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Sensitivity Analysis Exercise 

It is essential to know the financially vulnerable points of your social enterprise (which are often in the categories where the largest expenditures occur).  What happens to social enterprise profitability if raw material costs increase by 10 percent?  If inflation goes up to 15 percent or 20 percent? What if the sales forecast is realized only at 80 percent?  What happens to cash flow if a major piece of equipment conks out before its projected usable life? How will your operations be effected if one of your funders drops off?
Projecting financial statements and budgets requires troubleshooting different potential scenarios that can impact your bottom line.  Playing out "what if" scenarios enables you to see that financial impact and allows for contingency planning, so that you are ready with plan B if necessary.  Most changes in the operating environment do not drop from the sky but can be predicted to some degree if social entrepreneurs continually appraise the strategic environment, and enterprise's strengths, and weaknesses of the business.  

(  Directions: Prepare a Sensitivity Analysis

· Use a Excel or another PC spreadsheet.  After the initial formulas are set up, computer programs make sensitivity analysis much faster and more reliable.  

· Isolate the largest expenditures of your social enterprise or organization, and use these as the variables in your sensitivity analysis, develop two or three "what if" scenarios by changing variable values, and then review the impact of these changes on financial statements. 

· Now select key variables reflected in anticipated or likely changes to the operating environment based on your market research (i.e., inflation); plug these numbers into your sensitivity analysis and repeat the previous step.

· Analysis: What decisions will you make based on the sensitivity analysis results? How will these decisions affect business operations?  For example, will you have to lay people off, enter a market more rapidly than expected, forsake a fixed-asset purchase for several months, invest in new- product development to remain competitive, take a short-term loan for operations to bridge income lags, etc.?

· An explanation of how management plans to respond to certain risk exposure in a given industry, market, or strategic environment can strengthen a business plan by increasing the perception of the social enterprise management's credibility and capacity, but it is not required for a business plan. 
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