40. Scenario Planning
1. Delete as necessary and fill in the gaps.

Every firm depends on forecasts in order to turn strategies into plans and to set budgets. But every well-run firm knows that things may turn out differently. Things may be worse than expected, perhaps because of a rise/fall in consumer confidence or an increase/decrease in the number of direct competitors. It can also be difficult to cope when things turn out better than expected, perhaps because a new product sells exceptionally well or because of extra consumer spending due to a rise/fall in unemployment.
As much as possible, firms need to have a plan in case things turn out differently than expected. That process is called scenario planning. For example, shops such as Tesco and Dixons should surely have planned in 2014 for the scenario that consumer demand on Black Tuesday/Friday might be much higher than expected. 
2.  Data analysis
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Sources: various, including Sunday Times Fasttrack and company accounts


Launched in 2005, Fever Tree soft drinks (mixers such as Tonic Water) grew at 50% a year through to 2015. By then, more than half the sales were overseas. Consider what scenario planning Fever Tree might have undertaken in  late 2015.
2.1 By what % did iPod sales rise between 2014 and 2015? __________________________________________
2.2 In 2014 Fever Tree made an operating profit of £8.1 million. What operating margin does that represent? __________________________________________________________________
2.3 Based on its sales graph, outline two possible scenarios you think Fever Tree should plan for.
______________________________________________________________________________________

______________________________________________________________________________________ 
______________________________________________________________________________________
3. Explain:
3.1 Why a good scenario plan will have a major section on human resources _____________________________
______________________________________________________________________________________

3.2 Why good financial scenario planning requires a business to always have strong liquidity and moderate gearing
______________________________________________________________________________________

______________________________________________________________________________________

3.3 Why it can never be right to look at just one scenario when making a plan ____________________________

______________________________________________________________________________________  
40. ANSWERS: Scenario Planning
1. fall …increase … fall … Friday
2.1 +55%
2.2 £8.1m / £34.7m x 100 = 23.3% (That’s a very impressive operating margin)
2.3 a) Perhaps sales will continue to rise at 50% a year, in which case the business will have revenues of over £400m within 5 years, i.e by 2020. This would make it a seriously large business, probably making it necessary to become a plc with a stock market listing, and with a whole new layer of professional management
2.3b) Or perhaps sales will slow down, steadily falling back to, say, a 40% increase, then 30%, then 20% then 10% then static. This would mean sales of £130m by 2020 but, more worryingly, clear signs of a maturing product life cycle. In this scenario heavy investment would be needed in new product development

3.1 Assets cannot panic, but people can. Staff will find it reassuring if management can say that a sudden crisis has been thought about and planned for.

3.2 Because you never know how difficult the future might be, therefore it’s always sensible to have the safety blanket of high liquidity (ie plenty of cash and near-cash) and not too much debt.

3.3 The world is full of uncertainties – even for businesses as huge as Apple – so a range of possible futures should be looked at
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						United Kingdom		11,138,177

						United States of America		8,286,535

						Europe		13,438,075

						Rest of the World		1,828,247
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Fever Tree sales 2014, regionally



		






