Hagan’s Formula Sheets – If Carlsberg did formula sheets…
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Hagan’s key ways to improve liquidity ratios:       1] Sell FA 2] New long term loan 3] Issue new shares.  All have downsides. Others do count technically
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Note: Hagan’s simpler ARR formula is above. It assumes you did the proper tables as recommended.
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More detail on Investment Appraisal
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	Decision Trees [not same topic as Invest Appr]
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More theme 3 maths steps
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NPV*Steps

. Do the table as discussed in lesson 1 of

investment appraisal (years, net cash flow, running
total). BIG column for net cash flow

. Add in the numbers from the question

. Multiply the net cash flow figures for each year by
the relevant multiples given e.g. 0.93...

. Add the new net cash flows together

. Minus the initial cost of the project from the total
[no adjustment to this sum].

. Answer complete © In £/S. Bigger the better. Will
be smaller than initial profit estimated before.
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Draw your square box decision and put the decision in it (in writing)
Add option ‘do nothing’ which is a blank

Add option 1 and write in above the line what it is and the cost of it
below the line

Add your 2 or 3 outcomes e.g. high profit, low profit

Add in the chances of each happening on the sub branches e.g. 0.7
high profit

Add in the actual outcomes of each one

Multiply the outcome by the decimal for each e.g. £200,000 x 0.7 =

Add up the different outcomes after you have done the decimal step
and MINUS THE INITIAL COST
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Sales Forecasting: Moving Averages STEPS*
4 gquarter ones

Add up 4 raw sales revenue figures together

Record the answer between value 2 and 3 of the numbers added
Keep doing this moving down 1 number at  time for your starting position (quick trick posg)

Add 2 lots of 4 quarter totals together and record the answer in the 8 period total column, between the 2
numbers just added together

Repeat this moving down 1 quarter at a time as your starting point
Divide the 8 period total by 8

Variation = The sales figure minus the 4 quarter moving average on the same line. It can be a negative too. The
bigger the number/minus the more seasonal or cyclical sales are [depending on data set]
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CPA Steps **

1. Draw node number 1 on the left. 0/0

2. Add xour activities from node 0. Use the table/data to hels identifx these

Add in your next nodes when you are sure

3
4. Complete the next activities
5 End on a node

6

Calculate your ESTs from left to right node wise. Remember it is the
‘earliest staring time’ of the activities going out of that node to the right of
it. Be careful when there are multiple paths/activities going into a node,
pick the biggest EST.

7. Work right to left node wise to do your LFTs. Remember it is the ‘latest
finishing time’ of the activities going into that node to the left of it. Be
careful when there are multiple paths/activities going into a node, pick
the biggest EST.

8. Identify your critical path by looking at the nodes which have the same
EST and LFTs. But look carefully when multiple activities go into it

Iculated Float OF THE LINES - Exam Project
. LFT minus duration - EST

9. Calculate the float for a particular activity, or total float

nctivity
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EDEXCEL AS KEY CALCULATIONS AND FORMULAS

Theme1

Market share = (Saes of & product o business Tota

sty of dmand =14 Crarg ety e oo e
ncome elasityof demand = s Crange i uantl e e

VWhat does each sum show

What is shows Formula What is better? What documents

Theme 2 Gross Profit For every £1 of revenue the business gets in Gross profit £ Higher % the better Income statement
| :1:-::_:;:-& margin sales, how much do they get to keep, if x 100

:—m-mu_-—‘:::‘:-'h factoring in direct production costs only Revenue £

Total varizble costs = number of unis ol x variable cat per unit

Total costs = Fixed costs + variable costs.

:"‘"""_"““lﬂ::.'l.l-hﬁ:::u- Operating/net  For every £1 of revenue the business gets in Operating profit £ Higher % the better Income statement

Break-even = Fixed costs/ Contribution per unit profit margin sales, how much do they get to keep, if x100

Variance = Actual - Budget
Gross profit = Sales revenue minus cost of sales

Operating profit = Gross profit minus overheads

Nt profit = Operating Profit +/- finance costs

Gross profit margin = (Gross profit/ Sales revenue) x 100

~ Operating profit margin = (Operating profit/ Sales revenue) x 100
Profit for the year (net profit) margin = (Profit for the year / Sales revenue) x 100
‘Current ratio = Current assets/ current liabiliies

Acid test ratio = (Current assets — stock) / current liabilities

| Productvity (abour) = Outpu pr period (it Number of employees in tat period
Capacity utilisation = (Actual level of output/ Maximum possible output) x 100

factoring in direct AND INDIRECT costs only Revenue £
Current Ratio For every £1 that is due in bills in the next Current assets =1 Balance sheet
year, how much do they have now/coming Higher the better
their way to pay these bills Current lial >1 good
Too high criticised

Acid test ratio Same as current ratio, but WITHOUT including  Current assets — stock i1 Balance sheet

stock when adding up the current assets. Higher the better

Current liabilities >1 good
Too high criticised

Gearing ratio Out of the millions/000s invested in the Long term loans Lower % the better Balance sheet

business to make them work, how much of Shareholders eq + long mm'wo Too low criticised

this money is debt, rather than ‘equity’ loans + reserves
ROCE Given the millions/000s invested, how good Net profit £ Higher % the better Income statement (1

x100

Shareholders eg + long term
10ANE + rECArves

are the profits compared to this investment line) and Balance sheet
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*/Step 2 - What does this show me?

Much less than 1

A bit less than 1

Abit over 1

Well over 1 - Extension

The business is very
unlikely to have enough
cash in the next year to
cover their debts in the
next year, even if they
sell their warehouse
stock

Solution(s):

The business might just
be a bit low on enough
cash in the next year to
cover their debts in the
next year, even if they
sell their warehouse
stock.

Solution(s):

The business will have
more than £1 in cash for

every £1 it has.fo pay in
cash over the next year

Solution(s):

They really need a large
2-3year+ loan orto sell a
large asset or issue new
shares

They might need a small

2:3vear loan or to sell a

small asset.

No action needed

This is largely good as
the business will have
enough money to cover
the debts it needs to pay
in cash over the next
year, it could be argued
that the business has
excess cash which it
could be using the grow
and expand the business
further to please
shareholders.

Solution:
Act like an entrepreneur!
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Payback
(Investment
Appraisal)

ARR
(Investment
Appraisal)

NPV
(Investment
Appraisal)

Decision Trees

CPA—-NOTTO
HELP DECIDE
ON AN

INVESTMENT

t does ea

How long a growth project takes to return the
initial sum invested

Comes out as time

How much profit as a % a growth project
generates in a period of time relative to the
initial sum invested

How much profit a growth project generates
as a £/S in a period of time relative to the
initial sum invested, after factoring in
inflation/risk/alternatives etc.

The financial return of different growth
projects, factoring in the probability of good
or lower returns from each option.

What steps are involved in the launch of a
product or building of a new shop etc. To
identify the vital tasks in the process and not
open late.

um sh

W

Add in the data into the columns/table
with years, net cash flow, running total.
‘Then calculate the running total.

Last minus figure / next years net
cashflow x12

Project profit/years
THEN
[eapital costx 100 =%

Multiple each net cash flow figure by
the relevant decimal. Add the new
figures together and minus the initial
investment sum

Investment

Less time

Higher % the better

Higher £/$ the better

Will be lower than
initially thought

The higher £ return

Lower % the better
Too low criticised

raisal

Net cash flow figures
needed

Net cash flow figures
needed

Net cash flow figures
needed

The probabilities and
returns plus costs of
each option. In a table
usually

Balance sheet
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Hagan’s recommended steps

Main | = REAL STEP |: Do the table headings.

' Outflows  Net position {wide}

0
1
2
&

1. Get the figures
2. Create a FRESH TABLE

3. Columns:
(a) Years
(b) Inflows
(c) Outflows (if relevant)
(d) Net (if relevant)
(e) Add in your cumulative total cost (minus)

4. Calculations:
(a) Run through all years running total
(b) Last minus number (no minus sign) divided by
next year’s net position {diagonal left}

(c) Divide by 12
(d) Add in full years @
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* The 4 stages in calculating ARR:
1. Add up all positive cash flows
2. Subtract cost of investment
3. Divide by lifespan (/project length)
4. Use the answer from step 3 to calculate the % return
to find the ARR:

 [Step 3 S£] Annual average profit / purchase price x 100
=%




