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Index

Accretion and dilution, 156, 349
Accumulating periodic data, 167–72
automatically adjusting formulas, 167–72
balance sheet accounts, 167
detailed sheet, 167–72
fiscal month switch, 168
income statement items, 167
quarterly counter, 168
quarterly summary report, 167–72

Acquiring PDF data, 28
Acquisition model phases
acquisition period, 71
alternative holding periods, 71
exit period, 71–72
optimal period, 71

Acquisition model structure
cash flow priorities, 36
exit values, 30–33
goodwill analysis, 30–33
holding period, 35
pro forma balance sheet, 30–33
sources and uses, 35

Aggregate test, 52
ALT and F1, 28, 175, 176
Annual page, 73–84
Annuity and equal installment repayments
tax effects, 542

Arrange all option, 216
Array variable, 53, 95, 96, 97, 191
Asset retirements
full life cycle of plant, 100
gross plant balance, 101
new growth, 100
percent of depreciation, 99–109
true cash flow, 100

Automatic except data tables, 194, 198

Back-of-the-envelope models, 15, 16
Bad programming practice, 41–54
auditing processes, 41
inputs as part of a formula, 41–54

Balance sheet test, 17–41
Benchmarking and regression of multiples, 453–61
implied cost of capital, 453
regression analysis and offset function, 458

Bond cash account, 514
Break-even analysis, 185–205
corporate finance, 191
debt service coverage ratio, 186
deriving the break-even point, 185–205
forecasting commodity prices, 185–205
Goal Seek, 185–205

IRR on senior debt, 185–205
Bridge between equity value and enterprise value
analogy to invested capital segregation, 322
and weighted average cost of capital, 322
use of market value, 321

Brownianmotion, 279, 280, 281, 287, 296, 297, 299

Cap exp to depreciation, 379–84
and implied EV/EBITDA, 447
net plant depreciation formula, 381
nominal current currency, 379
and plant age, 380
stabalization, 384

Capital asset pricing model, 207, 347, 348
failed, 14, 114

Capital asset simulation, 383
Capitalizing debt, 37
Cap rate, 578, 579, 580
Cash flow available for debt service, 173,

189, 190, 493, 499, 516, 519, 526, 542,
545, 550

Cash flow sweep. See Debt and cash waterfall
Changes in growth rates, 311
Churchill, Winston, 21, 149, 357
Circular logic philosophy, 465
Circular reference and cash sweep, 464–81
algebraic method, 477
average interest expense, 465
interest on average debt balance, 470
problems with iteration button, 471
use of opening debt balance, 467

Circular reference five methods, 468–75
algebra, 469
benefits of user-defined function, 480
iterative calculation button, 468
solver, 470
user-defined function, 469

Circular references in corporate model, 483–89
Circular refernce, user-defined function method
use of fx icon, 482

Code number, 55–67
Color conventions
f5 key, 47, 48

Commitment fee, 69, 116, 466, 507, 509, 547
Commodity prices, 5, 56, 186, 211, 284,

287, 298
Comparative multiples
samples, 436
tax rate differences, 437

Comparing history with projection, 90
Conditional formatting, 60, 65, 66, 76, 199, 200, 236,

237, 332, 374. See Long-term proof
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Copy and paste macros, 49, 194, 227, 467, 469, 492,
505, 539, 551

Corporate debt analysis
bullet payment, 116
circular reference, 115
credit enhancements, 120

Corporate model structure
analysis of history, 21–25
historical balance sheets, 23
return on invested capital, 21–25
summary page, 21–25
terminal valuation, 21–25

Corporate valuation issues
bridge enterprise value and equity value, 308
cost of capital, 307–12
earned returns, 308
indefnite life, 308
sustainable growth rate, 307–12
terminal value, 307–12

Correlated variables, 290, 292
Correlation
Cholesky factors, 290, 291

Cost of capital building blocks, 439
Country risk premium, 309
Covenants and cash flow sweeps, 571–76
limitations on payment of dividends, 571
lockup cash reserve account, 571
volatility of the cash flow, 572

Credit enhancements, 9, 113, 120, 493, 569, 571, 572
Credit support, 508
Custom scenario, 184, 211, 213, 223, 224, 226, 227,

228, 242
attach spinner, 223
combo box, 223
VBA, 227

Customized exercises, 10

Data table, 72, 129, 193–98, 248, 249, 250, 251, 252,
275, 385, 455, 473, 479, 564, 580, 584, 585, 586,
587

bad aspects, 193
column input, 196, 197, 198, 202, 204, 212, 220,
238, 244, 249, 585, 586

one-way, 193, 194, 196, 197, 198, 199, 200, 201,
202, 212, 219, 220, 585

output variable, 185–205
row input, 196, 197, 198, 202, 203, 204, 212, 244,
249

same sheet as the input variable, 194
sensitivity range, 185–205
sensitivity variables, 194, 195, 197, 198, 200, 203,
244

top left corner, 185–205
two-way, 194, 195, 196, 197, 201, 202, 204, 242,
243, 244, 245, 247, 248, 249

upper left-hand cell blank, 201
DCF model, timing, 363–67
(1+WACC)^.5, 364
compound index, 366
compound index and SUMPRODUCT, 366
mid-year assumption, 363
theoretical long-term model, 363
varying WACC, 365

Debt analysis, 113–30

cash flow waterfalls, 113–30
credit spreads, 113–30
debt schedule, 114
interest rates and fees, 113
repayment structure, 113
size of debt, 113
tenor of debt, 113–30

Debt and cash waterfall
covenant, 120
debt defaults, 119–30
five-step process, 121
hydroelectric plants, 120
IRR realized by lenders, 125
linking debt schedule, 124
priorities of cash flow, 123
probability of loss, 125
remaining available usage, 122
revolving credit, 119–30
subtotal accounts, 123
subtotals, 120
test for positive, 119–30
total commitment, 122

Debt corporate analysis
cash account, 117
cash minus short-term debt, 118
connect the balance sheet, 115–18
connecting debt to cash flow, 115–18
connection of cash flow and debt balances, 118
end of the cash flow statement, 115–18
negative or positive, 118
net cash account, 117
net changes in cash, 119
split up the cash account, 115–18

Debt IRR, 36, 125, 127
Debt repayment switch, 522, 557, 558,

561, 562
Debt sculpting, 515–37
closing balance of the debt, 517
solver method, 516, 517–19

Debt service coverage ratio, 30, 32, 39, 152, 165, 174,
186, 187, 189, 190, 191, 192, 193, 194, 196, 199,
200, 209, 219, 221, 257, 278, 491, 493, 497, 499,
500, 521. See Sensitivity analysis

tail, 189, 190, 191, 255
Debt service reserve account, 10, 33, 120, 127, 466,

494, 504, 516, 530, 547–53, 547, 548, 549–51,
550, 552, 565, 571, 573. See Debt and cash
waterfall

circularity problem, 548
cost to sponsor, 547
separating construction debt from permanent debt,
548

Deferred taxes, 24, 25, 399–406, 400, 401, 404,
405, 415, 427, 446, 448, 449, 451. See Invested
capital

Deferred taxes and deprecation, 91–112
adjusting the tax basis, 91–112

Deferred tax to cap exp ratio, 401–5
simulation, 402
stabalization, 401

Delevering and then relevering the beta, 309
Demand-driven model, 56, 57, 58
Depreciation
asset retirements, 92–112
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depreciation and free cash flow, 92–112
depreciation rate, 95

Depreciation and acquisition, 91–112
purchase of assets, 91–112
purchase of shares of stock, 91–112
stock transaction, 111, 112

Depreciation methods
accumulated depreciation ratio, 92–112
accumulated depreciation to net plant, 104
direct model of retirements, 107
gross plant method, 92–112
implicit retirement rate, 92–112
net plant method, 105
overstatement of depreciation, 104
prospective retirements, 92–112

Depreciation vintage
age matrix, 94–99
depreciation function, 94–99
depreciation table, 94–99
tax depreciation, 94–99
year born, 94–99

Deterministic models, 15, 263
Developer tab, 177, 214, 246
Drop-down box, 26, 42, 176, 177, 185, 211, 214, 215,

216, 222, 225, 227, 229, 246, 282, 316, 317, 318
windshield-wiper method, 214, 215

DSRA and cash sweep, 552
Dynamic Goal Seek, 542
Dynamic graphs, 179, 181
#n/a symbol, 179, 180, 559
flexible range name, 458
flexible range name with offset, 181

Dynamic range names, 182, 183
offset function, 183
replace the range, 183

End of quarter, 77, 169. See Accumulating periodic
data

End of the quarter function, 74
Enterprise value
working capital only case, 429

Equilibrium growth rate, 67–84
Equity cash flow
and DCF, 435
dividend priority, 134
earn-out provisions, 131
flip structure, 135
funding percentages, 134
highest priority investor, 132
IRR target, 131–38
new equity issues, 119–30, 131–38
priorities on free cash flow, 131–38
ratchets, 131–38
tax equity, 135
tracking account, 132
trigger mechanism, 132
yield tracking, 133

Equity consideration, 37, 326
Equity kickers, 37, 132
Estimating mean reversion, 295–304
changes in price and past prices, 299
historical volatilities for different time periods, 303
inspect the simulated volatility, 303
regression equation, 298

VBA code, 302
volatilityon a monthly and annual bais, 301

Estimating volatility, 295–304
annual, 295–304
annualization adjustments, 295–304
annual time series data, 295–304
discrete and continual compounding, 297
square root of time periods, 296
standard deviation of annual percent changes,
295–304

standard deviation of price changes, 295–304
user-defined function, 297

Eurotunnel, 5, 7, 161, 165, 186

Financial institution, 18, 20, 92
Financial statement analysis, 21–25
Financial statements, 139–46
balance sheet, 146
cash flow statement, 144
collecting closing balances, 146
earnings per share, 139
end of the cash flow statement, 145
equity balance account, 146
indirect cash flow method, 144
minority shareholders, 139–46
profit and loss statement, 139–46
tax schedule, 140

Fitch Ratings agency, 210
Fixed and variable costs, 7, 24, 87
Flip IRR, 133. See Equity cash flow
Free cash flow and equity cash flow, 313–20
Frequency distributions
bins, 273
increments, 273
minimum value, 275

Functions
AVERAGEIF, 79, 167, 170
CHOOSE, 62, 63, 64, 152, 177, 246
COUNTIF, 110
DAYS360, 72
EDATE, 74
EOMONTH, 74, 75, 77, 169
FREQUENCY, 272, 273, 274, 275, 281, 282, 315
HLOOKUP, 42, 60
INDEX, 26, 28, 42, 62, 63, 64, 65, 71, 80, 82, 83, 88,
89, 95, 96, 199, 200, 203, 211, 212, 213, 214, 215,
216, 217, 218, 221, 222, 224, 228, 234, 238, 239,
240, 241, 242, 243, 244, 245, 246, 248, 267, 282,
283, 317, 318, 333, 366, 392, 440, 456

INDIRECT, 118, 144, 171, 172, 173, 224, 324, 325,
327, 335, 410, 412, 442, 457, 469

ISBLANK, 317
ISNUMBER, 560, 561
LOOKUP, 42, 59, 60, 63, 64, 94, 95, 96
MATCH, 26, 28, 42, 71, 82, 83, 180, 199, 200, 239,
240, 241, 245, 333, 412

MOD, 556, 558
NORMDIST, 258, 259, 260, 261, 281, 282, 283
NORMINV, 259, 260
NORMSINV, 261, 262, 270, 271, 287, 289, 290, 291
NPV, 152, 182, 191, 329, 331, 332, 333, 363, 364,
366

OFFSET, 100, 141, 143, 179, 180, 181, 182, 183,
342, 345, 381, 382, 458, 459, 557, 558
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Functions (Continued )
RAND(), 262, 270, 271, 287, 289, 290
ROUND, 52, 318, 394
ROUNDUP, 168
SMALL, 231–52
SUMIF, 42, 51, 53, 77, 81, 117, 167, 168, 169, 170,
171, 172, 173

SUMIFS, 77, 167, 168, 169, 170, 171, 173
SUMPRODUCT, 34, 42, 267, 324, 366, 367, 440
TRANSPOSE, 95, 96, 228, 234, 235, 236, 237, 238,
242, 274, 411, 457, 475

VLOOKUP, 28, 42, 60
Funding from bonds, 514
remaining funding needs, 514

Funding techniques in project finance, 497–514
lending philosophy, 497

Funding with equity first, 508–13
backward induction, 510
circular logic problems, 509
funding cascade, 508
user-defined function, 513

General Electric, 8
Generic.bas, 51
Global financial crisis, 3
Goal Seek, 49, 101, 102, 103, 108, 114, 136, 137, 193,

201, 260, 302, 386, 392, 438, 453, 454, 455, 468,
469, 479, 487, 493, 496, 498, 502, 503, 516, 517,
519, 521, 539, 541, 542, 543, 545

automation, 102
convergence, 101, 102, 355, 415, 423, 479, 480,
489, 506, 533, 545

flexible function, 101
initial base, 103
smaller increments, 101
step increments, 101, 102, 108, 103, 387

Graph of inputs and outputs, 317
minimum y-scale, 318

Graph titles, 178, 179
combining text and numbers on a graph, 179
multiple rows, 34, 179

Graphs with ALT and F1, 174, 249
Graphs with F11 key, 173, 174, 175, 176, 183, 201,

238, 248, 261, 274, 282, 318, 518
delete the title of the x-axis, 176
no title for the row, 176
x-y charts, 176

Gross plant depreciation rate, 381, 385, 391

HISTORIC switch, 79
add another period, 79
closing balance, 78–83
last historical balance sheet, 80
plant balance, 78–83
presentation of assumptions, 80

Historic TRUE/FALSE, 67–84

Implied EV/EBITDA ratio, 445–51
changing growth, returns, and cost of capital,
446

comparison with value driver formula, 451
complex function, 448
constant growth case, 446
growth, return, and cost of capital, 445

transition factors, 451
user-defined functions, 447

Implied P/E ratio, 435–43
smaller value range, 436
user-defined function, 438

Incorporating defaults, 125
Indirect financing perspective, 323
INDIRECT function. See Reading from Internet
Inflation analysis
inflation indexes, 88–90
inflation start, 89
overcompounding, 89
periodic inflation, 89
real level of costs, 88–90
varying inflation rates, 88–90

Integrated merger model structure
goodwill, 37–38
pro forma balance sheet, 37–38
sources and uses of funds, 37–38
target company, 37–38

Internal rate of return, 90, 254, 316
Invested capital
and acquisition analysis, 326
and notes receivable, 327
and surplus cash, 328
associated investments, 322
equality of approaches, 324
using flags, 324

Invested capital calculation, 321–36
dissecting the balance sheet, 321

Invested capital, complex, 337–46
deferred taxes, 338
derivative liabilities, 344
net operating loss, 340
operating cash, 341
tax depreciation, 338

IRR and ROI, 30–33
IRR problems
distant future years, 31
probability of realizing success, 30–33
reinvestment, 30–33

Iteration button, 468, 470, 471, 472, 475–476, 477,
487, 502, 503

Iterative loop, 508
Iteration loop for circular reference, 469, 489, 503,

532, 533, 545

J-curve, 71, 72

Letter of credit, 122, 123, 124, 547, 565
Levelized cost of electricity, 390
Leveraged buyout, 14, 37, 114
Loan life coverage ratio, 13, 32, 190, 191, 192, 194,

196, 199, 209, 219, 221, 233, 278, 524
Long-Term Capital Management, 153–54
business judgment, 153–54
mathematical models, 153–54
mathematical relationships, 153–54

Long-term proof, 329–35
bridge between enterprise value and equity value,
332

explicit switch, 333
free cash flow, 334
terminal switch, 330
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true cash flow, 330
valuation year, 329

Loss on debt, 124, 125, 129, 189

Maintenance reserve account, 555–62
and debt repayment, 561
constant time period increments, 557
cost to sponsors, 555
maintenance switch, 556, 561
varying expeditures, 558
varying time increments, 559

Making your own shortcut, 44–51
SHIFT keyboard key, 44–51
SHIFT, CNTL, C, 44–51

Market-to-book value, 409–14
and cost of capital, 409–14
measuring cost of capital, 413

Mean reversion estimates
standard error of the regression, 298, 299, 300

Merton, Robert, 153
Miller and Modigliani, 17, 18, 91, 207, 347
Miller, Merton, 17, 18
MIN and MAX, 43, 120, 123, 124, 125, 141, 144, 285,

485, 489, 572, 587
Minimum DSCR, 541
Model assumptions
danger of overcapacity, 55–67
excessive new supply, 57
industry demand, supply, and price, 56
industry-wide surplus capacity, 57, 59
long-run marginal cost, 59
marginal cost, 56
market share, 59
powerhouse companies, 57
value drivers, 55–67
variable and fixed costs, 57

Model inputs
capital expenditures, 55–67
financing assumptions, 55–67
input categories, 55–67
input section, 55–67
revenue assumptions, 55–67
scalars, 55–67
timing assumptions, 55–67
working capital assumptions, 55–67

Model objectives, 13–16
financing structure, 13–16
risk analysis, 13–16

Model structure
free cash flow, 17–41
indefinite life, 19
internal rate of return, 16, 19, 30, 33, 34, 61, 91,
128, 131, 165, 178, 209, 264, 268, 492, 508, 563

return on investment, 19
starting point, 17
terminal value, 17–41

Modified IRR, 267, 268
Monte Carlo simulation, 11, 147, 151, 152, 154, 205,

255, 256, 263, 264, 265, 266, 268, 271, 274, 275,
278, 288, 290, 292, 293, 303

Named range, 203
Nested if statements, 42, 51
Net operating loss, 140–43

balance of the net operating loss, 140–43
converting negative numbers, 141
intangible amortization, 140
loss carryforward, 140–43
permanent differences, 140
statutory tax rate, 141
taxes in previous periods, 140–43
taxes per the tax return, 142

Net plant depreciation rate, 93, 105, 106, 380, 381,
384, 385, 386, 397, 401, 446. See Depreciation
methods

and plant age, 381
life cycle of plant, 382

New economy, 7
NOL expiration, 140–43
accumulated expired, 143
look backward, 143

NOPAT, 315, 316, 322, 338, 340, 349, 352, 416, 425,
426, 428, 429, 433, 446, 447, 448, 451

Normal distribution, 255, 257, 258, 259, 260, 261, 266,
270, 271, 277, 279, 280, 281, 282, 283, 284, 287,
290, 291, 292

Normalized capital expenditure, 377–98
asset replacement, 379
changing growth, 388
four different normalization approaches, 395
ratio of accumulated depreciation, 387
theoretical long-term analysis, 378
user-defined function, 377–98

Normalized cash flow, incorporating in model, 375
Normalized cash flows, 310
Normalized deferred tax, 399–406
book and tax depreciation, 400
existing and new plant, 400
tax rates, 404

Normalized working capital, 369–76
long-term proof, 372
support of EBIDTA growth, 370
working capital formula, 373

Oligopolistic industries, 6
One-year p90, 208
Option buttons, 246

P/E and EV/EBITDA reconciliation, 439
Payment-in-kind debt, 133
PDF file. See Acquiring PDF data
Percent of time function, 581–85
Powerhouse square, 153
Pretax analysis
cost of new capacity, 87
historical analysis, 87
production capacity, 85
transparent calculations, 85
working capital changes, 84–90

Price boundaries, 151, 152, 277, 285, 288, 295, 296
Probabilistic risk analysis, 253–62
mean reversion, 255
problems, 254
questions answered, 254
stochastic diffusion process, 254
time series equations, 253–62

Probability distribution, 15, 150, 151, 210, 254, 257,
266, 277, 278, 281

Index 597

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



3GBINDEX 09/29/2014 11:5:40 Page 598

Probability of default, 14
Product life cycle, 409
Programming
auditing tools, 41–54
balance sheet item, 43
include the units, 42
separate modules, 41–54
specify the time period, 42
time line at the top, 42

Project feasiblity, 90
Project finance analysis
consulting studies, 19, 185, 564, 565
development phase, 563
development stage, 564
different stages, 563–70
risk changes, 563, 565, 567–568, 569

Project finance model structure
risk changes, 30
sources and uses of funds, 30–33

Project IRR, 19, 32, 39, 61, 90, 91, 114, 128, 129, 264,
265, 268, 275, 314, 319, 325, 557, 566, 567–568

Project life coverage ratio, 189, 190, 191, 192, 193,
194, 195, 196, 199, 209, 211, 219, 221, 278, 524

Project phases
commercial operation date, 69
construction period, 69–70
delay in construction, 69–70
development period, 69–70
financial close, 69–70
period code, 69–70
phases, 69–70

Pro-rata funding with debt leverage, 501–6
Goal Seek, 504
iteration button, 502

Pro-rata funding and interest paid, 500–502
Pro-rata funding with leverage ratio
user-defined function method, 506

Random walk process, 269, 272, 279, 286, 296
Range names, 41, 103, 138, 171, 172, 173, 180, 181, 182,

183, 184, 201, 202, 221, 222, 227, 458, 459, 541
Reading from Internet
copy and paste to new sheets, 409–14
INDIRECT function, 171
INDIRET and MATCH functions, 412
splitting URL, 410

Reading from Internet and INDIRECT function, 457
Reading from Internet with WORKBOOKS.OPEN,

283, 410, 411, 442, 456, 457, 458
Real estate analysis, 577–87
idle time, 578, 579
multifamily development, 578
occupancy date, 10, 34, 43, 46, 49, 51, 57, 65, 72,
79, 94, 95, 96, 97, 120, 121, 123, 137, 156, 176,
177, 178, 194, 195, 196, 197, 208, 209, 212, 232,
233, 238, 242, 243, 250, 280, 292, 316, 360, 436,
459, 473, 510, 517, 549, 550, 580, 581, 584, 585

occupancy rate, 579
portfolio, 581–85
progress payment, 578, 584
project-by-project time lines, 578
similarities to corporate and project finance, 578
unique modeling issues, 578

Real estate models, 20, 86

Real estate timing, 581–85
common time line, 580
commpn start date, 585

Real estate, time varying inputs, 62
Record a macro, 46, 519
Refinancing, 563–70
mechanics of implementing, 568
sources and uses, 570
time switches, 568
uncertainties, 566
user-defined function for sizing, 569

Relative valuation, 347, 349, 437
Resource studies, 162
Return on invested capital, 313–20
all-in cost of debt, 315
associated investments, 322
driver of value, 313
economic fundamentals, 313
impairment of plant, 319
involved in producing ebitda, 321
management performance, 314
reasonable assumptions, 319
sanity check, 319

Return on investment
goodwill, 320
and project IRR, 319

Revolving debt facilities, 37
Risk allocation matrix, 159–64
acceptable risk, 160
categorizing risks, 159
liquidated damage, 162
mitigation by contracts, 159–64
probability weight, 159–64
small risks that explode, 159
unmitigated risk, 159–64

Risk analysis
break even, 152
business judgment, 149–58
capture risk in single number, 150
mathematical risk analysis, 149–58
risk manager, 151
statistical analysis, 149–58

Risk assessment, 149–58
uncertainty in assumptions, 149–58

ROIC and cost of capital, 407–14
converging in long-run, 413
implicit assumption, 407
myth of convergence, 408
value creation, 407

Scenario analysis, 207–30
assessing downsides, 207–30
counter, 219
custom scenario case, 207–30
downside case, 207–30
driver row, 214, 216, 224
infer equity risk, 207–30
master scenario page, 211
optimism bias, 209
scenario manager tool, 211
scenario number, 63, 212, 213, 214, 215, 216, 220,
227, 238, 242, 244, 248, 585

Scenario code number, 63, 64, 212, 227, 242, 248, 249
Scholes, Myron, 153

598 Index

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



3GBINDEX 09/29/2014 11:5:40 Page 599

S-curve, 32, 61, 86, 87, 494, 578, 580, 584, 585
Weibull distribution, 87

Sensitivity analysis, 165–84
converting periodic data, 165–84
effective presentation, 165–84
sensitivity graphs, 167–72

Share exchange, 38
SHIFT, CNTL, ENTER, 42, 95, 99, 190, 235, 236, 274,

281
Shortcuts, 28, 44, 45, 49, 51, 174, 182
ALT, F11, 50, 53, 474, 541
CNTL and SPACEBAR, 169
CNTL, Down Arrow, 46, 236
CNTL, PAGEDN, 216
CNTL, PAGEUP, 216
CNTL, R, 45, 236, 272, 275
CNTL, SPACEBAR, 46
F4, 64, 66, 76, 96, 169, 170, 214, 236, 238, 241, 243,
541, 581

F9, 198, 200, 204, 278
SHIFT and F11, 248
SHIFT and F9 keys, 198, 200
SHIFT and SPACEBAR, 169
SHIFT, ALT,®, 46, 49, 250, 331
SHIFT, CNTL,®, 45, 46, 272
SHIFT, CNTL, 1, 45
SHIFT, CNTL, 3, 45
SHIFT, CNTL, 4, 45
SHIFT, CNTL, 5, 45, 46
SHIFT, CNTL, ENTER, 191, 235
SHIFT, CNTL, F3, 203, 222, 541
SHIFT, CNTL,®, 236

Slider bar, 177
Solver, 136, 137, 138, 468, 469, 472, 473, 475
add-in, 137
adding a macro, 138
and Goal Seek, 136

Solver with macro, 519
Source of the circular reference, 495, 499
Special purpose vehicle, 30
Spider charts, 231–52
Spider diagrams, 246–50
level of potential variation, 246–50
sensitivity factors, 248
x-axis, 250

Spinner button, 167, 174, 176, 177, 178, 179, 184,
193, 200, 209, 211, 212, 214, 215, 220, 221, 223,
224, 225, 226, 227, 229, 246, 473, 475, 492, 541,
542

cell link, 177, 178, 212, 214, 215, 223, 224, 226,
227, 246, 282

combined with scenario analysis, 184
intermediate number, 224
multipliers, 224, 225
two-step process, 224
windshield wiper, 178, 200

Spreadsheet structure
color conventions, 44–51
grouping, 44–51
special columns, 44–51
thin columns, 44–51
time line section, 44–51
verification checks, 44–51

Stand-alone corporate models, 40

Standard deviation, 253–62
Stochastic analysis, 263–76
creating a time series equation, 263–76
drawing random numbers, 266
multiple random draws, 275
one-column financial model, 266
required credit spread, 264
standard normal value, 263–76
time series equation, 266

Stochastic models, 15, 16, 263
Structure of project finance model
debt service coverage ratio, 30–33
lender perspective, 30–33
postoperation phase, 30–33
preoperation phase, 31
Project IRR, 33
refinancing, 11, 31, 32, 33, 163, 191, 491, 492, 494,
496, 522, 571

Subordinated debt, 32, 33, 39, 119, 120, 127, 128,
129, 132, 166, 167, 186, 188, 193, 265, 266, 267,
268, 273, 497, 548, 571

Subprime loans, 7, 14, 45
Summary sources and uses of funds, 502, 503, 504,

510
Supply-driven model, 56
Synergies, 19, 38, 40

Target capital structure, 136–38
financial institution model, 136
new equity issues, 136–38
share buybacks, 136–38
target debt to capital ratio, 136

Template models, 10
Terminal growth rate, 357–68
compromise philosophy, 358
eliminating unreasonable assumptions, 357
survivorship bias, 359
transition to equilibrium, 359

Terminal value methods, 347–56
dependence on the weighted average cost of
capital, 348

EV/EBITA multiple, 353
predicting growth, 350–51
stable growth method, 350–51
value drivers, 351–53
wide ranges of value, 347–56

Text to columns, 29
Time line, 67–84
explicit period, 67–84
fade period, 67–84
TRUE/FALSE switches, 67–84

Time line mechanics
age variable, 73–84
daylight savings time, 74
periods per year, 73–84
quarterly models, 74
semiannual basis, 73–84
start date andend date, 73–84
TRUE/FALSE switch, 73–84

Time series analysis
changes in stock prices, 283
continual growth, 277–94
correlation coefficient, 290
long-run equilibrium, 277–94
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Time series analysis (Continued )
mean reversion, 277–94
nonstationary, 279, 287

Time series models, 277–94
correlations, 277–94
mean reversion, 277–94

Tornado diagram with two-way table, 231–52
variable code number, 243

Tornado diagrams, 231–52
creating, 234
diagonal pattern, 236
new scenario rows, 234
sensitivity row titles, 235
sorting, 238
sort key, 241

Traffic studies, 5, 19, 255
Transition period, 360–62
compound growth rate, 360, 361
switch variables, 360
transition years plus 1, 361

TRUE/FALSE logical variable, 52
TRUE/FALSE switch, 51, 117, 170, 243, 244, 248, 324,

329, 511, 514, 524, 549, 551, 555, 556, 559, 564,
568, 573, 579

TRUE/FALSE test, 53, 146, 242, 243, 244, 248

Up-front fees, 507
User-defined array function, 96, 182, 274, 275, 533
REDIM statement, 96, 97
two-dimensioned array, 98
VARIANT, 96, 97, 403, 533, 535

User-defined function method for circular reference,
479, 487, 532

User-defined functions, 44–51
add_text, 54
basic concepts, 44–51
find_base, 102, 111, 392, 394
function sheet_name, 50, 172
fx button, 98
net plant depreciation rate, 380
percent of a period, 582
show formulas, 50
vintage depreciation, 94, 95

Valuation mistakes
confusing financial terms, 6
Constellation Energy, 6, 166
Enron, 17–41
Euro disney, 7
independent experts, 17–41
merchant electric power crash, 4
powerhouse square, 4
quality historic data, 8

rating agencies, 17–41
telecom industry meltdown, 4

Value at risk, 14, 149, 150, 151, 165, 166, 185, 207,
257, 259

Value driver formula, 415–34
aggregate errors in valuation, 433
and P/E ratio, 418
bias from capital expenditure, 432
biases from equity basis, 424
biases in working capital only case, 428
current and prospective ROE, 418
derivation from free cash flow, 426
derivation from ROE, 418
equity basis, 417
growth and average return, 423
incremental return, 419
problems with return convergence, 416

VBA
auto_open, 198
cells, 26, 29, 30, 46, 47, 48, 49, 53, 66, 76, 96, 138,
172, 179, 183, 196, 197, 201, 202, 204, 221, 222,
224, 226, 237, 274, 275, 289, 293, 331, 411, 455,
457, 458, 468, 469, 473, 495, 502, 503, 504, 505,
517, 518, 581

correlation, 292
data table, 202, 203
data table and Goal Seek, 454–55
for next loop, 53, 101, 103, 108, 201, 202, 221, 275,
289, 385, 386, 392, 393, 479, 503, 506, 511, 542

Goal Seek macro, 454–55
multiple data tables, 203
recalculate macro, 200
scenario analysis, 221
select case, 227, 228, 229, 394, 403
simulation macro, 275
VLOOKUP, 30

Verification check, 43, 53, 54, 115
Verification test
debt, 117
verification of the balance sheet, 52

Volatility, 253–62, 266

Waterfall graphs, 155, 231, 232, 233, 235, 237, 239,
241, 243, 245, 247, 249, 250, 251, 252

sensitivity rows, 251
template, 251

Weighting factors, 34
Working capital changes, 92
accounts receivable to revenues, 92
closing balance of inventories, 92
periods of declining demand, 92
production, 92
ratio of inventories to sales, 92
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