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Some finance terms to get you up to speed
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Business Planning Framework
A general step-by-step framework that will enable to value a company

Source: Bocconi Corporate Valuation

65 March, 2023
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Business Planning Framework
A general step-by-step framework that will enable to value a company

Reorganize Historical Financials

▪ Enter raw historical financials (IS & BS)

▪ Reorganize according to the desired layout 
(IS & BS)

▪ Build new cash flows

▪ Do not reorganize historical CFs

75 March, 2023

Operational Forecast - Sales

▪ The sales forecast is the most important step in 
business planning: most items use sales as a driver

▪ Therefore, break down the total sales forecast:

▪ Main decomposition:

▪              Top-down                 Bottom-up:

▪ Growth is both internal (organic) & external (M&A)

▪ Consider constraints such as space and production cap.



Business Planning Framework
A general step-by-step framework that will enable to value a company

Operational Forecast - Costs

▪ Variable OPEX is usually forecasted with a driver:

o % of sales

o % of units sold

▪ The estimate might be:

o A historical average

o A given management/analyst target

▪ Evolution of the driver:

o Constant

o Growing (e.g. economies of scale)

o Management targets are to be achieved 
gradually

85 March, 2023

Investment Forecast – FA, D&A & Capex

▪ Fixed Assets are usually paired with a control acc.

▪ Capex estimation:

o % of sales

o Management targets for each year’s capex by 
projects/maintenance/acquisitions

▪ D&A estimation:

o % of Capex

o Detailed breakdown: 
▪ Depreciate yearly CAPEX  with a  target useful life (years)

▪ EOP Fixed Assets are amortized as well until expiration

▪ By best practice, the first year’s D&A for each Capex is halved



Business Planning Framework
A general step-by-step framework that will enable to value a company

Investment Forecast - NWC

95 March, 2023

Other Items Forecast

Often, companies will register expenses as a one-time 
occurrence, BUT it is your job to really figure out if they are 
that infrequent.

Even if the expense has a slightly different name (e.g., 
Lawsuit, legal expenses, outside consulting fee, 
restructuring costs), ALWAYS look at it through a skeptical 
lens

𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑖𝑒𝑠 =
𝐷𝑎𝑦𝑠 𝑖𝑛 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦

252
∗ 𝐶𝑂𝐺𝑆

𝑇𝑟𝑎𝑑𝑒 𝑃𝑎𝑦𝑎𝑏𝑙𝑒𝑠 =
𝐷𝑃𝑂

252
∗ (𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠 + 𝑉𝐴𝑇)

𝑇𝑟𝑎𝑑𝑒 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠 =
𝐷𝑆𝑂

252
∗ (𝑆𝑎𝑙𝑒𝑠 + 𝑉𝐴𝑇)

▪ Usually forecast with a driver:

o Trade receivables - DSO

o Trade payables - DPO

o Inventory – Days in Inventory

o Other Assets & Liabilities - % of sales

▪ Exceptional P&L / One-off charges: 0

▪ Surplus Assets & Non-Operating Liabilities: 
Constant

Put on your detective’s hat:



Business Planning Framework
A general step-by-step framework that will enable to value a company

Tax Forecast

Notes: At this stage, circularity problems start to occur. It might seem that we’re building an house from the roof but don’t panic, continue on building the model and you should be fine. #Iterative Calculation ON

105 March, 2023

Equity Forecast

At this point, taxes will be incomplete because of the 

circular nature of the model (Taxes depend on EBT, which 

depends on interests, which depend on cash, which 

depends on the CF statement, which depends on the IS, 

which depends on Taxes)

▪ Usually, 2 ways of doing it:

o Drivers such as the historical effective tax rate:

o According to each country’s tax code:

▪ Share Capital: 

o Constant (Assuming no rights issue / capital increase)

▪ Dividends:

o % of NI (Payout ratio)

▪ Retained Earnings:



Business Planning Framework
A general step-by-step framework that will enable to value a company

Debt Forecast

Notes: At this stage, circularity problems start to occur. It might seem that we’re building an house from the roof but don’t panic, continue on building the model and you should be fine. #Iterative Calculation ON

115 March, 2023

Cash Forecast

At this point, taxes will be incomplete because of the 

circular nature of the model (Taxes depend on EBT, that 

depends on interests, that depend on cash, that depend 

on the CF statement, that depends on the IS, that 

depends on Taxes). 

▪ Gross Debt can be forecasted either by:

o Modelling specific debt maturities

o Using target or historical leverage ratios as a 
driver for EOP debt (e.g. ND/E). This method just 
implies the net effect (New issues-Repayments) 
automatically.

▪ At this stage, the CF of the year is incomplete because 
interests are still missing, and taxes are incomplete.

▪ We get EOP cash with:



Business Planning Framework
A general step-by-step framework that will enable to value a company

Cash Forecast

125 March, 2023

Next Step: Deep Dive

▪ The nature of the cash balance: The revolver

o Cash is usually positive (negative if seen as an ND 
item); therefore, it generates interest income

o  If the cash balance is a liability, it will generate 
interest expense

o If the yearly CF brings the cash balance to below 0 
(positive ND item), it can mean 2 things:

▪ The company went bankrupt (not enough cash to cover all needs)

▪ Cash balance is sort of a bank overdraft (negative balance), referred 
to as a revolver in modeling

▪ Int. Income and Expense need to be modeled 
separately, given their different interest rates

With all the tabs/stages of the model having 

been laid out, we will move towards some 

specificities of certain stages of the mode, while 

also including some finance theory about it!
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Financial Statements Reorganization
Adapting the available information to our own interest: understanding the true value of a business

Why care about Financial Statements? 

145 March, 2023

Why reorganizing them?

▪ Always base your analysis on Consolidated Financial 
Statements, the ones where the whole company is 
represented

▪ Neutralize accounting standard differences

Financial Accounting Data is fundamental during the valuation 
process in two main stages:

1. Forecasting Cash Flows

2. Moving from EV to Equity Value

Reported statements are not organized for the assessment of 

a company’s operations and for future forecasting

For this purpose, financial statements should separate:

▪ Operational Items: Daily Company Activities

▪ Financing Items: Raising and Repaying Debt & Equity

▪ Surplus (non-operating) Items: Renting Unused 

Property…



Financial Statement Reorganization
Adapting the available information to our own interest: understanding the true value of a business

The Balance Sheet

155 March, 2023

▪ Capital Employed represents the cumulative amount the business has invested in its operations

▪ Sources of financing represent all the financing sources of the company

▪ Items can be dragged within sides (=sign) or across sides (change the sign)



Balance Sheet Reorganization
Moving from Assets, Liabilities and Equity to Capital Employed and Financing Sources

Fixed Assets

Most of the time, they match the as-reported non-current 

assets

Fixed Assets:

▪ Tangible

▪ Intangible

▪ Capitalized leasing assets

▪ Goodwill…

165 March, 2023

Surplus Assets and Non-Operating Liabilities

Assets and Liabilities that are not strictly related with the 
daily core operations of the firm or resemble a financial 
nature

Usually, SA & NOL will include items, such as:

Asset Side Liability Side

Assets and Liabilities Held for 
Sale

Pensions

Less Liquid Financial Assets Exceptional Provisions

Shares in Subsidiaries outside 
the consolidation perimeter



Balance Sheet Reorganization
Moving from Assets, Liabilities and Equity to Capital Employed and Financing Sources

Non-Cash Working Capital

The definition is not set in stone, so it might require a degree 

of flexibility, depending on the firm. For example, it might 

include some non-current liabilities.

Usually, Non-Cash WC will include items, such as:

175 March, 2023

Non-Cash Working Capital

The traditional definition of liquidity analysis has no relevance 

for the valuation process, since it contains items with a 

financial nature (e.g., short-term loans):

For valuation purposes, the items included are operational in 

nature, meaning assets and liabilities generated from the 

ordinary execution of the business model.

Asset Side Liability Side

Trades Receivables Trade Payable

Inventory Employee Salaries

Pre-paid and accrued assets Prepaid and Accrued Liabilities

“Working” Cash Tax Current Liabilities

Tax Current Assets “Ordinary Provisions”



Balance Sheet Reorganization
Moving from Assets, Liabilities and Equity to Capital Employed and Financing Sources

Net Debt

Usually, Equity will match as-reported items and includes:

185 March, 2023

Equity

Represents the net exposure to third-party investors (banks, 

bondholders, other lenders, …)

Usually includes Items such as:



Income Statement Reorganization
From Revenues to EBITDA, using both P&L By Nature and By Account

195 March, 2023

In the latter case, you need to find the D&A breakdown in the 

company’s report and adjust the IS accordingly.

Income statements will show costs in one of two ways:

▪ By nature:

o Personnel, raw materials, D&A, etc…

o Used mainly in EU national GAAPs

▪ By function:

o Cost of Goods Sold, Selling General and Administrative (SG&A), 
etc…

o Used mainly in IFRS and US GAAPs



Cash Flow Reorganization
Reconciling FCFF and FCFE

5 March, 2023 20

Make sure to check if every item in the IS & BS 
is linked either directly or indirectly to the CF 
statement
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Model Overview
A macro view of the model’s logic

Source: Bocconi Corporate Valuation

2220 September 2025
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Recommendations and Suggestions
Always seeking to improve

Professor Damodaran

▪ If you are interested in learning more about valuation and finance in general, the best online & free 
resource is Professor Damodaran’s YouTube channel

▪ Professor Damodaran maintains an online database with market data, projections, and auxiliary inputs 
in the valuation process. Furthermore, he is known as the “Dean of Valuation,” and all his classes, taught 
at NYU (Corporate Valuation, Corporate Finance, and Statistics), are made available on his YouTube 
channel

245 March, 2023

For any other remaining questions and/or to talk about the topic in general, feel free to reach out to Alexandre or to anyone in the club 

The club is supposed to be a knowledge-sharing environment, where standing on the shoulders of giants is one of the key factors 

for the success of everyone, especially newcomers

Professor Damodaran

https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ratings.html
https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ratings.html
https://www.youtube.com/@AswathDamodaranonValuation
https://www.youtube.com/@AswathDamodaranonValuation
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Appendix

The Bridge

265 March, 2023



Appendix

Consolidation Parameters

275 March, 2023



Appendix

Net Debt vs Gross Debt

285 March, 2023

Basic vs Diluted Shares

Besides current market cap where basic shares 
outstanding are used, common practice and 
industry standard is to use fully dilluted shares.

To be completely “theoretically” correct, we would 
need to calculate what portion of convertible 
securities (e.g. convertible bonds) or stock 
compensation plan (e.g. call options given to 
management) are likely to be exercised.

For the sake of being conservative, use fully dilluted.

Net Debt is the standard metric used in the model 
for any leverage purpose, as it is the industry 
standard. 

The tradeoff between Gross and Net Debt is that the 
Gross number does not accurately reflect the financial 
riskiness of the firm neither the benefit from tax 
shields. 

However, when using the Net figure, sometimes 
results are not very intuitive, given we can indefinitely 
reduce the cost of capital just by hoarding cash and 
equivalents.



Thank you!
Alexandre Melo

Former Portfolio Manager

(+351) 916 625 525

LinkedIn

Nazir Hemrage

VP of Asset Management

(+351) 916 278 228

LinkedIn

Guilherme Ascensão

President

(+351) 916 774 662

LinkedIn

https://www.linkedin.com/in/alexandre-t-de-melo/?originalSubdomain=pt
https://www.linkedin.com/in/nazirhemrage/
http://www.linkedin.com/in/guilhermeascensao
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