The pro-forma sanity check.
[bookmark: _GoBack]Sanity check is a method used to check the correctness of certain calculated values. The following values require a sanity check, net working capital, free cash flow, payback period, IRR, and cumulative cash. The net-working capital as a function of sales is the ratio that results after dividing the total business capital by the revenue gained from the stock sale. On the other hand, free cash flow is calculated by multiplying earnings before interest and taxes by (1 − tax rate), adding depreciation and amortization, and then subtracting changes in working capital and capital expenditure. The payback period is the time taken to repay a debt or a loan, and it is calculated by dividing the amount of the investment by the annual cash flow. It is usually expressed in years, and one needs to multiply the payback period by 12 to get the same monthly contribution. 
Cumulative cash is the total amount of cash flow in the current time, calculated by adding together cash flows of different years. IRR is the ratio that estimates the profitability of a certain investment decision and is always easy to compute, given the values of free cash flows over the production period in the Microsoft excel. It is one of the formulas in Microsoft excel.
