FINPLAN

Hands-on 4: FINPLAN Results Interpretation

Learning outcomes

By the end of this exercise you will be able to:
1) Run a complete model using FINPLAN.
2) Understand the operating Account, the Cash Flow, and the Balance Sheet.

3) Calculate the results of the model using financial ratios, such as Leverage, Exchange Risk, and
Debt Service Coverage.

4) Interpret the results of different financial ratios.

Activity 1

Results Menu

Now that you have entered all the data required for financial analysis of the coal power plant, we

press the button o06Calculatedé. FINPLAN provides tw
andtheot her i s OFinal Re s ul tesulis, Intermeegiaierrdsdtslarewseflilégor t he i
explain the final results. We first explain the final results. If you click the button results, the

foll owing screen appears. It has s isand Outflewss ; 00Ope

o0Bal ance h&dhaeldersdRet a 65n o, OFi,amdcoRBRloRati oBBbnance An
next couple of lines, we explain each of these items one by one.
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FINPLAN

A Model for Financial Anal s of Electric Sector Expansion Plans.. e Study: Democase 1
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fnflasion tnfarmarion Average Loan Term 10 Year(s)
Currency Exchange Rates
Security Ratio for Loan Period 1.3
Taxation Data
Expected Lifte of Project 30 Year(s)
Tax & Depreciation Informatior
Royalty Payment Security Ratio for Project Lile 1.3
First Year of Cash o Debl Service 2017

Inttial Balance Sheet &
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smers Contribution B

Fixed Revenues & Other Income
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hase [

A Model for Financial Analysis of Electric Sector Expansion Plans.. Case Stud Democase

HOME CASE STUDIES
B Case Data

Plant Data
2 FinManager

Calculate

B Intermediate Results
E Results

Operating Account

Cash Inflows and Qutflows
Balance Sheet
Shareholders’ Return
Financial Ratios

Project Finance Analysis
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Activity 2

Operating Account

I f you click 0Oper abelow gil appear.dOpeanating accourt is explaaned ine
the lectures. This table summarkes the yearly income and expenses due to operation of the
project, and it shows whether the firm is making money from its operation. It should be noted
that all results are in million local currency, and at current prices.

The top five rows present the income by year. The only income from the project is revenue from
electricity sales. As operation starts from the year 2017, so do the sales of electricity. This is
reported in the third row at the top. Although electricity amount to be sold remains constant, as
price increasesover time due to inflation, therefore, revenue increases too.

Let us focus on the expenditure block now. The plant has only two operational expenses: fuel costs
and O&M costs. Other expenses are financingrelated, including interest payment, foreign
exchange loss and depreciation.

Foreign exchange loss occurs due to the currency depreciation. In simple terms, suppose in the
year 2014 you borrowed 100 US dollars and the exchange rate is 3.5 Ringgits per dollar. So, when
you converted it into local curren cy, you received 350 Ringgits. You have to return those 100
dollars in the year 2016, andin that time the ringgit depreciates, and the exchange rate becomes
4 Ringgits per dollar. So, you need 400 Ringgits to buy 100 dollars. Therefore, in 2014 you receigd
350 Ringgits, but when you return that money you need 400 Ringgits. 400 minus 350 is 50
Ringgits, and that is foreign exchange loss.We have assumed Malaysian Ringgit is fairly stable, so
foreign exchange loss is not substantial.

Depreciation expense is 137.4 million Ringgits every year, starting from the year 2017, when the
plant goes into operation, and continues for 20 years.

Tot al expenses are calculated and reported i

Subtracting total expenses from the total revenue in a particular year is how the net income is
calcul ated. |t is reported here as OProfit
negative. You may notice that the plant makes losses till the year 2017, and theredter it makes a
profit. The plant pays tax only when it makes profit. However, if you notice carefully, it started
paying tax only from the year 2021, although profit starts from 2018. This is due to the tax loss
carried forward provision, which we will explain in a few moments.
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Operating Account in FINPLAN

Operating Account in Local Currency (Million)

Fized Incomg + othar Income L]

I Total Saks Ravenues

EXPENDITURE :
Gemaral Expenses o
Expemaiture on Purchases L]
Fual Costs L
O&M Costs o
Contr. To Dacomm. Fund o
Interast Pala o
Formign Exchangs Loss o
Contr. To Dacomm, Trust L
I Depreacatien I L)
Reyalty o

Income Tax

4 TotalExpamses

_r r- -y NN N N F
- NN N--N--N--N NN - -N--N--N-

L] o o L] o L o o L] L
L] L] L] L] I 1084.587 1107.18 1181 44 1187.% 1148 .4 1198 .21 IIHI
L L o o ] o L] L o ] L
AN T iy s ) [ i) | s ) )
L] o o L] o (] o ] o L]
L o o L o LJ e o L] e
L o L L 618 .82 8426 1.0 7i8.87 Tar7.0% TIT.N LLy
L] o o L] 150.57 156.6 162.86 169.37 176.15 18312 194
o o o o o o L] o o L]
L] 15.27 50.03 9299 119.78 9669 28 &6 79.3 68 a7 6266 54
L] 1.94 7.8 15.64 19 .49 1818 16.74 15.2% 1168 12.02 14
L L L L] o o e o L] e
L] o o L] I 137.42 137.42 117.42 137.42 1317.42 137.42 IHI
L] o o e o o o o o o
20.7% 3o a8

L] =17.21 -§7.82 -108 63

-1.22

34 04

54.73

77.18

6226

1882

91 .45
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If you click at the left top corner, you can export this table in Excel, which makes computation
easy. On the next page, you can see this Excel table in two screenshots.

Tax Loss Carried Forward

Look at the first screenshot from Excel Coming back to the tax issue, we have added a couple of

rows at the bottom to show the tax calculations. From the row on profit or loss, from year 2014

till 2017, the plant makes losses. In 2014 the loss was 17.2 million, in 2015 the loss was 57.8 million,

and so on. Thus, till the year 2017, the accumulated loss of the firm was 184.8 million Riggits.

Now by the tax loss carried forward option, this accumulated loss can be carried forward to the

successive years, to calculate the taxable income. In 2018, expenses before tax were 1073.1 million.

When subtracting these from the total income, we get net income as 34 million, which is positive,

but if the accumulated loss is carried forward, thenthef i r m6s t a x a blB4e88 plus 84p me i s
which is a loss of 150.8 million. So, there is no need to pay tax. Similarly, in 2019, the net income

before tax is 54.7 million, but when the accumulated loss of 150.8 million from the previous year

is added, the firmbés taxable income is minus 96.1

Continuing this way, in 2021, for the first time, the firm makes a positive taxable income of 83
million, so the firm needs to pay the tax. Applying atax rate of 25%, tax in that year is 20.8 million.
Afterwards, the taxable income is positive every year, and the firm needs to pay tax.

Dividends and Retained Earnings

Now analyse the same table a little further by focussing on dividends and retained earnings. Look
at the second screenshot on the following page. Net income is divided into two parts: dividends
which will be paid to the shareholders and the remaining income which will be kept within the
firm as retained earnings. Dividends can be paid only when the firm pays tax. Therefore, the
dividend payment starts from 2021. Till 2020, as taxable income is negative, no dividend will be
paid, and the entire profit is kept in the firm as retained earnings. But how is the dividend
calculated in FINPLAN? You may remember, you have used the dividend rate as 50% in the equity
screen. Dividend in a particular year isa minimum of 50% of the equity, and 50% of profit,
whichever is the minimum. You can checkthat till the year 2028, equity is 650 million; therefore
50% of the equity is 325 million. Up to 2028, profit is always less than 325 million, so the entire
profit is distributed as dividends. In 2030, equity is 250 million because of equity return in 2029
and 2030. So, 50% of the equity is 125 milli;m. However, the profit is higher than this amount, so
125 million is distributed as dividend, and the remaining is kept within the firm as retained
earnings.
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Operating Account Exported in EXCEL - Tax Loss Carried Forward

Yeaar 2012 2013 2014 2016 2018 2M7 2018 2018 2020 2021 2022 2023 2024 2025 2028 2027 2028 2029 2030 2031 2032 2033 2034 2035 2038 2037
INCOME :
Fixed Income + ather Income 0 0 e 0 0 [ ] [} (] 0 e 0 C Q 0 Q 0 0 Q a o ] 0 e 0
Tatal Sales Revenues Q 0 a 0 0 1084.57 1107.15 11561.44 11975 12454 126521 1347.02 1400.6 1456.64 151522 157581 18231 187176 1721.95 1773.61 1626.81 1881.62 1838.07 1968.21 2056.09 2117.74
Interest Eamed a 0 Q o [} (] ] [} a 0 e 0 C a 0 Q a 0 Q a 0 Q 109 7.28 13852 18.74
Total Income ] 0 0 0 108467 1107.15 1161.44 11676 12464 120621 1347.02 14009 1456.94 151522 157583 16823.1 187170 1721.85 1773.81 1826.81 1881.62 1830 18 2004.49 2086.81 213757
EXPENDITURE
General Expenses. Q 0 ] 0 o a 1] o ] o e 0 C a (1] Q Q 0 Q Q o a o Q 0
Expenditure on Purchases 0 0 0 [ [} [} ] [ 0 0 o 0 C (1] 0 Q Q 0 e ] [} 1] o ] 0
Fuel Casts Q 0 Q 0 0 63852 68426 69103 71887 747A5 777.98 80934 B8419E 676588 01118 0479 0681 102584 1087.18 1110.19 116493 1201.48 124089 1300.27 1352.67 1407 .1
0&M Costs a o e o 0 15057 1566 16828€ 16037 176156 1832 19052 18814 206.07 21431 22288 2318 24107 250.72 280.74 271.17 28202 2633 30501 317.23 3209
Cantr. To Decornm. Fund o ] a o [ 1] 1] [} a 0 e o [ Q 0 Q a 0 a a [} aQ 0 (] a
Interest Pad 0 0 1527 65003 929¢ 11978 9669 B836€E 793 6847 6268 5858 B44E 5018 46596 422 3885 3595 4098 4242 2806 1285 0 Q 0
Foreign Exchange Loss a 0 194 78 1564 1949 1815 1874 1525 1368 1202 1032 B8.6E 7.058 544 an 182 0 e a 0 o 1] ] Q
Cantr. To Decomm, Trust a 0 Q 0 [} Q 1] [} Q 0 c 0 C Q 0 Q a 0 (4 a 0 Q 1] ] Q
Depreciabon 0 0 e o 0 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742
Royalty Q 0 a o [} 0 0 [} a 0 [ ) C Q 0 ] a ] a 4] 0 o 0 e a
Income Tax Q 1] 4 0 o a 1] [} 0 20756 3048 3521 4007 4509 65022 5542 6675 65788 65842 5571 5881 6164 6465 6518 6667 1001
Total Expenses 0 17.21 65782 10883 1085.79 1073.11 1098.71 1120.22 1164 31 1203.78 1241.39 1280.69 1321.67 1384.55 1409.68 1452.84 1498 18 1562.69 1808.49 1650.38 1696.81 174525 1807.91 18728 183727
Profit’Loss 0 1721 5782 -10B83 -122 3404 5473 7728 8108 9145 10563 12021 13627 15067 188.27 17028 17363 16025 18712 176.42 18581 1939 19568 196872 300.35
Dradends. Q 1] (] 0 [} aQ ] [} 0 6226 9145 10583 12021 13627 15087 18827 170.28 17383 128 125 126 125 126 128 125 124
Retuned Earnings 1} 0 .17.21 .5782 108682 122 3404 6472 7728 1882 ) 0 C Q ] Q ] 0 4425 4212 6142 68081 639 7058 7172 17534
xpenses before tax 073.12 1098 71 1120.21 114357 1173.28 1208.18 124062 1276.568 1314.33 1364 11 1396.09 144028 1498.28 1550.77 1501 58 1633.87 1880681 1742.72 1807.32 1737.
Accumulated loss
Taxable income -160.85 -08.12 1883 B30 1218 1408 18023 1804 2009 2217 2270 2016 2267 2228 2352 2478 2686 2808 2623 400.
Tax 208 308 352 401 451 50.2 564 588 579 564 557 588 619 846 852 658 100.
Operating Account Exported in EXCEL - Dividends and Retained Earnings
Year 2012 2013 2014 2016 2018 2017 2018 2019 2020 2021 2022 2023 2024 2025 2028 2027 2028 2029 2030 2031 2032 2033 2034 2035 2038 2037
INCOME :
Foed Income + ather Income [} 0 (] 0 C Q 0 c Q 0 ] [ o Q 0 Q 4] 0 Q Q [} Q 0 ] ] L
Talal Sales Revenues o 0 [} o C 1084.57 1107.15 1161.44 11975 12454 126521 1347.02 1400.6 1456.64 161522 1575683 18231 1871.76 1721.95 1773.81 1826.81 1881.62 1838.07 1968.21 2056.08 2117.78
Interest Eamed a 0 o C Q o o a 0 [ o C a o ] a 0 Q a [ a 108 728 1382 197¢
Total Income 0 o 0 0 o 1084.67 1107.15 1161.44 1167.6 12454 1208521 1347.02 14009 1456.94 151622 1575.83 1623.1 187178 1721.85 1773.81 1826.81 1881.62 1638 16 2004.49 2060.61 2137.57
EXPENDITURE :
General Expenses Q o [} o C Q 0 0 aQ o0 ] o C a o ] a 0 e a [ a 0 e Q C
Expenditure on Purchases 0 0 (] 0 c ] ] [} Q 0 (] 0 C 0 0 Q a 0 4 Q [} 0 0 ] Q C
Fuel Casts 0 0 Q [ C 6852 £8426 69103 71887 74786 77798 B08.34 B8419F 87588 91118 0478 6881 102584 1067.18 1110.19 115493 1201.48 124989 1300.27 1352.67 1407 18
O&M Costs. aQ o [ o C 15057 1686 162B€ 169.37 17616 1832 19052 18814 206.07 21431 22288 2318 24107 260.72 280.74 271.17 28202 26833 30503 317.23 326.92
Cantr. To Decomm. Fund Q 1] Q 0 c ] ] C a 0 e [ C Q 0 Q a 0 4 [ C a 0 [ ] c
Interest Pad Q 0 1527 65003 929¢ 11978 9889 B36E 793 6B47 6268 6GB58 B44E 5018 4508 422 3885 3595 4098 4242 2806 1265 (1] ] (] C
Fareign Exchange Loss Q 0 194 78 1564 1943 1815 1874 1525 1388 1202 1032 86E 7.08 544 an 1.82 0 Q a C a [} ] a C
Cantr. To Decornm, Trust (] 1] (] o0 c ] 0 [} (] 1] ] o0 [ Q o Q 4] 0 4 Q 0 Q 0 ] Q c
Depreciaton 0 0 [ 0 C 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 13742 C
Rayalty 0 0 [ o C [ 0 [} 0 0 e [ C 0 [ Q 1] 0 4 Q 0 1] 0 e Q C
Income Tax Qo 0 Q o0 ] [} 0 2076 3048 36521 4007 4509 5022 5542 65675 6788 bH842 655671 5881 61684 64683 6518 6557 100.12
Total Expenses 0 0 17.21 65782 10883 10856.79 1073.11 1096.71 1120.22 1164 31 1203.78 1241.39 1280.69 1321.67 1384 55 1409.58 145284 1498 16 1552.69 160649 1650.35 1696.81 174525 1807.91 18729 183722
Profi/Loss 0 0 1721 57682 -10B63 122 3404 5473 7728 8108 9145 10663 12021 13527 15067 168.27 17026 17363 18925 16712 17642 18581 1939 19558 198.72 300.35
Dmdends 0 0 Q [ C [ 1] C 0 6226 9145 10683 12021 13627 15087 16827 17028 17383 128 125 126 125 126 128 125 126
Retained Earnings Q 0 .17.21 6782 108683 122 3404 5473 7728 1882 Q [ o Q 0 Q [ D 4428 4212 5142 @081 689 7058 7172 175.3F
Expenses before tax 1073.12 109671 1120.21 114357 1173.28 1206.18 124062 1276.58 1314.33 135411 1396.09 144028 1408.28 1650.77 1501 58 1633.87 1880681 1742.72 1807.32 17371
Accumulated loss -184 88
Taxable incame -150.86 -88.12 1883 B30 1218 1408 1603 1804 2009 2217 2270 2316 2267 2228 2352 2478 2686 2808 2623 400EF
Tax 208 308 35.2 40.1 451 50.2 564 588 57.9 584 557 58.8 619 4.6 852 656 1001

CCG 2021

Page | 6



Climate
Compatible

Growth

Activity 3

Cash Inflows and Outflows

We move to the next item by <c¢clicking o6Cash I nfl o
sources of cash that come into the project account at a certain year and the cash that goes out as

expenses. Clicking at the top left corner, this table can be exported to Excel as well. On the

following page there is the Excel table which could be used for calculations.

The blockatt he top shows cash ol nflowsd by sources. Dul
of cash have included equity, loans, and stand-by facility. The company borrows from an export

credit entity as well as takes a project loan. However, they are added together and reported as

oLoans Drawdownsdé. This money wi lcdnstrocgon.Sheeist t o pa
shortage of funds; therefore, the model withdraws from the stand -by facility to match the fund

requirement.

From 2017, only cash inflow is revenue. However, between 2022 and 2030, standy facility is used
again to meet the shortfall.

Let us |l ook now at the | ower Dbl oBetween 201Biarmd201hr esent
the major expense is construction related. Other expenses are interest paymens and loan

repayments. From 2017, outflows include operating expenses, suchas fuel, and financing

expenses, such interest paymens, loan repayments, etc.

In the last row, cash outflow for VAT payment and cash inflow of VAT reimbursement are reported.
VAT repayment is reported in negative terms, 219.8 million Ringgits, which is used to repay the
stand-by facility that paid the VAT.

From the year 2034, a large amount of cash is deposited as a short-term deposit, visible in the
top-most row. Thisis not a good use of cash, asa short-term deposit provides low interest.

In conclusion, this is not a good financial plan. A better financial plan can be developed.
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Cash Inflows and Outflows in FINPLAN

O
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