LEARNING ACTIVITY
‘Stamppot’

Ent-teach Unit 4 Financial Management

Description learning activity
In this example you can see all important aspects of financial management, also
that it is important to closely monitor your financial statements. After this Learning
activity you will understand the impact of small changes on the profitability of a
company. Furthermore, they help you steer your business and alarm you in time if
possible danger is ahead! Only if you put in the effort and have the discipline to
draw up the overviews regularly. Furthermore, the figures give the entrepreneur an
insight of how the profitability can improve with just one or two changes.
Take the example of a small Dutch roadside restaurant called Stamppot with a
typical turnover of €750,000. The restaurant has chosen its name after a
traditional Dutch winter dish, indeed called Stamppot. This means the restaurant
has busy winter seasons and quiet summers. This is reflected in the income
statement and cash flow statement.
Take a close look at income and cash flow statements in the annex 2.
Balance Statement
A balance sheet, also known as a "statement of financial position," reveals a
company's assets, liabilities and owners' equity (net worth). The balance sheet,
together with the income statement and cash flow statement, make up the
cornerstone of any company's financial statements. If you are a shareholder of a
company, it is important that you understand how the balance sheet is structured,
how to analyze it and how to read it.
Please have a close look at the balance sheet in the annex 1.
Profitability
A forecast shows that the business will produce a gross profit of €465,000 (62%),
and an operating profit before interest, depreciation and tax of around €142,000.
The budget and cash flow statements reveal the business factors, which give the
most chances for profit improvement.
Cash Flow
The cash flow forecast shows that the business requires cash to boost its
business in quieter seasonal periods, but has surplus cash during peak trading
periods. Knowing this allows the amount and timing of borrowings to be predicted
with confidence. For a smart manager it should also lead to a questioning of
strategies - to examine ways of offsetting the slow cash flow through sales or
expense management, or a fresh marketing strategy. The cash flow and Income
statement can be found in annex 2.

Problem
Now we have examined the tables, we need to think of ways to improve the
profitability of the restaurant. To see which improvements have the most potential,
4 ‘what if scenarios’ will be applied.
What if?... Scenarios:
1. Average customer spend increased by 5% (equals less than €2 per customer)
2. Reduce Cost of Goods Sold by 5%
3. Increase customer head count by 1% (no change to average spend)
4. Reduce labour costs by 5%
Your assignment is now to find the most profitable scenario.
Tipp:
You need to base your scenarios on the total amount (not per months) and the
operating profit. The operating profit is excluding the “other costs”.
Use the Income Statement for your calculation of the scenarios.
Since you need to find the most profitable scenario, it would be good to have one
current situation as a baseline (100%) and the other scenarios can be compared
to this base (current situation) Meaning the operational profit (excl. “other costs”)
for the current situation is regarded as 100%.
Analysis
Take a look at the scenarios of improvement table (Annex 3)
This example shows that a 5% improvement in customer spending would yield a
whopping 26% increase in operating profit. In this case, product pricing, and the
amount each customer spends are high-leverage factors. Compare this with a 5%
reduction in labour costs, which although significant, would only produce a 10%
profit improvement.
At a basic level this suggests that an effort to boost customer-spending levels will
yield bigger results than trying to reduce labour costs. But of course a closer
examination may suggest that both improvements (or indeed neither of them) can
be readily achieved.
Learning outcome (generalized)
After identifying the high-leverage factors, the next step is to examine each factor
in more detail, and brainstorm ways to achieve the suggested results.

For example a 5% reduction in cost of goods sold, potentially yielding a 10%
increase in operating profit, might be achieved by:
• changing the sales product mix, or
• re-negotiating terms with suppliers, or
• re-engineering inventory management,
•

or any combination of these and other actions.
As part of a deeper analysis it's instructive to break sales into categories, and then
fully apportion all costs including overheads to see what the profit really is,
category by category (or even item by item). The categories used will be specific
to the business; for example they might be geographic, demographic, productrelated, by selling channel, or some other segmentation, which makes sense.
This can be very revealing; sales items with high gross profit margins are not
necessarily the most profitable overall. Using this information to make strategic or
operational changes can lead to big profit improvements. This kind of information
is almost never available from regular financial statements, and therefore is a
frequently overlooked opportunity for improvement.
Testing decisions, the "what if?" analysis
Once specific improvement measures have been identified, it's a simple matter to
re-run the budget forecasts to ensure that the proposed changes make sense, and
that the cash flows of the business are safe.

Timeline
This Learning activity will take place after the students have completed the Market
Analysis Units.
The activity will take approximately 2 hours, 30 minutes for reading and
understanding the assignment (problem) and 30 minutes to draw up all the
scenarios. Additionally, it may take up to and hour to discuss the outcomes, the
further in-depth paragraphs (analyzing) and to make all students comprehend the
necessary calculation steps.

Target audience
VET students who have completed the Financial Management Unit. The
background (field of study) of the student is not a large factor.
Goal
Students learn how to apply their knowledge on analysing financial reports and
making decisions based on scenarios.
Learning outcomes
Students will learn how to change factors in order to improve the profitability of a
company. They can see first hand, which changes in have an influence on the
profitability and thus gain knowledge in the interdependencies of financial related
issues within a company.
Evaluation
Based on the outcomes of the scenarios, the students will chose a scenario with
the highest profitability. In reality they could follow a strategic strategy, for
instance to increase the price of a product service.
Technology
No particular technology is necessary for this learning activity, but a calculator.
Methods
•
•
•
•
•

Verbal introduction by teacher, supported by the Unit content;
Preparation by the students;
Calculation of profitability by students
Choice of scenario and justifucation of student (also study of the other
provided topics of this unit)
Summary by the teacher of the outcomes of the learning activity and
relation to Unit theory (how to read and analyze financial statements ).

Team
This learning activity can be led by a single teacher. It is only important for the
students to understand the calculation process and to be analyze and evaluate
financial statements in general by themselves. Furthermore, it is of importance,
that the students are able to comprehend the scenarios as well as to create own
scenarios if needed.

Annex 1
Balance sheet forecast

Annex 2
Income statement & Cash flow forecast

