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•฀฀฀Explains how to build simple and complex models

•฀฀฀Includes Excel 2010 as well as older versions of Excel 

•฀฀฀Accompanying฀CD฀with฀practical฀examples,฀exercises฀
and฀templates

third edition

•	 Excel	2010	added	to	the	existing	Excel	
packages

•	 Addition	of	specific	features	such	as		
mini-charts

•	 Inclusion	of	Excel	for	Apple	Mac	

•	 Updating	of	styles	and	colours	to	reflect	
current	SFL	methodology	

•	 Expansion	of	sections	on	financial	analysis	
and	valuation

•	 More	examples	and	template	models

Alastair L. Day	has	worked	in	the	finance	
industry	for	more	than	25	years	in	treasury	and	
marketing	functions	and	was	formerly	a	director	
of	a	vendor	leasing	company	specialising	in	
the	IT	and	technology	industries.	After	sale	to	
a	public	company	he	established	Systematic	
Finance	as	a	consultancy	specialising	in:

•	 	Financial	modelling	–	educate,	design,	build,	
audit	and	review

•	 	Training	in	financial	modelling,	corporate	
finance,	leasing	and	credit	analysis	on	an		
in-house	and	public	basis	throughout	Europe,	
the	Middle	East,	Africa,	Asia	and	America

•	 	Finance	and	operating	lease	structuring	as	a	
consultant	and	lessor

Alastair	is	author	of	four	modelling	books	
published	by	FT	Publishing:	Mastering Financial 
Modelling, Mastering Risk Modelling, Mastering 
Financial Mathematics in Excel,	and Mastering 
Cash Flow and Valuation Modelling.

Alastair	has	a	degree	in	Economics	and	German	
from	London	University	and	an	MBA	from	the	
Open	University	Business	School.

Mastering Financial Modelling in Microsoft 
Excel	is	a	practical	guide	to	using	Excel	for	
financial	modelling.	Now	in	its	third	edition,	
updates	to	this	bestselling	guide	include:

Mastering Financial Modelling in Microsoft Excel	provides	a	comprehensive	set	
of	tools,	methods	and	formulas	that	will	help	you	build	and	develop	financial	
models	and	spreadsheets.	Beginning	with	basic	modelling	techniques	and	
essential	features,	the	book	then	moves	through	to	more	complex	models	and	
corporate	finance	solutions.

Mastering Financial Modelling:	

•					Explains	spreadsheet	design,	methodologies	and	processes

•					Incorporates	techniques	for	checking	and	improving	existing	models

•					Shows	you	how	to	avoid	costly	mistakes	by	testing	each	scenario

•					Describes	which	functions	to	use	and	how	to	discover	new	variables	

•					Includes	a	CD	of	templates	and	models	which	you	can	adapt	and	modify
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INTRODUCTION

While the balance sheet and income statement are based on generally 

accepted accounting standards and conventions, cash flow is ‘real’ and 

cannot be varied so much by management decisions about the presenta-

tion of financial information. Bankers want to understand cash flows since 

the priorities are that the company survives and generates sufficient cash to 

repay loans, lease rentals and other forms of borrowing. Corporate finance 

today concentrates more on cash as an international measure for assessing 

performance rather than accounting profit measures.

 The model introduced in the last chapter, MFM3_06_Financial_

Analysis, reconciles the income statement and balance sheet back to change 

in cash:

Starting cash balance

+  Cash generated from operations and other sources

–  Cash used to fund operations, investment, research, etc.

= Ending cash balance

The model uses a layout which calculates the trading cash or net operating 

cash flow (NOCF) and then uses the cash, together with the new capital 

introduced into the business, to reconcile back to the change in bank on the 

balance sheet. As with the balance sheet, the spreadsheet must self-check 

to rule out any mathematical errors and provide an overall integrity check. 

The important lines are:

EBITDA  Net operating profit adding back non-cash 

items such as depreciation of fixed assets and 

amortisation of goodwill

Net operating cash flow  Trading cash produced from the trading of the 

company

Cash flow before financing  Cash before new capital. (This links to the growth 

formulas in the previous chapter.)

Figure 7.1 illustrates the derivation of the lines in the cash flow. This is 

particularly useful where the information is derived from the change in bal-

ance from the beginning to the end of the year in the balance sheet and the 

amounts passed through the income statement.

 There is also a cash flow set out generally according to international stand-

ards (Figure 7.2), which derives cash from operations and then shows the 

cash used or generated in investing and financing. The totals for cash are 

the same, although there are differences in the categorisation. For example, 

interest is counted under operations, whereas the UK method would place 

interest with financing.
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DERIVING CASH FLOW

There is a model called MFM3_07_Cash_Flow_Statement, which demon-

strates how the cash flow for the final period is calculated. This contains a 

copy of the data for the income statement and balance sheet and derives the 

cash flow statement (see Figure 7.3).

 The balance sheet calculates the differences between each of the years. 

On the asset side of the balance sheet, an increase means that cash is being 

consumed, while a reduction is a source of cash. If debtors increase, then the 

Figure 7.1 Derivation of cash flow
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company is less efficient in collecting cash and therefore needs more cash 

to fund the operating cycle. The opposite is true with creditor items. If the 

creditors rise, then more credit is being extended to the company and this 

increases cash resources.

 Certain items such as fixed assets require items from the balance sheet 

and income statement. This is the change in net fixed assets plus the depre-

ciation in the income statement. The reconciliation section at the bottom 

assists with the coding of the cells, since the difference must disappear 

Figure 7.2IAS layout
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