
•	 Base case: Reflects the most realistic expectations.

•	 Upside case: Builds in better than expected sales, cost efficiencies, 
or growing market share.

•	 Downside case: Accounts for challenges like slower revenue, rising 
costs, and regulatory hurdles.

 
Scenario modeling allows organizations to test resilience and 
understand how strategic choices might shift under different 
conditions. By assessing multiple potential futures, you will be better 
equipped to act decisively and adjust quickly when reality diverges 
from expectations – which is pretty much guaranteed. 

MAKE THE ASSUMPTIONS CLEAR
I cannot emphasize this enough: Make the assumptions behind 
the numbers both visible and challengeable. When Morrison does 
projections, we prepare a line-by-line list of the assumptions behind 
each number. I would much rather have someone disagree with or 
challenge our supporting assumptions than have little or no idea of 
what’s driving the numbers. When I review projections, I read the 
assumptions first, then look at the numbers. Numbers are just numbers 
without clear explanations, and only gain meaning when the reader 
knows what’s behind them.

Financial models can be unintelligible if the inputs, formulas, and 
reasoning behind them are tangled. A good model separates variables 
such as growth rates, pricing, hiring plans, and conversion rates from 
the mechanics of the forecast itself. Use named ranges, dedicated input 
tabs, and clear versioning. Transparency improves a model’s credibility, 
leading to it being taken more seriously by the team and to inform and 
collaborative decision making.

Financial projections should not be thought of as just an accounting 
exercise, but rather a key strategic tool. If they aren’t, I’m not sure 
I see the point, and financial modeling is arguably more important 

than ever in today’s volatile economy shaped by inflation, supply chain 
pressures, shifting demand, tariffs, trade wars and rumors of war, 
and heaven knows what else on any given day. Well-crafted financial 
forecasts go well beyond simple budgeting.

Following are a few thoughts on how to develop financial projections 
that don’t just check a box but can serve as a cornerstone of informed 
decision making.

STEP 1: REALITY CHECK
The strongest financial projections are built from the ground up based 
on how your business truly functions. This means understanding 
and mapping key operational drivers such as customer behavior, 
production capacity, pricing levers, staffing needs, and seasonality. 
For example, a manufacturer should consider supply chain throughput, 
raw material pricing, and overhead allocation. A retailer might focus 
on foot traffic, average sale, the impact of tariffs and inflation, and 
regional seasonality. Farming operations need to consider weather 
impacts, yield fluctuations, demand changes, labor availability, and 
incoming and outgoing tariffs for foreign markets. 

Projections become more reliable and useful when they mirror the real-
world mechanics of your business. Grounded forecasts should spotlight 
real constraints and opportunities, helping to avoid surprises and to 
plan with more confidence.

MULTIPLE SCENARIOS, BECAUSE CHANGE HAPPENS
A single scenario forecast is not a strategy; to be effective, your 
projections should model multiple possible outcomes. I suggest 
creating at least three core scenarios:
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TIE THE PROJECTIONS TO STRATEGIC MILESTONES
Financial forecasts mean more when they are anchored to specific 
initiatives. Are you launching a new product? Entering a new market? 
Hiring a sales team? Such events should be explicitly reflected in your 
projections.

Map expected costs, timing, and ROI to each initiative, and ensure that 
leadership is aligned as to key milestones and success criteria. This will 
make the forecast a living document of strategy, allowing you to assess 
performance not just in dollars but by progress toward meaningful and 
agreed upon goals.

DRIVER-BASED MODELING
Driver-based modeling is an approach to financial planning that 
identifies an organization’s key business drivers and develops 
forecasts built on them, as opposed to just extrapolating numbers 
based on historical results. Driver-based forecasting links your 
financial outcomes to important operational activities such as new 
product launches, seasonal use, regional or global market expansion, 
and projected customer turnover.

This approach allows for more precise forecasting and helps identify 
which levers can be adjusted to influence results. It’s not just about 
knowing where you’re headed, it’s about understanding how to get 
there faster and more efficiently.

IT’S ABOUT THE BENJAMINS
Revenue growth is great but cash is king. Many growing businesses 
face a paradox: increasing sales but declining liquidity. To manage this, 
a financial projection might include a rolling multi-week cash forecast 
so you’ll know where you stand under various scenarios. Model the 
timing of inflows and outflows, especially accounts receivable, payroll, 
vendor payments, and capital expenditures. Be realistic about payment 
terms and inventory cycles. Accurate cash forecasting ensures that 
leaders can meet obligations, seize growth opportunities, and avoid 
unexpected shortfalls.

IT’S SENSITIVE
While scenario modeling (described above) explores broad outcomes, 
sensitivity analysis focuses on understanding how individual variables 
impact results. This helps isolate the most volatile or influential 
assumptions. For example, test how changes in customer acquisition 
costs, churn rate, potential tariffs, or pricing affects EBITDA. 
Sensitivity analysis reveals which levers have the most strategic 
impact, helping guide prioritization and risk mitigation.

REALITY CHECK: PART 2
A projection that isn’t updated or compared against real results 
quickly loses relevance. Build systems to compare actuals to forecasts 
and analyze variance. Track KPIs such as:

•	 Revenue vs plan.

•	 Gross margin shifts.

•	 Operating expense deviations.

Regular reviews should focus not only on where you missed specific 
targets but why, and what you’ll do next. Reality check forecasting 
builds accountability and improves forecast accuracy over time, 
leading to better decisions across the board.
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IT’S A TEAM SPORT
If only finance owns or understands the model, opportunities are 
going to be missed. Let’s face it: the accounting department tracks the 
numbers but doesn’t (and shouldn’t) control the operational decisions 
that drive them. Involve department heads and functional leaders (e.g., 
sales, marketing, operations, etc.) throughout the process in shaping 
assumptions and interpreting the results.

Use financial planning and analysis tools or shared cloud-based 
spreadsheets with clear access controls, and make the forecasts and 
results analysis part of ongoing leadership discussions. Collaboration 
strengthens the forecast and increases cross-functional buy-in, 
making it a more effective tool.

KEEP IT CLEAR
Even the most accurate model will fail if it’s poorly communicated. 
Avoid overwhelming stakeholders with rows of data. Instead, highlight 
trends, inflection points, and strategic implications using dashboards, 
charts, and concise commentary. And, as noted, make sure you have 
clear documented assumptions.

Tailor insights for your audience (e.g., investors, board members, or 
internal teams) and focus on what matters most. Clear presentation 
helps ensure that forecasts inform decisions and become part of the 
strategic dialogue and not just background noise.

WRAPPING IT UP
Well done financial projections are not just spreadsheets, they are 
strategic tools that help businesses see around corners, navigate 
turbulence, and allocate resources where they matter most.

Financial projection methodologies should evolve along with your 
business. As your organization grows or pivots, so too should your 
forecasting methods. Incorporate feedback loops, review assumptions 
regularly, and don't be afraid to rebuild or restructure your models to 
better reflect current operations and future goals.

Forecasts that reflect your operational realities, test different futures, 
and engage your leadership team elevates finance from a compliance 
function to a key driver of strategic success. In this world of uncertainty, 
that kind of foresight is not just valuable, it is increasingly essential.




