





FINPLAN
[bookmark: _gjdgxs]Hands-on 8: Interpreting and Balancing Cases (Part 2)
[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. Copy a FINPLAN case
2. Understand what should be done to balance a FINPLAN case: During construction
3. Understand what should be done to balance a FINPLAN case: During operation
Activity 1
Copy a FINPLAN case
Before we try to modify and balance a case, we should always create a copy of it. This practice is useful when dealing with minor modifications of the same case.
Try it:
1. Create a copy of “Unbalanced_Case1” by clicking on the ‘copy’ button in the “Manage case studies” page.
2. The copied file should say “Unbalanced_Case1 – Copy”.
Activity 2
Understand what should be done to balance a FINPLAN case: During construction
We now need to modify the case to make it balanced. First, let’s look at our construction period. The loans and the equity available during construction should be reduced to minimize the “Flow to short term deposits” (and flows to the “Stand-by facility” if there were any, which is currently not the case during the construction period). Additionally, the loans and equity must be distributed well to give an acceptable “Debt equity ratio”. In our case we will aim at 0.7. 
Try it:
1. Click on “Unbalanced_Case1 – Copy” to open and modify the case. Go to “Cash inflows and outflows in local currency”.  We understand from Part 1 that there is too much money available during the construction period, therefore, we should reduce equity and loans. 
2. We want to reduce this number by the same order of magnitude as the amounts shown as “Flow to short term deposits”, that is 82, 58 and 89 million Local Currency from 2017 to 2019. In 2017, our exchange rate is 3.46 (see “Economic parameters” under “Intermediate results”). Thus, we decide to reduce the “New commercial loans” in 2017 from 56 million USD by (82/3.46 =) 24 and enter 32 million USD. Press save.
3. We can also adjust the values for 2018. This is a little trickier: since we reduced the loan in 2017, we also have less loan repayments in 2018 and need to pay less interest (see “Interest paid” and “Repayments: loans and bonds” in “Cash inflows and outflows in local currency”). On the other hand, we also do not get any interest on the money in the short-term deposit (see “Interest earned”). We can follow two practical approaches, a trial-and-error approach where we simply adjust the loans until the results are balanced, or an ‘educated guess’. The trial-and-error approach is recommended, as it is the fastest. Simply follow the same procedure as for 2017 and reduce the loan in 2018 from the original 50 by the flow to the short-term deposit, converted to USD, i.e., 58/3.6 = 16. If you like, you can reduce the loan even a bit more by rounding up this number to 20, knowing that we have just reduced the (loan and thus its) repayments for the preceding year 2017, and enter 50 – 20 = 30 million USD as the “New commercial loan” for 2018. The same logic can be applied for 2019.
4. Alternatively, we can try an educated guess for 2018. We focus on the loan repayments – and ignore the interest payments. Our loan is repaid in 8 years (specified as ‘Term’ when entering data for the “New commercial loan”). Previously we reduced the loan in 2017 by 24 million USD. Thus, our yearly repayment reduces by 24/8=3. As in the trial-and-error approach, we need to reduce the loan in 2018 by at least 58/3.6 = 16. As just calculated, we reduce it further by 3, adding up to minus 19. The new loan for 2017 is then 50 – 19 = 31 million USD.
5. Let’s look at what our new results after also changing the loans in 2018. We need to check that we did not reduce loans and equity too much. This would lead to withdrawals from the stand-by facility to compensate the shortfall and meet all financial obligations during the construction period.
6. For 2017 and 2018, we see that our “Flow to short term deposits” is 0 and a negligible amount is withdrawn from the stand-by facility in 2017 (less than one percent of the investment).
7. However, our “Debt equity ratio” is also still at 1 for 2017, as we only have loans for this year. We therefore need to add some equity to get our targeted ratio of 0.7.
8. To obtain a good ratio, try and increase the equity and decrease the debt by the same amount of money using a trial-and-error approach. Make sure that the “Flow to short term deposits” and “Stand-by facility” is minimized too! Take your time to do so.
9. Once you have obtained a reasonable “Debt equity ratio” and a balanced year for 2017, try the same with 2018 and 2019, using a similar logic as above.
Activity 3
Understand what should be done to balance a FINPLAN case: During operation
As identified in Part 1, our plant cannot cover its yearly operational and financing costs with the revenue it earns. It requires the stand-by facility during its operation to cover this shortfall.
The data we entered for all cost components look realistic (of course this depends also on the current fuel price). In the case the price for selling electricity can be negotiated (e.g., as for Power Purchase Agreements), we should increase our selling price for electricity to be profitable. Should this not be possible, then the plant will need to rely on state subsidies. Otherwise, the project would need to be abandoned from a financial perspective.
For this case, we assume the electricity selling price can be negotiated. Thus, we shall increase the electricity price to make the plant profitable.


Try it:
1. Go to “Cash inflows and outflows in local currency”. As visible in this cash flow statement, the “Total outflows” are almost twice as high as the “Sales”. Thus, our sales would need to almost double to match our outflows.
2. Under “Case data”, click on “Sales and purchase data“. Under “Sales data”, edit the data for “Electricity (GWh)“ and increase the price for the first year from 0.14 to the smallest possible value to ensure the stand-by facility is not needed during the operation of the plant. 
3. Let’s look at our results now. Once you have increased the electricity price to the right level, you will see that no money is borrowed from the “Stand-by facility” in the years after construction. (In later years it may be the case that some money needs to be borrowed to finance dividend payments. This is due to a mismatch between the operating account used for the calculations of dividends and the actual cash inflows and outflows. For further information, please refer to the chapters on ‘Profit/Loss, Dividends & Retained Earnings’ in the Results Section of the FINPLAN Manual, and the Chapter on ‘Cash Inflows and Outflows vs. Operating Account vs. Balance Sheet’.) 
4. Now go to “Shareholders’ return in Local currency”. Our NPV is positive and IRR should now have increased to above 12%. Our project is now profitable!
5. If you like, you can compare your case with the resolved case called Unbalanced_Case1 - Resolved.zip, available at this link. Note that your values may not be the exact same, as there is not one single solution to this.
Well done! You now know how to interpret FINPLAN results and balance a case! Please remember to complete this form to finish the exercise.
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