





FINPLAN
[bookmark: _gjdgxs]Hands-on 8: Interpreting and Balancing Cases (Part 1)
[bookmark: _Hlk97908142]Useful references:
1) Download the FINPLAN software
2) Introduction to FINPLAN
3) Glossary of Financial Terms
4) Video Tutorials
5) FINPLAN Google Group
Learning outcomes
This exercise will help you obtain some hands-on experience on what to do when you encounter issues developing a FINPLAN case. Working with unbalanced cases and identifying the issues will help you in balancing, correcting, and interpreting the results of your own FINPLAN case.  
By the end of this exercise, you will be able to: 
1. Restore a FINIPLAN case
2. Interpret FINPLAN results: During construction
3. Interpret FINPLAN results: During operation
Activity 1
Restore a FINPLAN case
To interpret the unbalanced case in this exercise, we will first have to download and restore the file.
Try it:
1. Download the file called Unbalanced_Case1.zip from this link.
2. Go to “Manage case studies” in FINPLAN and navigate to “Restore case study”.
3. Restore the file Unbalanced_Case1.zip by clicking on “+ Select case…” and then “Restore”.
Activity 2
Interpret FINPLAN Results: During construction
We now need to interpret the results from our unbalanced file. Let’s look at the construction period first.
Try it:
1. Click on our newly restored Unbalanced_Case1 file to open it. Familiarize yourself with the input data. What type of power plant is it? At what price is the generated electricity sold? What are the types of costs that need to be covered? How is it financed?
2. [bookmark: _Hlk111492174]Click on “Results” on the left menu, then choose “Cash inflows and outflows in local currency”.  We will first interpret the values on this page for the construction years of the plant.
3. [bookmark: _Hlk111492186]Looking at the line “Investment”, we can see that money is invested from 2017 to 2019. So we can conclude that this is our construction period. Looking at the line “Sales”, we see that the plant generates earnings from 2020 onwards.
4. [bookmark: _Hlk111492273]We can see that during the construction years from 2017-2019, there is a “Flow to short term deposits”. This means that money is left over at the end of the year and set aside with low interest, which is not ideal. Therefore, we know that there is too much money (equity and loans) available in this period. A balanced case should avoid having too much or too little funds available.
5. The “Flow to short term deposits” are also accumulated in the topmost line called “Cash available in short term deposits”. Here, we see again an increase of cash available during the construction period. Note that the values in 2018-2020 represent the values at the end of the previous year (i.e., the construction period).  
6. Next, let’s click on “Financial ratios” to have a look at the “Debt equity ratio”. Note that an ideal debt equity ratio of a project could be around 0.7 (depending on the riskiness of the project, lenders may also agree to a higher share of debt). 
7. Here, we can see that the debt equity ratio during the construction period is always higher than 0.85, and in the first year even 1, meaning that no equity was used to finance the construction during the first year. This will hardly be acceptable to any lender and would be risky from their perspective in absence of any other guarantees.
Activity 3
Interpret FINPLAN Results: During operation
Now, let’s look at the years when the plant is operating and generating electricity.
1. Go back to the “Cash inflows and outflows in local currency”. We see that the cash available in the short-term deposit is spent during the first year of operation.
2. We also see that money from the “Stand-by facility” is borrowed every year from 2020 onwards. This tells us that the plant cannot cover its yearly operational and financing costs with the revenue it earns. Thus, we can infer that either the electricity tariff must be too low or the costs of the plant too high.
3. Now let’s have a look at “Shareholders’ return in local currency”. 
4. We see that the NPV is negative, and the IRR is 0%. The project is therefore not profitable. 
From Activity 2 and Activity 3, we can summarize our findings in the table below.
	Period
	Observation
	Interpretation

	Construction
2017 - 2019
	There is money in the short-term deposit
	Too much equity and loans, leading to money leftover at the end of the year.

	
	The debt equity ratio is far from ideal
	The amount of debt and equity is not well balanced.

	Operation 
2020 - onwards
	Money is taken from the stand-by facility
	The project is borrowing money every year. It does not earn enough money to cover its costs.

	
	The NPV is negative and IRR is 0%
	The project is not profitable.


[bookmark: _Hlk111493085]Based on the above, what would you change? What should be reduced or increased to create a balanced case? Take some time to think and try this out yourself before looking at Part 2.
Please complete this form to finish the exercise.
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