Financial Modeling Fundamentals – Module 05
More Advanced 3-Statement Projections –
Quiz Questions
1. Consider the revenue projections you have built for a UK-based airline company, as shown
below:
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What are the PRIMARY differences in a quarterly or half-year 3-statement model like this one
compared to a standard annual model?
a. You should use Year-over-Year (YoY) growth rates for revenue drivers in interim periods
(instead of sequential Quarter-over-Quarter or Half-Year-over-Half-Year growth rates) to
account for seasonality.
b. You always need to incorporate the “toggles” shown above, whereas they’re optional in
an annual model.
c. Instead of projecting each quarter or half year separately, it’s better to forecast
everything on an annual basis and then allocate the item to the interim periods.
d. If it’s a seasonal business, you may make very different assumptions for growth rates
and margins, even in quarters or half-year periods of the same year.
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2. Consider this same company’s Cash Flow Statement, as shown in the screenshot below:
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As the Cash Flow Statement is currently set up, it is difficult to model because it starts with
Cash Flow from Operations and then lists dividends, interest, and taxes. It is therefore quite
different from a traditional Cash Flow Statement.
Which of the following adjustments would make it EASIER to model this company’s financial
statements over a 5-year period?
a. Make the Cash Flow Statement start with Net Income, or Profit After Taxes, by finding
the company’s reconciliation between Cash Generated from Operations and Operating
Income and then adjusting for interest and taxes.
b. Reclassify dividends to the Cash Flow from Financing section.
c. Show non-cash adjustments such as Depreciation & Amortization and Stock-Based
Compensation explicitly on the Cash Flow Statement.
d. Show the changes in Operating Assets and Liabilities as explicit line items on the Cash
Flow Statement.
e. All of the above.
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3. You are working on a 3-statement model for this same airline company, and you decide to
project the number of aircraft and the fleet composition separately.
Your co-worker sees this and says that you are wasting time because these assumptions will
barely make a difference next to the direct revenue and expense assumptions.
Which of the following answer choices represent the BEST ways to respond to your co-worker?
a. We need this level of detail because the number of aircraft of each type will DIRECTLY
influence fuel spending and other expenses.
b. More aircraft are required if the company’s Available Seat Kilometers (ASK) or Available
Seat Miles (ASM) increase, and so we need to link those figures.
c. More aircraft also result in higher CapEx; if we didn’t track the number of aircraft, we
could not link CapEx to the number of aircraft purchased.
d. If we did not project the aircraft fleet composition, it would be nearly impossible to
make estimates for the operating lease and capital lease (AKA finance lease) expenses
each year.

4. How would the Balance Sheet and Cash Flow Statement drivers and projections differ in an
interim 3-statement projection model compared to the same drivers and projections in an
annual model?
a. You would not link items like Accounts Receivable or Prepaid Expenses to revenue and
expense line items on the interim Income Statement since they trend with annual
revenue and expenses, not interim-period revenue and expenses.
b. You may still link items such as Accounts Receivable and Prepaid Expenses to Income
Statement line items, but you’ll have to annualize the interim figures or use the LTM
numbers instead.
c. If the company only discloses an item on an annual basis, you may have to divide it into
the appropriate figures for the interim periods (e.g., take annual amortization and divide
it by 2 to get the half-year figures).
d. It’s less justifiable to hold percentages such as Receivables % LTM Revenue constant in
the projection period since the business may be seasonal.
e. You may have to reflect that the company only pays out dividends in certain interim
periods, or that it defers taxes in certain periods and then pays them in cash later on.
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5. Consider this airline company’s annual Income Statement projections, as shown in the
screenshot below:

Which of the following factors BEST explain why this company’s EBITDAR margins are staying
in roughly the same range over the next five years?
a. It seems like most of the expenses, as percentages of revenue, do not change
tremendously.
b. Even though the biggest expense, Fuel, increases as a percentage of revenue, it
decreases in the final year of the projection period, perhaps due to more fuel-efficient
planes.
c. Revenue growth slows down substantially by the end of the projection period; when
revenue is growing at a relatively low rate, margins will almost always stay in about the
same range.
d. Margins remain in roughly the same range because the company’s fleet composition is
most likely staying the same – new planes would almost always lead to a far lower fuel
expense.
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6. Consider this same company’s annual Cash Flow Statement, as shown in the screenshot below:
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Which of the following answer choices BEST explain why the company’s cash balance is not
increasing substantially, even though its Net Income is increasing substantially?

a. Even though Net Income increases, CapEx also increases significantly over this period.
b. The dividends also represent a significant cash outflow that increases above the
historical dividend numbers shown on the CFS.
c. The company’s high and increasing Working Capital Requirements reduce its cash flows
significantly.
d. The company has a significant amount of debt and capital leases (finance leases) that
must be repaid over this period; those repayments reduce its cash flows by a major
amount.
e. While some of the answers above may be true, the premise of this question is
misleading because cash does increase by approximately 250 million GBP, which is inline with the percentage increase in Net Income.

7. What is the PRIMARY difference between Return on Capital Employed (ROCE) and Return on
Invested Capital (ROIC), as they are typically defined for airlines?
a. ROCE uses the average market value of equity over the specified period, whereas ROIC
uses the average book value of equity (i.e., shareholders’ equity) over the specified
period.
b. ROIC includes Total Debt and Finance Leases in the denominator of the formula, but
ROCE excludes Debt completely.
c. ROIC uses reported operating profit and subtracts taxes in the numerator, but ROCE
makes numerous adjustments so that the adjusted operating profit is no longer close to
the reported figure.
d. ROCE capitalizes operating leases and includes them in the denominator, also removing
the implied interest expense from the numerator, while ROIC does not follow this
treatment.
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8. Suppose that you are analyzing a company’s historical financial statements, and you find that
its Return on Capital Employed (ROCE) has increased from 10% to 25% over the past three
years.
Why might this be LESS impressive than it initially appears?
a. This increase might simply be the result of significant de-leveraging or a large cash buildup, since you subtract Net Cash when calculating Capital Employed in the ROCE
calculation.
b. The company might have grown its operating profit simply through unsustainable
borrowing during this period.
c. The company could have grown via acquisitions funded by equity issuances, which
would have diluted existing shareholders.
d. The company might have switched from operating leases to capital leases to avoid the
operating lease capitalization adjustment found in the ROCE calculation.
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