ORACLE

Add Risk Measurements to Key Metrics During the
Strategic Planning Process

A Hyperion Strategic Finance and Oracle Crystal Ball integrated demo



« The Executive Dashboard highlights the key metrics that Eden (our
example corporation) uses to evaluate its strategies. Detailed financial
models that have been forecast out 5 years provide the results for this
dashboard. By looking at the Corporate Value chart, we can see that
Eden is evaluating a potential Acquisition, expanding into a Digital Video
product line, and looking at what impact a couple of recession scenarios
(Recession and Recession Package) would have on the Digital Video
expansion (lowering the company’s value).

« We can compare the value of these scenarios to our Baseline scenario,
or the forecast of the existing business before new investments or
strategies are evaluated. We can also compare the resulting Earnings
Per Share results over to the right.

* In this demo, we will show how adding a measure of the risk inherent in
the key metrics vastly improves the decision making process.
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. Executive Dashboard: Acquisition

Year Selection Scenario Selection
|zn14 -] [ Go | [ Acquisition =] [Go]
Scenario Comparison Market Price Comparison
Acquisition Baseline Wariance Acquisition Ba=zeline
Rervenue [in ki) 3,635 F2912 P23 Walle per Share F42.75 $36.54
Operating Profit Margin 9% 16.52% 13.57% 285% Currert Stock Price $39.00 $39.00
Met Income (in bl F3a2 F210 F143 Yariance F3.75 -F2 46
Shares Outstanding 3 564 511 32 351 357 -486 546 Variance % 9.70% B31%
EPS $11.05 $6 48 4 58
Tatal Capital fin b §2,774 1,765 359
ROIC 1947% 18.33% :
Interest Coverage 12.73 5.99 Let’s assume that for our demonstration, two of the
otk == == key metrics that management will use to make a
strategic decision are:
CEEiE : ¢ Shareholder Value (SVA) and Credit Rating.
Gl AETE LR T (s G The question is, for each scenario, how certain are
we that we will meet or exceed the forecast SVA
and the forecast credit rating?
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4 4 Credlt Ratlng E|4| 1l




aNE s
|

/l Harme Insert Page Layout Formulas Data Rl ey Wiy Developer Add-Ihs Hyperion Oracle BI Crystal Ball @ - = X
G Copy | Ly select - p H 2% Toals i ) . @ Help
> . i
m ® W ‘3] Freeze Q Sawve or Restore - Q\C}) | j ﬁ_ Resources =
Define Define Define . Start Step OptQuest Create
Azsumption = Decision Forecast &/ Clear ﬂj Cell Prefs EJ, Fun Preferences Fepart OAhnut
Define Run Analyze Help
welceme Enter information for this simulat - —
. ACEF IATArmaton rar s simulation i R
1 St I'Elteg IC F Ertity Selection JZ
2 |{For best results, dao | |
3 General
4 Azsumphions Simulation options
5
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. 300.00.046: 2040.00.000; [nventary
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financial model all the available accounts. We BEE- A

choose the accounts that we want to define as

variable inputs to our simulation model. .
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a 100.00.000; ‘Weighted Average E:-:u:hangeil
G | Faorecasts | 105.00.000; Period End Exchange Rate
7 110.00.000: Equity Hiztarizal Exchange R.
5 Sumrnary 115.00.000; Uszer Defined Exchange A ate
200.00.000; Period Length
3 300.00.000: <<< MEMO GROUP 153> il

. 300.00.0010; <<DPERATIOMAL AMD FIM2
10 Assumptions 300.00.002:
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E430.00.076: Final Awerage Bond Rating

24 e

O 1

El

Einizh

LCancel

2011 " 201
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2011 7 201,

Similarly, now we choose which account we
want to define as our simulation output, or
forecasts. These are Shareholder Value and
Final Average Bond Rating.
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Strategic Finance Worksheet

(For best results, do not modify the structure of this warksheet)

Description: SVA and Credit Rating calculation of certainty measures
Entity: Server: HSF, Database: TotStratFlan; Entity: Eden Cansolidated
Scenario: Bazeline
Units: Millions of Dollars
Store folder: H\demos\HSFCORPWCommonClientDocs

Assumptions (Strategic Finance inputs)

Jul1 Aug10 Sep10 Oct10 Howi0 Deci10 " 2010 " 2011 " 2012 " 2013 7

315.00.100: LIBOR.

1000.00.100: Electronics Revenues
1000.00.200: Services Revenues
1040.00.000: Cost of Sales
1080.00.000: 5G&A Expense
Z2020.00.000: Accounts Receivable
2040.00.000; Inventory

2170.01.000: Fixed Capital Investment
2500.00.000: Accounts Payahble

FL N L ' —_ ' N A 'l

The solutlon automatically sets up the simulation worksheet, connected to the financial
50§
s41 model. We’re using Excel only as the user interface — all the mathematical equation, or
business rules, are in the financial model.

Now that we’ve chosen our inputs and outputs, and connected to the model, let’s do the
last two steps required to set up a simulation: defining the variable parameters around ot

[

inputs, and labeling which are the outputs.
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10 Assumptions (Strategic Fir -
12 2011 " 2012 " 2013 7
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16 1040.00.000: Cost of Sales . T — . I—— : I—— 45048 A4 6914 55.051E:E
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For each of our inputs, i.e. what we call assumptions, we assign a probability distribution. In this
example, we’re saying that Cost of Sales for 2014 should look like a triangle, we a likeliest value of 5¢

There are many methods that can be used to find the right shape and parameters for our inputs. We
either use some of the software tools to fit the right distribution if we have valid historical data, or app
risk elicitation techniques combined with subject matter expertise to define the distributions when we

don’t have any data.

We can also correlate inputs to one another if required — often an important step in correctly evaluatir
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1080.00.000
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2170.01.000
2500.00.000

| ol == =] =] = = = =] =
to| =S| o] oo| 1| 3| on| &= | ca| o] = =229 Y = T A w2 2]

LR SR R R SR R SR S
[ M ' Dt B R ) TR

(]
—

[FR Q]
LR )

A4
4 4 F M

CB-5Fsheet

315.00.100: LIBOR.

: Electronics Revenues

: Senices Revenues

: Cost of Sales

: 5G&A Expense

: Accounts Receivahle

: Imventory

: Fixed Capital Investment
: Accounts Payahle

Forecasts (Strategic Finance ou

5080.00.000: Shareholder Value {per share)
6430.00.0746: Final Average Bond Rating

Resuls (live dema)

Next we tell the software which are our
forecasts: Shareholder Value and Final Average
Bond Rating. The software convention colors
forecast cells blue.

=¥ T

T3 "

L

2011 " 2012

BBE- A- A+ A

¥ | Il

Resulks (skored)




Now we're ready to run a simulation. The software will run what’s called a Monte
Carlo simulation.

A Monte Carlo simulation is a series of trials. Each trial picks a different number
from the allowed inputs (the green cells) recalculates the outputs (the blue cells)
and saves the results of each of those trials for analysis. Once you run 500, 1000 or
more of those trials, you can calculate things like certainty measures (i.e. risk),
sensitivities, percentiles and any number of other statistics.

In evaluating our strategic opportunities, we settled on a number of scenarios and
strategies— things that might happen and how we could respond to them. Our
financial model gave us the key financial measures or metrics, by which we
evaluate the value of each strategy.

With simulation, now we measure the risk of any given strategy.

Right now, “scenario” is a given. The future, good or bad, will happen whether you
plan for it or not. Smart companies today evaluate strategies to respond to
Scenarios (and EPM gives you the nimbleness to execute changes in strategies
efficiently). The absolute best companies will add simulation to strategy in order to
evaluate the comprehensive worth (value + risk = worth) of that choice.

ORACLE
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Strategic Finance Worksheet

(For best results, do not modify the structure of this worksheet)

How certain are we that we will meet or exceed the

TR
Description: SA and Credit Rating forecast SVA and the forecast credit rating”

Entity: Server: HSF, Database: TotStratPlan, Entity: Eden Consalidated
Scenario: Baseline
Units: Millions of Dallars
Store folder:

1
2
3
4
5
G
¥
o]
]

10 Assumptions (Strategic Finance inputs)

MowviD Decid0 " 2010 " 2011 " 2012 " 2013 7 2014

Jul10
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13 1315.00.100: LIBOR,
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18 | 2020.00.000;: Accounts Receivahle
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25 5080.00.000: Shareholder Value (per share) 36.5352¢
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The results of the simulation give us the
measure of risk for our calculated Shareholder

22

2 Forecasts (Strategic Finance outputs) Value. We see that for the v_alue o_f $36.54 per
24 Juto___auwg{ Share as calculated by our financial model, the
25 |5080.00.000: Shareholder Yalue (per share) b . . : .

B N 5430,00,076: Final Average Hond Rating . S|mulgt|on adds the_lt there is a 68% certainty or
7 reaching or exceeding that value.

24

20 . .

T We now have visibility into both the calculated
= value of this key metric, as well as the risk

34 inherent in this strategy.
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