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A
Absolute references, 331, 332
Absolute value (ABS) function, 176
Accounting

and financial models, 6
principles, 126, 147
for stock options, 273

Accounts payable, 130, 134
Accounts Payable Budget

answers to questions, 283–285
and Budgeted Balance Sheet, 130
development of, 55–58
questions on, 59, 60

Accounts Receivable Budget, 32,
35–39

answers to questions, 279–282
in Budgeted Balance Sheet, 126,

128, 130, 134
credit sales collected, 37, 38
questions on, 39, 40

Alignment of cell text, 25, 323, 324
ALT key, 316, 317
Amortization, 6
Annualizing data, 228, 235
Arithmetic operators, 26, 330
Asset Turnover (Sales)/(Assets),

236, 238, 239
Assets

in Budgeted Balance Sheet, 126,
128–130

capital assets, 155
and net working capital, 134. See

also Net working capital

Assets, liabilities, and owners’
equity, 126, 128–130, 132,
147. See also Budgeted Balance
Sheet

Assumptions and Dashboard
worksheet

for Accounts Payable Budget, 55,
57, 58

for Accounts Receivable Budget,
35–38

answers to questions, 279–282
for Budgeted Statement of

Income, 86–88, 90
for Capital Expenditures Budget,

96, 98, 99
for Cash Budget, 110–113, 115,

116, 118
for Cash Collections from

Customers Budget, 32–34
for Cost-of-Goods-Sold Budget,

43, 44
Dashboard, 23, 165, 172–180,

187–189, 331
for Depreciation Budget, 104,

106
development of, 22, 23
for Disbursements for Capital

Expenditures Budget,
100–103

for Disbursements for Operating
Expenses Budget, 72

for Disbursements for Purchases
Budget, 52, 54
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346 INDEX

Assumptions and Dashboard
worksheet (Continued)

and discounted cash flow
calculation, 248, 250

for Headcount Cost worksheet,
65–68

for Headcount Overview
worksheet, 63, 65

income tax rate, 86–88
for Inventory Budget, 46, 48
loans payable, 132
for Operating Expenses Budget,

69–71
as part of financial model, 12
for Purchases Budget, 49–51
questions on, 39, 40
for Sales and Collections Budget,

22–24, 28–35, 38
for Sales Composition Budget,

29–31
and sensitivity analysis, 188
for Unit Sales and Price Budget,

28, 29
Auto-fit, 323

B
Balance Sheet. See Budgeted

Balance Sheet
Benefits, 65
Bold headings, 25
Borders for cells, 26, 327
Bottom line, 148
Breakeven value

in dollars, 16, 201, 213, 214
in units, 16, 201, 211, 212

Budgeted Balance Sheet, 3, 147–149
answers to questions, 294–296
assets, 126, 128–130, 147, 148
Dashboard, use of to check

accuracy and consistency of
financial model, 172–178

development of, 126–137

and difference between capital
expenditure expenses and
disbursements, 107

in financial models, 6
liabilities, 126, 130, 147, 148
net working capital, 126,

134–137, 148
and Operating Budget, 6
owners’ equity, 132, 147, 148
as part of Financial Budget, 6
questions on, 138–144
and Statement of Cash Flows,

150, 151, 154, 159
template, 10, 12, 13

Budgeted Income Statement, 5. See
also Budgeted Statement of
Income

Budgeted Statement of Income, 3,
148–150

answers to questions, 288–293
and Budgeted Balance Sheet, 126
and calculation of free cash flows,

166
and Cash Budget, 110, 118
completed, 118–120
depreciation, 82, 89
and Depreciation Budget, 104,

109, 110
development of, 77–90
in financial models, 6
and Gross Margin calculation,

222, 223
and Headcount Budget, 77, 79
interest expense, 73, 84, 89
net income, 77, 89
and Operating Expenses Budget,

77
as part of Operating Budget, 5
questions on, 91–95, 120–125
and Statement of Cash Flows,

148, 150. See also Statement of
Cash Flows
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taxable income, 84
taxes, 79, 84, 86
template, 7, 10, 13, 14
and Unit Sales Budget, 77

Budgets
answers to questions, 279
defined, 3
purpose of, 3
questions on, 19
types of, 3

Business plans, 6

C
Cap Chart. See Capitalization Chart

(Cap Chart)
CAPEX budget. See Capital

Expenditures Budget
Capital assets, 155
Capital Budget

and Budgeted Balance Sheet, 130,
132

and Capital Expenditures Budget,
10. See also Capital
Expenditures Budget

components of, 10
and Depreciation Budget, 6, 10,

69, 107. See also Depreciation
Budget

and Disbursements for Capital
Expenditures Budget, 10. See
also Disbursements for Capital
Expenditures Budget

as part of Financial Budget, 5, 6
template, 10, 11

Capital expenditures, 5, 6
depreciation. See Depreciation
and EBIT adjustments for

calculation of free cash flow,
169

Capital Expenditures Budget
answers to questions, 290–293
depreciation, 82

development of, 96–100
as part of Capital Budget, 10
questions on, 120–125

Capitalization Chart (Cap Chart)
answers to questions, 313,

314
equity investment, 269–273
in financial models, 6, 17,

267
initial ownership structure,

267–269
questions, 275–278
stock options, effect of, 268,

273–275
template, 19

Capitalization versus expensing,
96

Cash, in Budgeted Balance Sheet,
128, 130

Cash balance, 110–112, 116
Cash Budget

answers to questions, 290–293
and Budgeted Balance Sheet, 126,

130
and Budgeted Statement of

Income, 110
development of, 110–120
and Disbursements for Capital

Expenditures Budget, 100
and Disbursements for Purchases

Budget, 51
and Operating Budget, 6
as part of Financial Budget, 6
questions on, 120–125
and Statement of Cash Flows,

159
template, 10, 11

Cash collections, 110–112
Cash Collections from Customers

Budget, 32–35
answers to questions, 279–282
questions on, 39, 40
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348 INDEX

Cash disbursements, 112
Cash Flows from Financing

Activities
as part of Statement of Cash

Flows, 13
in Statement of Cash Flows, 13,

150, 157, 159, 160
Cash Flows from Investing

Activities
as part of Statement of Cash

Flows, 13
in Statement of Cash Flows, 13,

150, 155, 157, 158
Cash Flows from Operating

Activities
as part of Statement of Cash

Flows, 13
in Statement of Cash Flows, 13,

150–156
CD-ROM

contents of, 339, 340
customer care, 341, 342
Mac OS, instructions for use

with, 341
readme.txt file, 341
system requirements, 340
troubleshooting, 341
Windows, instructions for use

with, 340, 341
Cell ranges, 27, 28, 321–323, 330,

331
Cells

contents of, 319
entering information into, 318,

319
formatting options, 25, 26,

323–329
height and width, 323
naming, 27, 28, 321–323
number format, 324, 325
references, 27, 321,

330–333
Centering text, 25, 26

Clipboard, 328, 329
“Close” button, 317
Collections Budget, 7

See also Sales and Collections
Budget

Color, 327
Columns, 25, 26, 319–321
Common stock, 132, 157
Consolidated financial statements,

3, 147. See also Budgeted
Balance Sheet; Budgeted
Income Statement; Statement
of Cash Flows

and changes in input variables,
22

in financial models, 6,
12–14

Constants, 330
Contribution margin

answers to questions, 303, 304,
405

breakeven point in dollars, 213,
214

breakeven point in units, 211,
212

calculation of, 205–208
described, 201
in financial models, 6, 16
fixed costs, calculating, 201, 202,

204
operating leverage, calculating,

209, 210
questions, 215–219
reconciliation with net income,

207, 208
template, 17
variable costs, calculating, 201,

202
Control (CTRL) key, 26, 320, 321,

328
“Copy” command, 320
Copy formatting command, 328,

329
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Cost-of-Goods-Sold Budget
answers to questions, 283–285
development of, 41–45
as part Operating Budget, 5
questions on, 59, 60
template, 7, 8

Cost of goods sold (COGS), 45, 201
Cost of revenues, 5, 41. See also

Cost-of-Goods-Sold Budget
Cost per unit (CPU), 43
Credit sales, 32, 35–39
Credit sales collected, 37, 38
CTRL (control) key, 320, 321, 328
Currency, formatting numbers as,

26
“Cut” command, 320

D
Dashboard, 23, 331. See also

Assumptions and Dashboard
worksheet

Balance Sheet status, checking,
173–178

sensitivity analysis, use in,
187–189

Statement of Cash Flows,
comparing cash values with
Balance Sheet, 177–179

use of, 165, 172, 173
Data tables

free cash flows, 196–199
in Microsoft Excel, 333–337
net income, 194–196
one-variable, 191, 333–337
revenues, 191–194
sensitivity analysis, use in, 190,

191
template, 15, 16
two-variable, 191, 333

Data Tools, 192
Days inventory, 45
Days payable, 51, 100
Days-per-quarter, 55

Days receivable, 32, 37
Days Sales Outstanding (DSO), 32,

37, 40
Debt, 157, 158
“Define name” button, 323
Depreciation, 5, 6. See also

Depreciation Budget
and Budgeted Statement of

Income, 82, 84
for capital expenditures, 103,

104
and EBIT adjustments for

calculation of free cash flow,
169

and Operating Expenses Budget,
69

and Statement of Cash Flows,
151

straight line method, 104
Depreciation Budget

answers to questions, 290–293
and Budgeted Balance Sheet, 130
and Budgeted Statement of

Income, 104, 109, 110
and Capital Budget, 6, 10, 69,

107
development of, 103–108
questions on, 120–125

Diluted equity, 273
Disbursements for Capital

Expenditures Budget, 6
answers to questions, 290–293
development of, 100–103
as part of Capital Budget, 10
questions on, 120–125
and Statement of Cash Flows,

155
Disbursements for Operating

Expenses Budget, 5, 7. See also
Operating Expenses Budget

and Capital Expenditures Budget,
100

development of, 72, 73
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350 INDEX

Disbursements for Purchases
Budget, 5. See also Purchases
Budget

answers to questions, 283–285
development of, 51–54
questions on, 59, 60

Discount rate, 248
Discounted cash flow (DCF),

244–252

E
EBIT (Earnings Before Interest and

Taxes), 166–169, 171
Employee benefits, 65
= (equals) sign, 330
Equipment, furniture, and fixtures

and Cash Flows from Investing
Activities, 155

purchase of, 96, 97
Equity investments, 116

accounting for in discounted cash
flow, 251

effect of on Capitalization Chart,
269–273

Excel. See Microsoft Excel 2007
Expensing versus capitalization, 6,

96

F
F3 (function key), 330
F9 (function key), 193
Fill format, 327, 328
Finance, defined, 6
Financial Budget

answers to questions, 290–293
Budgeted Balance Sheet, 6, 96.

See also Budgeted Balance
Sheet

Capital Budget, 5, 6, 96. See also
Capital Budget

Cash Budget, 6, 96. See also Cash
Budget

described, 5

in financial models, 6
as part of Master Budget, 3, 4, 96
questions on, 120–125

Financial models
answers to questions, 279
Assumptions and Dashboard

worksheet, 12, 22, 23
hard coding, avoiding, 22
overview, 6, 7
questions on, 19
use of Dashboard to check

accuracy and consistency, 165,
166, 172

Financial ratios
answers to questions, 306–308
in financial models, 6, 16, 220
investment returns, 227–234
management efficiency, 234–239
profit margins, 220–227
questions, 240–243
template, 18

Financial statements. See
Consolidated financial
statements

Financing, 116
Fixed assets, 106, 107, 128, 130
Fixed costs, 201, 202, 204, 205,

207, 209, 211
Font selection, 25, 325, 326
Formatting options, 23, 25, 26,

323–329
Formula bar, 319, 323
Formulas

additions to Accounts Payable, 57
budgeted purchases, 49
cash collections from customers,

32
credit sales, 37, 38
days payable, 51
gross profit, 77
income from operations, 82
income taxes, 86
in Microsoft Excel, 329, 330
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net working capital, 134
payment of payables, 56, 57
straight line depreciation, 104
taxable income, 84
terminal value, 247

Founder’s stock, 267
Free cash flows

answers to questions, 299, 300
calculation of, 166–172
and changes in input variables, 22
data table for sensitivity analysis,

196–199
in discounted cash flow

calculation, 244–251
in financial models, 6, 13, 15,

165, 166
and net working capital, 126, 134
overview, 13, 15, 165, 166
questions, 181–183
and valuation, 165
worksheet template, 15

Function Arguments box, 330
Functionality of Microsoft Excel,

315–323
Functions of Microsoft Excel, 330
Furniture, fixtures, and equipment.

See Equipment, furniture, and
fixtures

Future value, 244, 245, 247, 248
“Fx” box, 319, 330

G
Gross Margin (Gross Profit)/(Sales),

16, 79, 220–222
Gross profit, 77, 79, 82

H
Hard coding, avoiding, 22
Headcount Budget

and Budgeted Statement of
Income, 77

development of, 61–68

Headcount Cost worksheet,
65–68

Headcount Overview worksheet,
63–65

as part of financial model, 12
“Help on this function” hyperlink,

330
“Home” tab, 320
Hyperlinks, 319, 330

I
IF function, 174–178
Income/Employee (Net Income)/

(Number of Employees),
235–237

Income from operations, 82
Income Statement. See Budgeted

Statement of Income
Income taxes, 84, 86
Indenting text, 26
Input variables, 22, 23
Inserting columns and rows, 320,

321
Interest expense, 73, 84,

112–119
EBIT (Earnings Before Interest

and Taxes), 166–169, 171
Inventory Budget

answers to questions, 283–285
and Budgeted Balance Sheet, 126,

128, 130, 134
development of, 45–48
Disbursements for Operating

Expenses Budget, 5
as part of Operating Budget, 5
questions on, 59, 60
and Statement of Cash Flows,

154
template, 7, 9

Inventory Turnover (Cost of Goods
Sold)/(Inventory), 236, 238,
239

Investment return ratios, 227–234
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K
Keyboard shortcuts, 316, 317, 320,

328

L
Liabilities

in Budgeted Balance Sheet, 126,
130

and net working capital, 134
Links, 331
Loans payable, 130, 134, 153

M
Mac OS, instructions for use of

CD-ROM, 341
Magnification. See “Zoom” button
Management efficiency ratios,

234–239
Master Budget

components of, 3–7. See also
Financial Budget; Operating
Budget

in financial models, 6
financial schedules, 10, 12
outputs of, 3
supporting schedules, 3

Menu bar, 316, 317
Merger and acquisition

comparables, 244, 257–260
Metrics

breakeven values, 201, 211–214
contribution margin, 16, 201. See

also Contribution margin
days payable, 51
Days Sales Outstanding (DSO),

32, 37
Earnings Before Interest and

Taxes (EBIT), 166–169, 171
financial ratios, 220. See also

Financial ratios
operating leverage, 201, 209

Microsoft Excel 2007
copy, cut, and paste features,

320
data tables, 333–337
formatting options, 323–329
formulas, 329, 330
functionality, 315–323
functions, 330
“home” tab, 320
keyboard shortcuts, 316, 317,

320, 328, 330
Office button, 317, 318
referencing other cells, 27, 321,

330–333
workbooks, 315
worksheets, naming, 321, 322
.xlsx extension, 315

Microsoft Windows, instructions
for use of CD-ROM, 340,
341

Minimum cash balance, 112
Mistakes, correcting, 320
Mixed references, 331, 332
Moving columns and rows, 320,

321

N
Name Box, 27, 28, 321–323
Naming

cells and cell ranges, 27, 28,
321–323

worksheets, 321, 322
Napavale case study, background

information on, 20–22
Net income, 77, 89, 148, 151

data table for sensitivity analysis,
194–196

reconciled with contribution
margin, 207, 208

Net Profit Margin (Net Income)/
(Sales), 16, 224, 226, 227
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Net working capital, 126, 134–137
and EBIT adjustments for

calculation of free cash flow,
169, 170

“New” button, 317
Numbers, formatting options, 26,

324–326

O
“Office” button, 317, 318
“Open” button, 317
Operating Budget

answers to questions,
279–293

and Budgeted Balance Sheet, 6
and Budgeted Statement of

Income, 5. See also Budgeted
Statement of Income

and Cash Budget, 6
and Cost-of-Goods-Sold Budget,

5. See also Cost-of-Goods-Sold
Budget

in financial models, 6
and Inventory and Purchases

Budget, 5. See also Inventory
Budget; Purchases Budget

and Operating Expenses Budget,
5. See also Operating Expenses
Budget

as part of Master Budget, 3, 4
questions on, 39, 40, 59, 60,

74–76
and Sales and Collections Budget,

4, 20. See also Sales and
Collections Budget

Operating Expenses Budget
answers to questions, 285–287
and Budgeted Statement of

Income, 77
depreciation, 69. See also

Depreciation Budget
development of, 69–71

and Disbursements for Operating
Expenses Budget, 5

and Headcount Budget. See
Headcount Budget

as part of Operating Budget, 5
questions on, 74–76
template, 7, 9

Operating leverage (fixed costs/total
costs), 16, 209, 210

Operating system, 316
Operators, 26, 330
Owners’ equity, 132
Ownership structure. See

Capitalization Chart (Cap
Chart)

P
Page Layout, 316, 317
“Paste” command, 320, 329
“Paste special” command, 329
Payroll taxes, 65
Per-employee ratios, 234–236
Percentage paid for in a given

period, 100, 101
P&L. See Budgeted Statement of

Income
Placeholders for input variables, 23
Post-money valuation, 269–273
Pre-Tax Margin (Taxable Income)/

(Sales), 222, 224, 225
Present value, 244, 245, 247–249
Profit margin ratios, 220–227
Profit plan, 20. See also Operating

Budget
Public company comparables, 244,

253–257
Purchases Budget, 5, 7

answers to questions, 283–285
development of, 49–51
Disbursements for Operating

Expenses Budget, 5
as part of Operating Budget, 5
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Purchases Budget (Continued)
questions on, 59, 60
and Statement of Cash Flows,

154
template, 7, 9

R
Readme.txt file, 341
Recalculate (F9 key), 193
Receivable Turnover (Sales)/

(Accounts Receivable), 236,
238, 239

“Redo” command, 320
Referencing other cells or

worksheets, 27, 77, 321,
330–333

Relative references, 331, 332
Removing columns and rows, 320,

321
Rent, 5, 69, 201. See also Operating

Expenses Budget
Research and development

expenses, 69
Retained earnings, 132
Return on Assets (Net Income)/

(Assets), 230–232
Return on Capital (Net Income)/

Owners’ Equity + Debt), 231,
233, 234

Return on Equity (Net Income)/
Owners’ Equity), 16, 228–230

Revenue data table for sensitivity
analysis, 191–194

Revenue/Employee (Sales)/(Number
of Employees), 235–237

Revenues and expenses. See
Budgeted Statement of Income

Rows, 319–321

S
Salaries, 5, 201. See also Headcount

Budget; Operating Expenses
Budget

Sales and Collections Budget
Accounts Receivable Budget, 32,

35–39
Assumptions and Dashboard

worksheet, 22, 23
Cash Collections from Customers

Budget, 32–35
and Gross Margin calculation,

222, 223
as part of Operating Budget, 4,

20
Sales Composition Budget, 29–32
template, 7, 8
Unit Sales and Price Budget,

24–29
Sales Composition Budget, 29–32

answers to questions, 279–283
questions on, 39, 40

Sales projections, 22–24
“Save as” button, 318
“Save” button, 317, 318
Selecting rows and columns, 320,

321
Sensitivity analysis

answers to questions, 301, 302
Dashboard, consolidation of

information into, 187–189
data table template, 15, 16
data tables, use of, 187, 190–199
in financial models, 6, 15, 187
input and output variables, 187
Microsoft Excel, use of, 333–337
questions, 199, 200

Services, cost of selling, 5, 41. See
also Cost-of-Goods-Sold
Budget

Shading, 328
SHIFT key, 321, 330
Short-term borrowings, 155
Statement of Cash Flows, 3

answers to questions, 297, 298
and Budgeted Balance Sheet,

150–151, 154, 159
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and Budgeted Statement of
Income, 148, 150

and Cash Budget, 159
Cash Flows from Financing

Activities, 13, 150, 157, 159,
160

Cash Flows from Investing
Activities, 13, 150, 155, 157,
158

Cash Flows from Operating
Activities, 13, 150–156

completed, 159, 160
Dashboard, use of to check

accuracy and consistency of
financial model, 172, 173,
177–179

development of, 150–160
direct approach, 150
and Disbursements for Capital

Expenditures Budget, 155
in financial models, 6
and free cash flow calculation,

169
indirect approach, 150, 151
and Inventory Budget, 154
and Purchases Budget, 154
questions, 161–164
template, 13, 14

Stock options, effect of on
Capitalization Chart, 268,
273–275

SUM, 330
System requirements for use of

CD-ROM, 340

T
Table dialog box, 193
Taxes

adjustments for calculation of
free cash flow, 167

EBIT (Earnings Before Interest
and Taxes), 166–169, 171

income taxes, 86
taxable income, 84

Terminal value, 245, 247, 248
Time period conventions, 7
Triangulation techniques for

valuation, 17, 244, 257, 261,
262

Troubleshooting, CD-ROM use,
341

Turnover ratios, 234, 236, 238,
239

U
Undiluted equity, 273
“Undo” command, 320
Unit Sales and Price Budget, 24–29,

77

V
Valuation

answers to questions, 309–312
approaches to, overview, 244
discounted cash flow (DCF)

method, 244–252
in financial models, 6, 16, 17
mergers and acquisitions

comparables, 244, 257–260
post-money valuation, 269–273
public company comparables,

244, 253–257
questions, 262–268
template, 18
triangulation of values, 17, 244,

257, 261, 262
weighting methods for

triangulated value, 261, 262
Variable costs, 201, 202, 205, 207,

211
Views

switching, 26
“zoom” button, 318
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W
What-If-Analysis, 192, 333, 337
Windows, instructions for use of

CD-ROM, 340, 341
Workbooks in Microsoft Excel,

315
Worksheets in Microsoft Excel

on CD-ROM, 339, 340

naming, 321, 322
referencing, 27, 77, 331, 332

X
.xlsx extension, 315

Z
“Zoom” button, 318
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