financial modeling. While Excel
works exceptionally well for financial modeling, if used correctly, it can still be prone to error. Therefore,
those attempting to create a financial model using Excel ought to exercise caution, and ensure that only
those with specialist knowledge are working on the project.
If Microsoft Excel seems like too risky a program to use for these purposes, there are dedicated
programs available. Software programs, such as Adaptive Planning or Quantrix, possess built-in
models, making them significantly less prone to user error. These programs are more costly than
Microsoft Excel, but if you are planning to create regular financial models, or lack staff with expert
knowledge of the software, it can be useful to invest in a dedicated program.
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The most important thing when building a financial model is to define the deliverables at each stage of
the building process. It is also crucial to ensure that expectations for desired results are set for the
entire financial modeling team, as well as for any eventual users of the model.
In Summary
Financial modeling is a useful tool for predicting the behaviour of particular financial scenarios. Accurate
financial modeling can make it possible to anticipate how your finances will react to environmental
factors, as well as ensuring that all employees are working together to guarantee the actual results
match your expectations. In summary:


Financial modeling involves the use of mathematical formulas to create a representation of how
capital investments, operational expenditures and revenue might behave over a given period.



In corporate and accounting sectors, cash flow forecasts are one of the most common types of
financial modeling. Cash flow forecasting involves developing a picture of how cash can be
expected to move in and out of the company during a specified period.



There are a number of programs available that can be used to create financial models. While
Microsoft Excel is readily available and can be a useful tool, it can be prone to error. There is also
dedicated software available that, though more expensive, can simplify the process as they usually
include built-in models.

As financial modeling can be challenging, Los Angeles CEOs and CFOs may consider working with an
outsourced CFO services firm before attempting to create a model. A specialist can look objectively at
your projects and investments, and create an accurate, detailed model on your behalf.
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About CFO Edge
CFO Edge, LLC is a leading Southern California provider of outsourced CFO services. Based in Los
Angeles, we are a group of experienced chief financial officers who engage with CEOs and CFOs on
demand to address strategic planning, business management, and day-to-day financial operations
challenges. Our seasoned professionals deliver services as interim CFOs, part-time CFOs, projectbased CFOs, recruitment-to-permanent CFOs and interim-to-permanent CFOs. At CFO Edge, we’re
passionate about helping our clients create, grow and sustain value. For more information, visit
www.cfoedge.com or call 626.683.8840.
This publication has been prepared for general information on matters of interest only, and does not constitute professional advice on facts and
circumstances specific to any person or entity. You should not act upon the information contained in this publication without obtaining specific
professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information
contained in this publication. The information contained in this material was not intended or written to be used, and cannot be used, for
purposes of avoiding penalties or sanctions imposed by any government or other regulatory body. CFO Edge, LLC, its members, employees
and agents shall not be responsible for any loss sustained by any person or entity who relies on this publication.
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