




[bookmark: _Hlk111491780]FINPLAN
[bookmark: _gjdgxs]Hands-on 9: 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. Interpret FINPLAN Results: Cash-flow Statement
2. Interpret FINPLAN Results: Financial Ratios
3. Interpret FINPLAN Results: Shareholders’ Return
4. Understand what should be done to balance a FINPLAN case
In the following, you will find the solution to Activity 1 – 3 of Hands-on 9. Activity 4 will then discuss how to balance this case.
Activity 1
Interpret FINPLAN Results: Cash-flow Statement
1. [bookmark: _Hlk111492174]At the “Cash inflows and outflows in local currency”, looking at “Investment”, we can see that money is invested from 2017 to 2019, i.e., our construction years. Looking at the line “Sales”, we see that the plant generates earnings from 2020 onwards, i.e., our operation years.
2. We can see that during 2017-2018, money is taken from the “Stand-by facility”. This indicates that there is not enough money – debt and equity – to cover the investment costs. 
3. We can also see that there are withdrawals from the “Short term deposits” during 2019. Thus, we need to reduce the money available in that year. Looking at the “Debt equity ratio” will guide us in deciding if we should reduce equity or loans.
4. Looking at the operation years, we see that the “Stand-by facility” is not required and that the “Sales” are sufficient to cover our expenses. However, we notice that there are no dividend payments. Instead, money is deposited in the “Short term deposits” from 2026 onwards. There is a simple answer for this. When entering “Equity” under “Financial manager”, the “Maximum dividend” was set to 0, thus not allowing FINPLAN to pay any dividends. To remove this limit to dividend payments, simply enter a very high number, such as a maximum dividend of 999% of the equity invested.
Activity 2
Interpret FINPLAN Results: Financial Ratios
1. Looking at the “Debt equity ratio” in the “Financial ratios” sheet, we also see that the ratio is not even close to 0.7.  The share of debt is very low. Although a high level of equity provides extra security for lenders, since debt is cheaper than equity, any project sponsor would like to maximize the debt to the maximum level that is acceptable to the lenders. Depending on the riskiness of the project, this may be 30% debt or less, resulting in a ratio of 0.7 or higher.
Activity 3
Interpret FINPLAN Results: Shareholders' Return
1. While the NPV is negative, the IRR is around 11%, which could in principle be acceptable. The reason for the NPV being negative is that we set the discount rate to 12% in the “Financial manager” tab under “Other financial data”. Thus, an IRR below that value will result in a negative NPV and an IRR above in a positive NPV. 
2. Further, if we do not limit the “Maximum dividend” under “Equity” in the “Financial manager” and set it to 999% as discussed before, we will see dividends being paid in the “Shareholders’ return in Local currency” sheet. This has a positive impact on our IRR and the NPV is now positive too. Try it and record the IRR you calculate for comparison with Activity 4.
3. However, as identified before, our case is still unbalanced and has a very low debt-equity ratio. Thus, our case needs to be modified.
Activity 4
Understand what should be done to balance a FINPLAN case
Before we modify anything, we will need to create a copy of the Unbalanced_Case2. This practice is useful when dealing with minor modifications of the same case (also for example for a sensitivity analysis). 
Try it:
1. Once copied, click on “Unbalanced_Case2 – Copy” to open, rename and modify the case.
2. We know that our unbalanced case has too little money to cover our investments during 2017-2018, unnecessary equity in 2019, and a poor debt equity ratio. We will thus address this to produce a balanced case.
3. Let’s increase the debt for 2017 and 2018 and reduce the equity for 2019. Follow the trial-and-error method or use an ‘educated guess’, as mentioned in Hands-on 8, to balance this year.
4. Now let’s look at our results, especially the “Debt equity ratio”. We see that the ratio is still far from 0.7. Thus, we should increase debt and/or reduce equity to increase the overall ratio. 
5. After having balanced the case for 2017, follow the above principles to balance the years 2018 and 2019 and achieve a good debt-equity ratio.
6. Review Activities 1-3 for the revised case. 
7. Compare the IRR with the value you recorded when initially going through Activity 3. After increasing the debt equity ratio, you will notice that the IRR will also improve by a few percent. Thus, as you can see, it is preferable to maximize debt. This is because the interest on debt is lower than the IRR you expect for the equity invested in a project, i.e., debt is cheaper than equity.
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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