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Executive Summary

® Financial modelling is a structured approach to forecasting and analyzing project finances, enabling MSMEs to make data-
driven decisions instead of relying on intuition alone.

® (Critical gap for Indian MSMEs: Despite contributing 30% to India's GDP, only 15% of Indian small businesses utilize
formal financial modelling, leading to project failures and budget overruns.

® Competitive edge: Businesses using financial modelling are 62% more likely to complete projects on budget and 47% more
likely to secure funding for expansion.

® Actionable opportunity: This case study demonstrates practical, accessible financial modelling techniques that can be
implemented with minimal resources while delivering significant project success improvements.

This case study will provide you with actionable tools and strategies to transform your project planning capabilities without
requiring extensive financial expertise.
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Introduction: MSME Challenges & Objectives

The MSME Landscape in India Project Planning Challenges

* Economic Backbone: 63 million MSMEs contributing 30% * Limited Financial Expertise: 73% of Indian MSMEs lack
to India's GDP and 45% of manufacturing output dedicated financial planning personnel

* Employment Generator: Second largest employer after * Ad=hoc Approach: 82% rely on intuition rather than
agriculture, creating 111 million jobs structured financial analysis for projects

* Untapped Potential: Only 5-7% of Indian MSMEs are * High Failure Rate: 61% of MSME projects exceed budgets
registered, with majority operating informally by >25% due to inadequate financial planning

(
Case Study Objectives
* Demonstrate accessible financial modelling techniques o Provide actionable implementation strategies to improve

for MSMEs with limited resources project planning and outcomes
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What is Financial Modelling?

Financial modelling is the process of creating a
structured mathematical representation of a business
situation to analyze outcomes, project future
performance, and make informed decisions.

For MSMEs, financial modelling transforms abstract
business ideas into concrete numbers that help predict
project outcomes before resources are committed.

Financial Model

Core Principles for MSMEs

@ simplicity First €©) Scenario Planning €@ Data-Driven
Start with basic models focused on key Test multiple "what-if* scenarios to Base assumptions on historical data and
variables that drive your business understand potential outcomes and market research rather than optimistic

decisions. risks. guesses.
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Why Financial Modelling Matters for Project Planning

® Convert Uncertainty to Risk: Transform
unpredictable project variables into quantifiable
risks that can be systematically managed and
mitigated

® Resource Optimization: Identify the most efficient
allocation of limited resources across project phases and
activities

® Scenario Planning: Test multiple project paths to build

® Realistic Timelines: Link financial constraints with
execution timelines for achievable project scheduling

® Cash Flow Visibility: Forecast working capital needs to
prevent liquidity crises during critical project phases

® ROI Clarity: Calculate true returns by modeling
complete project lifecycle costs and revenue

resilience against market changes and unforeseen impacts
challenges
(
67%
Project Reality Check: Two-thirds of Indian MSME projects fail to meet objectives due to inadequate financial

Failure Rate
Without Financial
Modelling

planning. Financial modelling isn't just a tool—it's the foundation of project success.
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Common Financial Modelling Techniques

Key models relevant for MSME project planning and management

1. Three-Statement Model

Links income statement, balance sheet, and cash flow statement

* Creates a complete financial picture for project viability

* Helps identify funding needs and cash flow timing

3. Project Finance Models
Focused on specific project cash flows and ROI

* NPV, IRR,and payback period calculations

* Resource allocation optimization and staging

them to their specific business context.

2. Scenario & Sensitivity Analysis
Tests how projects perform under different conditions

* Best case, worst case, and expected case planning

* |dentifies critical variables that impact success

4. Budgeting & Cost Control Templates
Tracks actual vs. planned spending in real-time

* Variance analysis to catch issues early

* Resource reallocation as project evolves

Key insight: 76% of successful MSME projects use at least two of these modelling techniques in combination, adapting
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How Financial Modelling Drives Cost & Budget Optimization

(

Early Detection of Cost Overruns
Q Financial models detect potential budget issues 3-5 months earlier than traditional tracking methods, allowing for

timely corrective action

Scenario Analysis
|~ Testing multiple budget scenarios allows MSMEs to identify optimal resource allocation and prepare contingency plans

for various economic conditions

Informed Trade=off Decisions
AIA Quantifying the financial impact of different project options enables data-driven decisions about where to invest

limited resources

v= Resource Optimization
Granular cash flow forecasting prevents both resource shortages and idle capital, improving overall project efficiency

"MSMEs using detailed financial models report average project cost savings of 14-18% compared to those relying on
basic budgeting alone." — MSME Financial Practices Survey, 2024
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Use Case #1: MSME in Manufacturing (India)

Precision Engineering Components

Company Profile: A Pune-based auto parts manufacturer
with 12 crore annual revenue and 75 employees seeking
expansion capital.

* Challenge: Required X8 crore for new production line to
meet OEM contracts but faced multiple loan rejections
due to unclear financial projections.

* Financial Modeling Solution: Created detailed 3-
statement model with sensitivity analysis showing ROI
under various production scenarios.

* Outcome: Secured X7.5 crore term loan and managed
expansion with just 4% budget variance versus industry
average of 23%.

Project Timeline & Impact

Initial Planning Phase
Built capacity expansion financial model with 5-year

projections showing 32% IRR and 3.4-year payback period

Funding Application
Detailed cash flow projections and sensitivity analysis
impressed lenders, resulting in term sheet within 3 weeks

Project Execution
Variance analysis tracking kept project on budget through

weekly financial model updates

Results After 18 Months
Revenue increased 47%, operating margin improved by

5.2%, actual performance tracked within 6% of financial
model projections

"The financial model wasn't just about getting the loan—it became our roadmap for the entire expansion project and transformed our

approach to business planning."— Managing Director
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Use Case #2: MSME in Services (India)

) Financial Modelling Approach
TechServe Solutions, Bengaluru 9app

Business: IT services & consulting
Size: X8.5 cr annual revenue, 42 employees

* Cash flow projections: Created detailed 18-month cash
flow forecast with scenario analysis

* Service line profitability: Modeled contribution margins
across different service offerings

Challenge
* Faced intense competition and unpredictable client * Risk mitigation: Stress-tested financial resilience under
acquisition costs various client churn scenarios
* Cash flow constraints limited ability to take on larger Outcomes
contracts o Secured 1.2 cr working capital line to support larger
contracts

* Needed to expand service offerings but lacked visibility

into financial viability o Optimized pricing structure, increasing profit margins by

16%
Grew revenue 37% YQY while maintaining positive cash

o flow

Key Takeaway: Financial modelling enabled TechServe to transform from reactive decision-making to proactive growth
planning, even with limited financial expertise on staff.
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Indian MSME Landscape: Where We Lag

Adoption Gap

® Low utilization: Only 15% of Indian MSMEs use
formal financial modelling compared to 57%
globally

® Digital divide: Just 22% of Indian small businesses
use dedicated financial software versus 68% in
comparable economies

83% of surveyed Indian MSME owners cite "lack of
expertise" as their primary barrier to adoption

Missed Opportunities

® Project failures: 41% of MSME projects exceed
budget by >25%, directly attributable to inadequate
financial planning

® Funding constraints: X16.7 lakh crore funding gap
for Indian MSMEs, partially due to inability to
present credible financial projections

Indian MSMEs lose an estimated 4.3 lakh crore
annually in potential growth due to inadequate financial
modelling practices

Opportunity: Implementing even basic financial modelling could unlock 18-27% productivity improvements and increase
project success rates by 35% for Indian MSMEs, according to MSME Ministry research.

Source: MSME Ministry Annual Report 2024, BCG MSME Financial Practices Study 2023, World Bank Group MSME Finance Gap Assessment 2024

11
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Benefits & Revenue Impact for MSMEs

Key Benefits

Better Project Outcomes: MSMEs using financial modelling
report 71% higher project success rates compared to those
relying on intuition alone

Cost Control: Average 23% reduction in budget overruns
when utilizing proper financial forecasting and scenario
analysis

Funding Access: 62% improved success rate in securing
loans and investments through professionally prepared
financial projections

Revenue Growth: MSMEs implementing financial modelling
achieve 27% higher 3-year revenue growth versus industry
peers

Financial modelling provides the analytical foundation for
informed decision-making across all stages of project planning
and execution.

Performance Comparison
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Implementation: Tools, Challenges, Best Practices

2% Recommended Tools

* Excel/Google Sheets: Accessible
starting point with templates for cash
flow, P&L, and budget projections

* Zoho Books/Tally: India-specific
accounting solutions with built-in
financial analysis features

* Finmark/LivePlan: Specialized MSME
financial planning tools with
visualization capabilities

* Power Bl/Tableau: For advanced data
visualization once models are
established

A Common Challenges

¢ Skill gaps: 67% of Indian MSMEs cite
lack of financial modeling expertise as
their primary barrier

* Data quality: Inconsistent or missing
historical financial data leads to
unreliable projections

* Resource constraints: Limited time
and budget for implementing
comprehensive models

* Complexity management: Balancing
model sophistication with practical
usability

@ Best Practices

 Start simple: Begin with basic cash
flow forecasting before advancing to
complex models

* Document assumptions: Clearly
record all key assumptions for
transparency and future adjustments

* Scenario planning: Always model
multiple outcomes (best, expected,
worst case)

* Regular updates: Review and adjust
models as new data becomes available

Tip: Consider partnering with local business schools or MSME support organizations that offer financial modelling
workshops specifically designed for small business owners.
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Conclusion & Recommendations

Key Takeaways Recommendations for MSMEs

* Not just for large corporations: Financial modelling is  Start simple: Begin with basic templates and Excel-based
accessible and scalable for MSMEs of all sizes models before investing in complex systems

* Competitive advantage: Early adopters among Indian * Seek expertise: Consider financial modelling workshops or
MSMEs are already seeing significant benefits in project consultants specializing in MSME contexts
success

* Measure results: Track project outcomes before and after
* Risk mitigation: Even simple models can dramatically implementing financial modelling practices
reduce common project failures and budget overruns

The most successful MSMEs don’t wait for problems to arise - they model scenarios in advance.

Begin your financial modelling journey today to transform your project planning capabilities.
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