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When DO You want a great data model?

Here are a couple of scenarios where a financial- or data-model is essential to make
the best decisions:

Scenario

Purpose of modelling

Potential parameters

Building a budget – Steering the business
forecast

• Sales
• Cost
• Anticipated market-changes

Increasing prices

Optimal strategy

•
•
•
•

Turnover in $
Quantities sold
Type of product
Market

Sales review

Dashboard and measuring success

•
•
•
•
•
•
•

Products
Product categories
Sales channels
State
Turnover
Quantities sold
Markup

Productivity

Measuring and improving
productivity

•
•
•
•
•

Team size
Jobs
Job categories
Clients
Time-sheets

Quoting

Ability to quote faster

•
•
•
•
•

Products
Workflow
Quantities sold
Product categories
Correct variables

Buying a house /
unit

Evaluating the maximum investment • Own capital
possible
• Lending capacity
• Cost of renovating (if needed)
• Cost of moving
• Payment to solicitor
• Etc.

Getting a mortgage Calculating the monthly payments
with:

• Interest rates
• Interest only vs. paying of the principle
• Fixed vs. flexible interests

Installing solar

•
•
•
•
•
•

Feasibility and ROI study

Investment
Electricity savings
Feed in tariff
Interest charged by bank
Own capital
Pay-back time
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Mistakes people make

When building a financial- or data-model, these are the typical mistakes I’ve seen:

1| Oversimplifying:
Because a lot of people are not familiar with numbers they tend to make their model too simple. They are
missing out on a parameter/factor or two. And the whole model might just fall short.
For instance by making a dashboard for the sales-director you could argue that all you want to know is the
quantity sold and the turnover. This might be good enough for a press release: “company xyz increased
their revenue versus last year and is now turning over $123m”. But this is not allowing you to steer your
business. You might gain market share in one area, but you are losing in others at the same time. By
oversimplifying your model you are missing out on vital information.

2| Overcomplicating:
The opposite is true as well, because overcomplicating your financial model might leave you with a
financial model that is clunky and very user unfriendly to operate.

3| Not Crash-testing:
The next big mistake is to not crash-test your financial model. By crash-testing I mean to try to break your
model, by using illogical and extreme values for the input parameters and checking the output.
Does a negative value in one area cause your model to crash? What happens if the quantity sold is set to
1,000,000? By doing these kinds of tests you can also determine quickly whether one of your resulting
values has been set to a fixed value instead of being a formula.

4| Fixing values:
This is another of the very typical and very dangerous mistakes I’ve seen over and over again. Somewhere
in your model a number didn’t make sense, so someone put in a value instead of the formula. Next month
no one will remember this change and the fixed value stays there and all results are wrong.

5| Copying formulas:
Another more technical mistake - I’ve seen so many times – is to not checking whether the formulas used
are copied for the whole table. Or in case your input data has increased to forget to change or copy the
formulas accordingly so to capture the whole new input range.

6| Sense-checking:
And then there is the good old back of the envelope calculation you should do just to give yourself a rough
idea about the expected results. Missing out on this step can end up in you misinterpreting the results and
then basing $1m decisions on your faulty financial model.

7| Doing nothing:
To avoid all these mistakes above some people just sit on their hands and do nothing. The very Australian
we’ll be right mate attitude is dangerous in itself and can be very costly.
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To keep in mind
when building your model…
•
•
•
•
•
•
•
•
•
•
•

90% of all errors occur in the final 10% of the project phase
What is the story you are trying to tell with your model?
What are the questions you want to answer?
Constantly checking your model for Errors – Error checks are your friend not the enemy.
You can’t spot your own errors - Get help from a friend, colleague or outside person
Make sure to label and format your model neatly and consistent
First impressions count in life and in viewing a spreadsheet
Use one consistent unit of value throughout your whole model (eg. In $, 000, or m)
Use one consistent unit of time throughout your whole model (eg. Quarterly)
Avoid hard coded values (e.g. a formula which contains a fixed number)
Make sure that the mathematics in your model are logical and correct - Again, get
another pair of eyes to cross-check your calculations
• Understand the behaviour of what you have modelled.
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What is a bad model ultimately
costing you?
The implications of a bad model can be range from so what to devastating.
Sometimes it does suffice to rebuild the model when you find an error. It might take you another couple of
hours to eliminate the error, but the damage might be negligible.
However, the contrary might be the case with other models. If you are a business needing to make
$1m+ decisions based on information collated in an Excel spreadsheet, you want to make sure that the
calculations are flawless, reasonable and requires the least manual intervention as possible.
Such an error in a spreadsheet is not just costing you time in rebuilding it. In this case it might cost you
millions of dollars if the wrong conclusion was drawn to reverse the decision made. Which could ultimately
mean your business is losing market share and reputation.
Needless to say, that these errors might cost you your job and personal reputations.
There are a couple of extreme costly errors reported in the press all over the world.
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Modelling gone wrong big time:

(from: http://learn.filtered.com/blog/5-excel-bloopers-with-huge-concequences)

Fannie Mae
We should have seen the financial crisis coming. Back in 2003, the giant mortgage guarantor made an
error in an Excel spreadsheet when transitioning to a new accounting regulation. The result: an error that
made Fannie look $1.3 billion more profitable than it actually was. Th¬e company was forced to later
restate its results.

Carmen Reinhart & Kenneth Rogoff
Carmen Reinhart and Kenneth Rogoff used debt levels of dozens of countries going back to the
1800s in their 2010 paper to show that when a country’s debt hits 90% of its GDP, economic growth
slows dramatically. In contrary, according to a paper written by three economists at The University of
Massachusetts, a coding error in the Harvard professor’s spreadsheet completely excluded the first five
countries in their dataset. The error caused the professors to conclude that on average, countries in the 90%
+ category tended to see their economies shrink -0.1% a year. In fact, the economies grew 2.2%.

Utah
In 2011, a miscalculation in Utah’s office of education underestimated the number of students who would
enrol in the state’s public schools and led to a $25 million budget shortfall. The state’s superintendent
eventually attributed the error to a “faulty reference in a spreadsheet,” and two of the state’s top finance
officials were forced to resign.

London Whale
In the wake of the $6.2 billion JPMorgan Chase trading loss, countless employees have been fired or even
brought in front of governing bodies. However, who or what was really to blame? According to an internal
report on the trading loss released in February, the Microsoft Excel model that was supposed to monitor
and limit the amount of risk the bank’s London traders were taking was “operated through a series of Excel
spreadsheets, which had to be completed manually, by a process of copying and pasting data from one
spreadsheet to another.” One key measure was added when it should have been averaged. The result: Risk
officers at JPMorgan believed their trade was half as risky as they actually were. By those numbers, CEO
Jamie Dimon can pass $3.1 billion off on Excel. The rest is still on him.

Barclays purchase of Lehman Brothers
When Barclays sent over its offer to buy up Lehman Brothers in the immediate wake of the firm’s September
2008 collapse, it did so with an Excel spreadsheet. The makers of the spreadsheet, which detailed Lehman’s
assets and what Barclays was willing to buy, hid, rather than deleted, nearly 200 cells. But when a junior
law associate at Cleary Gottlieb Steen & Hamilton converted the Excel file to a PDF and e-mailed it over
to the bankruptcy court, the hidden parts of the spreadsheet reappeared. The result: Along with the parts
of Lehman Barclays wanted, the British bank was also forced to swallow losses on an additional 179 toxic
deals it never intended to buy.
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Actions you should take
to avoid the trap
What could you do to avoid these pitfalls?
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Brainstorm your ideas and concepts
Distinguish whether it is a one-off calculation or a sophisticated model
Write down your assumptions
What is the story you want to tell with your spreadsheet?
Clearly separate your assumptions, parameters and results (e.g. have one sheet for the assumptions,
one for the input and multiple sheets for the results)
Avoid hard coded values at all cost
Build in error checks (e.g. if you can arrive at the same result by a second way of calculation, build in
the second way and make sure both results are identical)
Colour code your different areas in the model (e.g. yellow for input, grey for assumptions,
green for output)
Protect your calculations
Test your calculations by using extreme values for your assumptions or parameters (e.g. change the
input from 500 to 50,000 to see the effect, a change to 550 might only change your results marginal)
Verify your result with a back of the envelope calculation
Document your calculations
Make sure your model looks tidy and the layout is well designed? (e.g. could you add headings for the
inputs?; could you add graphs for the output?)
Get your financial model audited (another set of eyes works wonders)
Engage a modelling expert

What is bad modelling costing you? | 7

CASE STUDY
Interactive Dash Board for Big Data
Business Case…
My client is a globally operating production company selling a wide range of white-goods
through different distribution channels across Australia and New Zealand. The information
about sales by channel, by product group, by state, by month needed to be downloaded
and inserted into Excel – each month.

Pain Points…
The biggest challenge for my client was to find the time each month to prepare all reports
whilst the sales team was constantly on his back asking for the update.

Solution - what we did…
We created an highly flexible dialog screen
where the sales team can focus their interest on a combination of channel, product
group, state and month.
All we needed was to structure the incoming
data according to these simplified categories to allow for flexible reporting.

Impact…
The workload went down from averaging 5 days per month preparing the reports to less
than one day. Great improvement in transparency and accuracy of the data.

Client Feedback…
“The feedback and acceptance from the sales team have been very good.
They are thrilled.”

Next Steps after delivery…
This system has been now in place for over 12 months.
In case of any changes within the products, categories or sales channels the users maintain
the system and dialog-screens themselves.
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CASE STUDY
Measuring productivity
Business Case…
A team of three people working in a technical service department maintaining incoming
repair requests from their customers. These repairs could be on warranty or be a chargeable
job. The number of jobs coming in per day varies between 10 and 30.

Pain Points…
How to evaluate in a fair way the productivity of the team when they were managing a
variety of different jobs - in complexity and type.

Solution - what we did…
I created an Excel page with roughly 35 buttons – each button representing a task of the
technical service team - including meetings, phone calls and leave days. Clicking on any
button adds a tick to the tally sheet and
adds the allocated number of points to the
total number of points for this day.
Additionally I created a master-view which
allows the Manager to see on an ad-hocbasis how each team member is performing
in terms of points, time taken and dollar
invoiced.

Impact…
The productivity for the overall team went up by 75% in the first year.

Client Feedback…
“This is what Jürgen does, he finds you a solution that works – brilliant!”

Next Steps after delivery…
This system has been now in place for over 18 months.
Changed the number of buttons and the personal benchmark increased twice and is now
57% higher than at the start, hence further increasing productivity.
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Testimonials

The Classic Safari Company

Julie McIntosh
Director

Mater Hospital

Caroline Hudson
Finance Director

Stryker SSP

Karen O‘Keeffe

“Jurgen has revolutionised the business processes within our workplace
making our days far less stressful and way more efficient than before.
Nothing is a problem for Jurgen - if you ask Jurgen to solve a problem, the
standard answer is inevitably “but, of course!” - always said with a smile
and on occasion with a home-baked cheese cake waiting in the wings.
Through Jurgen’s association with my business he has also become a friend.
I am always happy to go to Jurgen for a different view on how we see the
world whether this be personal or business. A great person to know! “

“Jürgen’s modelling skills are outstanding. His ability to build a highly effective, sustainable model for a very complex financial scenario is second to
none.”

“I am ex Deloitte and in business for more than 15 years, Jürgen is one of
the top three consultants I‘ve ever worked with.”

Pricing Manager

Wildfire Publishing

Victoria Black
Director
Australian Business Woman of the year

“I have known Jurgen for 10 years and think he is absolutely amazing at
everything he does. He is a genius with numbers and the clarity they convey. He is massively dedicated to helping his clients to structure, systemise
and automate their existing data-models. If you think your modelling or
systems could be inadequate Jurgen is your man...anything from financial
models, quotation tools, workflow or productivity improvements to analytics
and dashboards based on big data. He is also great fun to work with and
will inspire you with his joie de vivre! - he is super-fit...up every morning for
his walk whilst the sun rises over Curl Curl Beach and he is an amazing chef
too! (Ask him to bake you a cake!) I can’t recommend him highly enough.”
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About the author

Hi, I‘m Jürgen Schmechel. Apart from German and English, another language I
speak is numbers.
The fascination in numbers, how they work and their underlying message, led me to
start my first consultancy over 35 years ago. As for my second obsession (problem
solving), that started as a child when I would solve short riddles and puzzles to
pass time. You could say my curiosity in uncovering insights from complex data sets
and models today, stems from the enjoyment of “cracking the code” back then.
I now focus my time in helping mid to large-sized businesses, structure, systemise and automate their
data and Excel models with my German precision. Senior executives and business owners usually reach
out to me when they are overwhelmed by the complexity of their data, find their model is broken or find
themselves wasting precious time by doing tedious reporting over and over again.
The data-models I develop vary depending on the problems and businesses. They take shape in many forms
and can be financial models, quotation tools, periodic reports, workflow or productivity improvements, or
analytics and dashboards based on big data.
If you draw three overlapping circles, one with analytics, one with technical ability and one with business
acumen, the part where you get all three is perhaps why clients choose to engage in my services.
At the heart of what I do, it’s about saving time, providing rigour and strategic advice, so clients can focus
on their key priorities and make $1M+ decisions with clarity, backed with sound insights. Seeing my clients’
faces light up when seeing what is possible with their data is what I enjoy most about my work.

I’m here for you
Thank you for reading this short white-paper all the way to the end. As a thank you for your interest I am
offering you a free 30 minute phone conversation. In that time we should be able to have a look at your
specific situation and highlight any issues you have right now. Book yourself a convenient time in my
calendar or simply call me now on: 0415 509 275.
I’d love to be helping you “cracking the code” and assisting you in achieving your goals.
Looking forward to hearing from you. Thank you.
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