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MODULE ONE: Introduction to Financial
Modelling in Excel
Log into your online course and download the Excel templates on each video page. Follow along with the
video demonstration, and save your model.  Note that the Excel models in Module One are not required
uploads for this course, however, you are welcome to submit them if you’d like us to check that you’re on
the right track.

Overview of this Course
This course is about using and building financial models. The suggested pre-requisite knowledge is either
a basic working knowledge of Excel or attendance at a standard Excel Introduction Course. It is therefore
assumed that you have attended this course, or have a similar level of knowledge.  Most of the
functions, tools and techniques taught in this course have been covered in the Introduction course, and
we will be focussing on how to use them in the modelling environment.  There are a couple of tools,
however, which are not covered until an Intermediate or Advanced standard Excel course which are
important for Financial Modelling, and are therefore taught in this course.

This course is designed to suit business professionals who need to put their ideas into a financial model.
Translating business ideas from vague concepts into a concrete set of numbers can be the hardest part
of getting a new product idea or business off the ground.

Introduction to Financial Modelling in Excel consists of four modules:

http://www.plumsolutions.com.au/
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Module 1 consists of six videos:

 Introduction to Financial Modelling
 What is Financial Modelling?
 Model Design
 Excel Versions
 Overview of Scenario Analysis Methods
 Common Excel Error Values

Video: Introduction to Financial Modelling
Welcome to the online course.  If you have any questions or problems throughout the course, you can
get help in the following ways:

 Log into the Plum Support Centre at http://www.plumsolutions.com.au/plum-support-centre
(note you’ll have access to the support centre until four weeks after your course access ex

 pires)
 Email us directly at info@plumsolutions.com.au
 Telephone +612 9818 7250 or 1300 852 215 from within Australia
 Log into the website, and click on the Live Support button on the bottom corner

http://www.plumsolutions.com.au/plum-support-centre
mailto:info@plumsolutions.com.au
http://www.plumsolutions.com.au/
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Video: What is Financial Modelling?
Recommended Reading:
1. See the section on “What is Financial Modelling” in Chapter 1, Page 1 of Using Excel for Business

Analysis
2. See the article Six Reasons your Spreadsheet is not a Financial Model

Is Financial Modelling simply a complex spreadsheet?  The definition of a financial model is a structure
which contains inputs and outputs.  So yes, once you start creating formulas in Excel you’re already
“modelling”.

As long as they have inputs and outputs, are dynamic and flexible – we can call them a financial model!
Pretty much the whole point of financial modelling is that you change the inputs, and the outputs
change.  This is the major premise behind scenario and sensitivity analysis – this is what Excel, with its
algebraic logic, was made for!  Most of the time, it will contain financial information and be for the
purpose of making a financial decision, but not always.  Quite often it will contain a full set of financial
statements; a profit & loss, cash flow and balance sheet, but not always.

Don’t get hung up on the definition of whether you’re actually building a financial model or not – as long
as you’ve got inputs and outputs that change flexibly and dynamically you can call it a financial model!  If
you’re using Excel to any extent whereby you are linking cells together, chances are you’re already
building a financial model – whether you realise it or not. The most important thing is that you are
building the model (or whatever it’s called!) in a robust way, following the principles of best practice
which this book will teach you.

Not all spreadsheets though can be called a financial model, however.  There are some subtle
differences:

http://www.plumsolutions.com.au/using-excel-business-analysis
http://www.plumsolutions.com.au/using-excel-business-analysis
http://www.plumsolutions.com.au/articles/six-reasons-your-spreadsheet-not-financial-model
http://www.plumsolutions.com.au/
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Purposes of Financial Models
Models in excel can be built for virtually any purpose, both financial and non-financial, business or non-
business related.  Here are some examples:

Not all of these could be called financial models!

Financial Non-Financial

Business
Business Cases List of staff’s birthdays
Pricing Models Phone list
Budgets

Non-Business

List of possessions for insurance
purposes

Tracking kids in your soccer team

Home Budget Christmas card list

http://www.plumsolutions.com.au/


INTRODUCTION TO FINANCIAL MODELLING IN EXCEL – MODULE 1 – FINANCIAL MODELLING INTRO

© Plum Solutions Pty Ltd Page 8 www.plumsolutions.com.au

Video: Model Design
Recommended Reading: See the section on “Model Design” in Chapter 2, page 31 of Using Excel for
Business Analysis

Before launching in to build a model, it’s important to think about model design, structure, layout, and
planning.  A well-thought-out design and clear project plan can make a huge difference to the quality
and success of the modelling project.

The below image shows a typical model design which contains the assumptions, documentation and
source data at the back of the model, the calculations in the middle, and the output at the front.
Typically we show the Summary Output, then the Data and Workings, then the assumptions and inputs
are at the back of the model.

Below are some considerations for planning your model.  We need to think about the time series, the
collection of data, purpose of the model, as well as audience, or the people who will be using your
model in the future.

http://www.plumsolutions.com.au/using-excel-business-analysis
http://www.plumsolutions.com.au/using-excel-business-analysis
http://www.plumsolutions.com.au/
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Video: Excel Versions
Recommended Reading:

1. See the section on “Excel Versions” in Chapter 5, page 101 of Using Excel for Business Analysis
2. Read the article What's New in Excel 2013
3. Download the PDF document entitled “Excel Versions” which describes the recent history of Excel, as

depicted below.

An important point to note is the difference between file types:

1. .xls file format related to Excel 2003 (a long time ago!) and is a much less secure, less compact
file types.

2. .xlsx file format is the newer version and allows full functionality of the new features of the later
versions.

3. .xlsm file format is used when the file contains macros.

Update: Excel for Mac 2016 was released in July 2015.

We can see that the humble pie chart has evolved significantly in the last few versions:

http://www.plumsolutions.com.au/using-excel-business-analysis
http://www.plumsolutions.com.au/articles/what%E2%80%99s-new-excel-2013
http://www.plumsolutions.com.au/files/Excel_Versions.pdf
http://www.plumsolutions.com.au/
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The upgrade from Excel 2003 had the largest effect in terms of size and capacity:

http://www.plumsolutions.com.au/
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Although at first glance Excel 2010 did not seem to be very different from its predecessor, it did contain
three new features which are game-changers to Excel users.  Although not used extensively in financial
modelling, the Sparklines, Slicer and Power Pivot features are covered in other training courses offered
by Plum Solutions, such as Data Analysis and Dashboard Reporting in Excel.

http://www.plumsolutions.com.au/workshops/data-analysis-and-dashboard-reporting-excel
http://www.plumsolutions.com.au/
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Excel 2013 offers a number of new functions and chart types.  One useful feature is flash fill, which will
automatically fill a range based on the pattern of values entered.

http://www.plumsolutions.com.au/
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Video: Overview of Scenario Analysis Methods
Recommended Reading: See the section on “Overview of Scenario Tools” in Chapter 11, page 340 of
Using Excel for Business Analysis

Many people will create a financial model, and save it as the base case.  They then change all the
numbers, and save it as a worst case.  Then they change all the numbers again and save it as a best case.
Whilst this method will work, it’s not a very efficient way of performing scenario analysis.  If a
subsequent change needs to be made to the model, it will need to be made several times, and there a
high possibility that an error will be made between the different versions.

Let’s take a look at the technical methods available in Excel for creating scenarios and sensitivities,
which will provide a much better way of building models.  In the Introduction and Intermediate
Financial Modelling courses we cover the Data Validation drop-down method which is by far the
simplest and most commonly-used method of scenario analysis.  In the Advanced Financial Modelling
course, we cover the other two methods, the most useful of which are the Data Tables.

Essentially, there are three technical methods of scenario analysis in Excel:

http://www.plumsolutions.com.au/using-excel-business-analysis
http://www.plumsolutions.com.au/online-courses/introduction-financial-modelling-excel-online-course
http://www.plumsolutions.com.au/online-courses/financial-modelling-excel-online
http://www.plumsolutions.com.au/
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Video: Common Excel Error Values
Recommended Reading:

See the articles Get to Know your Excel Error Values and Learn to Love your Excel Errors

Modelling is not required in this section.  Go to the file “Common Excel Error Values” if you wish to
follow along with the demonstration of various Excel errors as shown in the video.  The error values
demonstrated are:

Important Notice: These course materials are protected by copyright.  They are provided to students of
Plum Solutions Online Training courses in soft PDF format and so may be printed for study purposes by
the licensed student, but may not be copied, redistributed, posted to a website or reproduced in any way.

http://www.plumsolutions.com.au/articles/get-know-your-excel-error-values
http://www.plumsolutions.com.au/articles/learn-love-your-excel-errors
http://www.plumsolutions.com.au/
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