FINANCIAL ANALYSIS

INTRODUCTION

This simulation is designed to illustrate how key company financial reports and business ratios are influenced by differing management actions. You have to investigate:

Strengths & Weaknesses

The Profit & Loss Account

The Balance Sheet

Key Business Ratios

Because of time limitations and to save time the microcomputer performs the necessary calculations. So you are left free to consider how management activities affect business results and decide on how the company's results can be improved.

The task is to prepare a business plan for next year.

THE SIMULATION

The simulation consist of several steps:

Initial Familiarisation

Identification of Financial Needs

Analysis of Options

Creating Plans

Choice of the "Best" Plan

Initial Familiarisation consists of a briefing, and you reading and analysing the contents of this document.

Identification of Financial Needs involves using the computer to analyse last year's financial results and the projected results for this year. You should focus on the results that need to be improved, and should take into account not just individual results but also trends. You should consider the needs of management, shareholders, bankers, customers, suppliers, etc.

This analysis involves extracting the relevant reports from the computer, deciding which are the key results and discussing these.

Analysis of Options - there are several options (described separately) that can be used to improve the performance of the business. Each option affects business results in different ways. Created a plan involves combining several options together.

This stage consists of listing and evaluating the individual options. The evaluation should consist of considering how the option affects business results, and how it might be combined with other options to provide an attractive and viable plan. (Most options improve some results and worsen others.)

Creating Plans involves combining several options to produce a plan. The options are combined with the projection for this year. As each plan is created it is numbered and you should not create and analyse more than ten plans. The computer calculates the effect on business results (the effect on the Profit & Loss Account and on the Balance Sheet) and the effect on key measures (such as profitability, liquidity, growth etc.).

Choice of Best Plan consists of deciding which of the plans created is best. (You must decide which results are key and how the different interest groups (shareholders, bankers, etc.) view the business.)

Review and Discussion during the earlier stages of the simulation you worked in small groups. For the review and discussion these groups come together and you have the opportunity to compare plans and justify your choice of options. Your justification should cover both the current and future years. Also, you should consider the risks associated with your plan.

REPORTS

The computer produces both the standard final accounts as follows:

PROFIT AND LOSS

BALANCE SHEET

& OTHER PUBLISHED DATA

and measures of performance:

KEY BUSINESS MEASURES

TYPE OF BUSINESS

PROFITABILITY

FINANCIAL STRENGTH

STANDARD ACCOUNTS

The computer program displays the standard final accounts. The contents of each individual report are described in the accompanying Financial Definitions handout.

Profit & Loss provides a view of how the company trades over a period of time (usually a year).

Assets show the value of the assets owned by the company. Thus it lists everything of value owned by the business (such as buildings, factory equipment, cash etc.).

Liabilities & Equity shows the money used to finance the business assets and to whom the money belongs.

Other Published Data shows other information (such as the number of employees).

MEASURES OF PERFORMANCE

These four reports use the standard accounting data to produce several measures of performance. The contents of each report are described in the accompanying Financial Definitions handout.

Key Measures provide a summary of the company's performance. As a summary it can be used to check quickly on the company's main strengths and weaknesses. (The other measures provide more detailed, background information.)

Business Type provides information on the type of business being managed. Thus the reports vary according to the type of industry. For example, manufacturing industries are very different from retail businesses. There are also be differences within industries (light manufacturing is different from heavy).

Profitability attempts to answer the question @Are we making enough money for the effort?" and allow strengths and weaknesses to be identified. It attempts to answer the question both from the management's and from the shareholders' viewpoints.

Financial Strength attempts to answer the questions "Have we enough cash?" and "Can we borrow more?". So it looks at whether the company can fulfil its financial obligations to bankers, suppliers etc.

REPORT STRUCTURE

Each report consists of the following data:

REFERENCE PLAN

CURRENT PLAN

DIFFERENCE

PERCENT DIFFERENCE

Reference Plan provides a point of reference for the current plan. It may be the last year's results, the initial projection or a previous plan.

Current Plan is the results for the plan being worked on. Initially this is the projection for the year. As the simulation progresses the plan incorporates the effect of the chosen options.

Difference is the current plan less the reference results. It shows the actual change between the plan and the reference results.

Percent Difference is the difference expressed as a percentage of the reference. Thus it shows the relative change.

The reports follow normal accounting practice and so negative numbers are shown in brackets. Thus -3 is shown as (3).

USING THE SIMULATOR

Initially, you are asked to "ENTER TEAM NAME?". You must choose a name (of up to six letters) to be used to identify your group's plan. The first time you use the computer you are asked if you are starting. 

Next a list of options is displayed thus:


Planning Options



 Explore Options



 Create Plan



 Display Results



 Show Influences



 Change Working Plan

 Change Reference Plan



 Recess Planning






Initially, we suggest that you chose the display results option to see last year's results compared with the projection for this year before you do anything else. 

Explore Options
This allows you to explore each option and their probable effect on results. You should investigate each separately before combining them into a plan. When you choose to explore options you are presented with a list of options to choose from.


Options



 End Selection



 Raise Domestic Prices



 Lower Domestic Prices







 Write of Inventory



 Increase Dividend






After you select an option, you can test your knowledge of what key results may be effected. Several key results will be listed and by clicking them and pressing Enter, you can identify that the result will be affected by the option.

Raise Domestic Prices - Results Affected


 Number of Issued Shares
No 




 Sales or Turnover
Yes




 Cost of Sales
Yes










 















Finally, after you feel that you have identified all the results affected, click Confirm. Any results incorrectly identified will be noted and the  financial effect of the option is shown.

Create Plan 

This allows you to create a new plan. The new plan is based on the current plan. Initially, the plan is based on the projection for this year. Subsequently you build on the current plan by adding and deleting options. 

When you choose to create a plan you are presented with a menu of options in the current plan thus:


Options



 Raise Domestic Prices
Yes




 Lower Domestic Prices
No




 Minor Export Activity
Yes









 Write Off Inventory
No




 Increase Dividend
No








Each option will show a Yes or No against it showing whether that option should be included in the plan. To create the new plan you add and remove options by clicking the appropriate cell and pressing the Enter key. This will toggle that option from Yes to No or visa versa. When you have changed all the options that you desire you should click the Confirm button. When you do this the number of plans created will be incremented and you will be presented with the display results menu (below). (During this activity you can abort plan creation by clicking the Abort button. This will return you to the main menu without incrementing the number of plans.

If you have chosen options that are mutually exclusive (such as raising and lowering domestic prices) you will be informed of the problem, both will be set to no and you will be able to return to the option list to take appropriate action. 

Display Results

When you select the display results option, you will be presented with a menu of options this:


Reporting Options



 End Selection



 Options in Plan

 Profit & Loss Account



 Assets



 Liabilities



 Other Published Data

 Key Measures

 Business Type



 Profitability

 Financial Strength

 Print All Reports






Change Current Plan

This option allows you to change the current plan (to a previous one or the projection) - choosing from a menu thus:


Select Plan



 Projection



 Plan 1

 Plan 2

 Plan 3






Change Reference Plan

This option allows you to change the reference plan (to last year's actual results, the projection or a previous one). When you choose this option you will be presented with a menu thus:


Select Plan



 Last Year

 Projection



 Plan 1

 Plan 2

 Plan 3






When you have changed your reference plan you will be presented with the reporting menu.

Show Influences

This option allows a measure to be selected and the results influencing it displayed. So, if it is necessary to improve a result, one can see what actions are needed. When you choose this option you will be presented with a list of measures to choose from. When you choose a measure, a list of the results that need to be affected to increase the measure are displayed.

For instance, if you wish to increase Operating Profit, then you would need to increase Sales or Turnover or reduce Cost of Sales, Distribution Costs, Administration and Other Costs.

Recess Planning

This option allows you to finish using the program. However, your plans are saved (under your team name). So, when you re-run and re-enter your team name you can continue from where you were.

HELP
The program has an online help system that can be accessed by clicking one of the buttons at the bottom left of the screen. When you click Help information on using the software is displayed. When you click Advise, information about current task or report is displayed. If the Explain button is lit, clicking on it provides information about the current menu item or report line is displayed.
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