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Managing Business During an Economic Slowdown – Optimist 7

Cuesta College SBDC – Israel Dominguez

Introduction

Good morning! Together we are about to review Optimist, a powerful business diagnostic and financial analysis tools that we have adopted network-wide in the UC Merced Regional SBDC. By way of introduction, I like to describe Optimist as a unique tool for SBDC Counselors to bring a crystal ball approach to management decision-making for our clients.  The net result is being able to serve more clients, satisfy the 5-7 hours of counseling guidelines, create jobs and generate capital formation in the communities we serve. 

Overview (Loading Screen on Projection Screen)

Optimist has several elements – Loading, Analysis, Strategy, Explore and Reports. We’ll touch on each with a special emphasis on Strategy and Reports.

Loading

· This is where we input financial data. For today, I have the information already loaded so we can maximize our time together. The company is Family Furniture. Family Furniture is a real company (not the real name) that imports finished goods from China and does custom work here in the U.S. 
· There are two items on the Loading screen to emphasize. 
1. Chart of Accounts (ability to access library, modify an existing chart of accounts or create new one – 12 to 15 minutes of effort). 
2. Parent & Child Accounts 
· As important as having the financial data is, the Loading screen is the least exciting thing we will share today. 
Strategy

· The Strategy screen is a one-screen scorecard, or dashboard or snapshot of Family Furniture. In the center panel you see a summary of the financial statements. The left panel illustrates the Drivers of the company and the far right panel, Results, are the consequences of the way the business is being managed. Finally, at the bottom left you see KPI Variables and to the right, KPI Ratios. KPI stands for Key Performance Indicators and allow you to customize specific metrics that you may want to measure or track that are key to that particular client. For example, Revenue per Sq. Ft. 
· Quick “Cook’s Tour” of Family Furniture 
· Center Panel Financials – Revenue, $3.5MM

· Drivers – Growth %, 11.1; Cost of Goods %, 70; Working Capital Cycle – Receivables, 70 Days; Inventory, 154 Days (Comment: Intuitively may seem high. We’ll benchmark to see and we’ll model the effect of changing these and other numbers.)

· Center Panel Financials – Good news they are making money – Net Income, $165K

· Results – Gross Margin %, 30; Working Capital %, 37.2. That means that for every $100 of revenue the company generates, it must fund or finance $7.20. The net result is (point to Change in Net Debt) the company is experiencing a $325K negative cash flow.

· So the good news is that the company is making money (point to Net Income). The less than good news is they are going out of business (point to Change in Net Debt), because I think you’ll agree that this is not sustainable.

· “What-if scenario modeling” – Change Growth Rate to 20% & Enter; click on Net Change & Enter – what remains on the screen are just those things that changed. Growth Rate up to 20%; Revenue increased by $280K; Accounts Receivable is up; Inventory is up. So if we pursue this strategy, we have dug the hole $87K deeper (point to Change in Net Debt). Then click on Net Change and the Undo arrow to bring back to base case. We can do this same “What-if” modeling changing any of the other numbers one at a time or several at a time. 
· “Goal-Seeking” – Show what happens if we seek to break-even. Type zero (0) in Change in Net Debt & Enter. Series of bar graphs appear. At the top is a bar graph that shows our current position on far left and our goal on the far right. Below Optimist has searched all the data on Family Furniture and identified 7 management decision points, any one of which will bring us to break-even. Any one may not be practical, but we can mix-and-match to reach our goal. Type: Cost of Goods, -2; Days Inventory, -20; Days Receivable, -10; Operating Expenses, -42,000. Call attention to progress to goal. Then click Reset & Cancel which will bring you back to the Strategy screen. 
Analysis
· Click on Analysis (left side of screen). With a mouse click Optimist automatically translates the work you did on the Strategy screen into graphic representations (click on a few just to show).

Reports
· Click on Reports (left side of screen). With a mouse click Optimist creates over 20 reports for your client. (click on a few just to show)

Summary

· Optimist is a unique and valuable addition in our work with clients as well as enhancing bank relationships.

· Roger Pell with Inmatrix is here. So I urge you to see him with any questions or additional detail. By the way, join Roger for a demo of Optimist and you’ll be awarded a genuine crystal ball.

