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Analysis Techniques

Introduction Relying on a funnel analogy, finance underpins all aspects of the
business; it is the filter that distils key information on how the
business is performing.
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Inmatrix recognizes this, and has developed a methodology for
interpreting and communicating financial data.

Our analysis techniques are embodied in the Analysis screens, and
investigate five critical aspects of business performance:

Profitability

Balance Sheet and Working Capital
Cash Flow

Return on Assets and Investment
Funding Requirements
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Analysis ad - Open Becca Distribution-Act-2005y.opt

Screens - Click Analysis on the Navigation Bar
- Move your mouse over the Profitability % graph to display the
underlying information (screen-tip)

Tip » For best results, have at least four periods of data in the model for
analysis.

Optimist Xpert g - Click Help menu > Xpert to display the Optimist Xpert
- Close the Xpert by clicking the Close button [X] in the top right
of the task pane.

Print Analysis ~s You can also print or export each Analysis screen.
Screens - Click File menu > Print
- Click Close

Now we are going to investigate Inmatrix’s analysis techniques in
relation to each of the individual Analysis screens.
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Price Volume - Click Price Volume Sensitivity

Sensitivity
The Price Volume Sensitivity screen is divided into two sections, the
top being a Price Volume Flow Chart and the bottom being an
Income Statement Growth Chart.

- Change Volume/Price to 2

@ Notice the impact on Gross Profit and EBIT.

The Price Volume Flow Chart compares the effect that a price
increase will have compared to a volume increase. It compares the
effect that these changes will have on Revenue, Gross Profit and
EBIT.

There are two differences between a Price and a Volume change
that must be fully understood:

1 A price change is based on the current value for Revenue,
while a Volume Increase is based on the current Revenue
Growth %.

2 The second difference between a Price and Volume change is
the effect they have on Gross Margin % and EBIT.

Volume Increase Price Increase
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COGS

Revenue COGS % Revenue

COGS %
Time——————» - Time—————»
A Activity #1: Price Volume Analysis

Given the information below, and using Optimist 7.3 where possible, answer the
following questions:

1. Price vs. Volume:

Year 2004 2005
Revenue 1,000 1,200
Revenue Growth % -- 20%
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Return on - Click Return on Investment

Investment
Return on Investment is examined through the concept of Return on
Capital Employed (ROCE %).

o where Profitability examines profitability management and
equals EBIT / Revenue, and

o Activity examines Balance Sheet efficiency and equals
Revenue / Net Operating Assets.

On this basis, ROCE % can also be defined as:
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PROFITABILITY % I ACTIVITY I

EBIT +

NET OPERATING
ASSETS

NET OPERATING
ASSETS

Important o If the analysis of a business is limited to only Profitability

Information measures, and decisions are being made exclusively on indicators
from the Income Statement, those decisions may be uninformed and
potentially detrimental for the business. For example, without
considering the Balance Sheet you may negatively affect Cash Flow.

R Case Study #1: ROCE %

New Learning How to calculate ROCE % and understand the ratio’s use as a key
Outcomes measure of business performance.
Background You have the following information about Supermarket Co and
Information Shipbuilder Co:
Company Revenue EBIT Profitability %
Supermarket Co 1,000 20 2%
Shipbuilder Co 1,000 200 20%
Company Net Operating Assets Activity
Supermarket Co 200 5
Shipbuilder Co 2,000 0.5
Tasks Compare Supermarket Co and Shipbuilder Co by answering the

questions below:
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u3¥n Inmatrix dutiuaiiudrdeyased FeldWmurignisaudiuas
faununaaItauniIsliu uagn1siasd1stiayanisiiulvidugndileacdnla

wafiani1sitasizinadisngasIn'liluniinaa Analysis deazasiadayu
gruisznau 5 amnddyninasanisertfiugsia de'leun

1. ad)udusalunisvindr'ls (Profitability)

2. vuaa waztdununyuitiau (Working Capital)

3. aszualduaa (Cash Flow)

4. HAAAUUNUAINARIUNTWEHLALAITRAINY

5. ajrudagnistiunu (Funding Requirements)
uii1aa 44 > ‘Ualuieaiifia Becca Distribution-Act-2005y.0pt
Analysis > ma&n Analysis uuuau Navigation (érudinadia)

> dauwnidlilnefins i Profitability % alvusaddiayauusiin
(tip n151dniinxa)

Tip ) wiatliinisiiasigiuiianiugndacgeda dayafiazinuiitasieviaish
at1viiay 4 periods Tuluiaa

Optimist Xpert & > a&ntuy Help > Xpert \auame Optimist Xpert
> ila Xpert Taaadnilu [X] a1 faduuuluniina task pane

@1&v Print 1u — luudazuinaa Analysis aauaiunsadefind export dayaaanluddule
“i1aa > adntuy File > Print
Analysis > adn Close

'
a [ g

AgdNududadusazniinxa

>

saldisnazuzausinafianisiiasied s
Analysis
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Aaluaauluig > m&n Price Volume Sensitivity

aaviduraisian 5

(Price Volume uiinaa Price Volume Sensitivity Wuunivaantfusasdru &ruvuiilu

Sensitivity) drsnni1sinanavdiuiasian (Price Volume Flow Chart) wazaiuane
tHurdrsnarsiduiauassudlsaranu (Income Statement Growth
Chart)

> wl&au Volume/Price flu 2

L,,J doinanaiiAindusy Gross Profit uas EBIT.

115 Price Volume Flow fuid3auifisunanisiindunassiai danis
indugaddduia tdunisidamiAaunanisiinduiuaid das a'le
(Revenue) A1'ls53u (Gross Profit) wazdilsAausanidauwaza1®(EBIT)

finasig 2 atn9ssninvnistddeuuiag Price uaz Volume fgavidnlali
AALAU

1 msn]auuuﬂaoswmnameumLa’uﬁjaanumaosmsu(Revenue)
Uy mmsnjaﬂuLuJawaoﬂsmmnameu % LANduna9ITI8sY

2 wWas9f 2 sgnitenisiddeundadsiaivasliuiadanainig
vl8aundavifvaavadviifidatdasidudagrudrodudulusiaida
218 (Gross Margin %) uag Alsdaunanitfiauaza1® (EBIT)

= = a = = -
AsLtANAuaavdsura(Volume A1stANAuaavs1Ial (Price
Increase) Increase)

Revenue COGS %

Revenue COGS %

ime————» +
Tim — Time———»

R Aanssuit 1: A1s3tasazid3uaaisaaa (Price Volume Analysis)
andayadiuare weraiulderuduldsunsu Optimist 7.3 wdrnaudiaiusa’lui:

1. Price vs. Volume:

Year 2004 2005
Revenue 1,000 1,200
Revenue Growth % -- 20%
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NamaUuLnuann > a&n Return on Investment

ANSAINU 5
wHanauunuaInnITaINuly tdumdauwuuifadidy tlasidudnanauuny
Anldunuinldld (ROCE %).

@

(Y%owanauunuanndunuilill = % auaruisalunisvindls x
fianssu)

o 1aui Profitability tfudir¥aaiuarursalunisvindrlsaas
Hu3ns dotvindugens EBIT / Revenue .

o uay Activity tfudifaainufidsedndainuavvuga dotvindugns
Revenue / Net Operating Assets.

arunanni1sil 1s1a1usamvuagas ROCE % lédoil:

@

(Y%owanauunuannldunuinlill =dlsdausanifauaza18/qunswd
dgrnsunrseatiiuaugna)

PROFITABILITY % I ACTIVITY I ROCE %

EBIT —+

EBIT —+
— NET OPERATING
ASSETS

NET OPERATING
ASSETS

dayadrfanalsy o f1n1531As1zugshAalae 9 drardeaguanisiamuainisalunisvindils
uazinsaadulaaiudidialusumlsaianuidavadiioiiiar n1s
aadulatuairaazinmuidaviauisagsia’le tdu nnsaadulatanlila
FAANTAUIIUARDIAACRINAAUGADATEURLIUN A 16

R nsaidnel M 1: ROCE %

Wan13t3ausn'le 538n15A1udae ROCE % uavidinlanslddasdruidsauiday (ratio) (iu
Frfafiddyuasnanisaiiueiugsia

dayan 11y ihdiayasaldfduasus¥n Supermarket Co wazu3®¥n Shipbuilder Coxn
aaudaIuluntingaly
Company Revenue | EBIT Profitability %
Supermarket Co 1,000 20 2%
Shipbuilder Co 1,000 200 20%
Company Net Operating Assets Activity
Supermarket Co 200 5
Shipbuilder Co 2,000 0.5
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