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How to use this Adobe PDF Document

Read this document before or while playing the GoVenture CEO
simulation. This document also includes activities that you can
complete. The answers to these activities are available to your
instructor.

This document includes input fields where vor- can type answers to
questions in the activities. After you ~nter yo.* .nswers, you must
SAVE the file to store your answe.s. Yo ' may then send the new
save file to your instructor.

To enable the input fields, , ~u .. ust view this document using the
Adobe PDF applicatic1. v.:ving this document in an Internet
browser will nc c en=hle *he input fields.
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Market Demand

Market Demand is the amount money that is spent by
consumers to purchase a type of product.

When you know the Market Demand, you can calculate the
number of product units that can be sold to consumers, as
shown in the table below using this formula:

Product Units Sold = Market Dem#.id + Product Price

MARKET $100 $20,000 $150,000
DEMAND
PRODUCT $2 $20 $1,000
PRICE
PRODUCT o 1,000 150
UNITS SOLD

Complete the tar'_ he low with additional examples.

MARKET $50 $40,000 $300,000
DEMAND

PRODUCT $10 $20 $1,000
PRICE

PRODUCT

UNITS SOLD




Potential Revenue

Money your business receives by selling products is called
Revenue.

Revenue is calculated by multiplying the number of products
sold by the product price, as follows:

Revenue = Price X Units Sold

PRODUCT $2 $.0 $1,000
PRICE
PRODUCT 50 070 150
UNITS SOLD
REVENUE $100 $20,000 $150,000

Complete the table bei » . win additional examples.

PRODUCT | $3 $30 $1,500
PRICE
PRODUCT 50 1,000 150
UNITS SOLD
REVENUE
$ $ $

Competition

Your ability to make sales and meet the Market Demand
depends on a number of factors, one of which is competition.



If two competing companies are offering similar products at
the same price, then it is likely that some consumers will buy
one product while some consumers will buy the other. The
table below shows two competing products selling the same
number of product units.

MARKET $100
DEMAND
PRODUCT $2
PRICE
PRODUCT 50
UNITS SOLD
—
PRODUC. \ | PRODUCTB
PRODUCT 25= 0% 25 =50%
UNITS SOLD

The table bel »w shov s Product A selling many more units
than Product .

MARKET $100
DEMAND
PRODUCT $2
PRICE
PRODUCT 50
UNITS SOLD

PRODUCT A | PRODUCTB

PRODUCT 40 = 80% 10 = 20%
UNITS SOLD
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Product Differentiation

Why would Product A sell more than Product B? This could
happen for one or more reasons:

Better price (Price is same in the example above)
Better features

Better brand

Better marketing

Better placement (easier to find)

Available product inventorv ‘av ~ilab!2, not out of stock)

What does better mean? [ ~tte means that one product
matches the needs of ~onsLmors better than the other.
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Financial Statements

There are two primary financial statements for a business:
Balance Sheet and the Profit & Loss (sometimes called a
P&L or an Income Statement).

The Profit & Loss shows all of the money flowing in and out
of the business to determine if the business is profitable or
not.

The Balance Sheet shows the value ¢. t*.e br'siness by
adding up everything the busines” owns 4 subtracting
everything that the business ov .~. The .ictual value of a
business is often more comp.~x t'.an tiie Balance Sheet
shows, but the Balance Sh -~t L -ovides an accurate view of its
financial position.

Assets and Liahn ey

To understan! .. 8 ance Sheet, you must first understand
some key defini’~.is.

Asset

This is something that a business owns. This could be
cash, furniture, property, buildings, computer software,
and more.

Liability

This is something that a business owes. This could be
money owed to employees, vendors, the government, or
loans owed to banks and others.
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The Balance Sheet adds up all the Assets and the Liabilities
and then applies this simple formula:

Assets - Liabilities

If the business owns more value in Assets than it owes in
Liabilities, then it has positive Equity. Equity is the value held
in the business and is the third component of the Balance
Sheet formula, as shown here:

R

i I
ASSETS - L1ARILITIES — EQUITY
MINUS EQUALS
Everything Everything VALUE you
you OWN you OWE have created
\ J \.

Here is an example that applies the Balance Sheet formula:

Assets - Liabilities = Equity



ASSETS Cash $4,000
$5,000 Furniture $600
Computer $400
LIABILITIES Bank Loan $2,000
$3,000 Credit Card $1,000
EQUITY
$2,000

One way to read the above is to say ti.at " the business is
shut down and everything in it sold (“liqu: '3*2d”) and the
liabilities paid off to $0, there wr'la be $7,000 left over. This
is how much value currently - xist in ...e business.

Complete the table belrw wt1, aaditional examples.

ASSETS Cacn $8,000 Cash $12,000
Furniture $700 Unpaid Sales $1,000
Computer $400 Land $10,000
LIABILITIES Bank Loan $2,500 Bank Loan $9,500
Credit Card $900 Owed to Suppliers $6,000
EQUITY $ $




Business Value
Intangible Assets

The concept of business value is somewhat simplified in the
examples above, as a business may also have Intangible
Assets which contribute to its value.

Intangible Assets may include patents, trademarks, customer
contracts, goodwill, and more. Intangitr.e means something
that is not physical and cannot be touc: 4. Furniture and
computers are tangible assets — "hey hav - physical form.

Assigning value to Intangible Ass :ts can be subjective, but
generally equates to the ve:'. = ¢° what the intangible asset
could be sold for if it hc X to v e vold. This means that there
has to be a reasonable e.-oeation that a buyer can be found
that is willing and ai'le - nurchase the Intangible Asset at the
price set. Hov.cver, ometimes intangible assets are valued
differently ba. e~ or. generally-accepted accounting principles.

This is an advanced topic beyond the scope of this document,
but is noted here to help frame the Balance Sheet.

See the table below and complete the second example.
Notice that Intangible Assets (Patents and Customer
Contracts) have been added to the Balance Sheet.



BALANCE SHEET
ASSETS Cash $8,000 Cash $12,000
Furniture $1,000 Land $10,000
Patents $2,000 Customer Contracts $2,000
LIABILITIES Bank Loan $7,000 Bank Loan $12,,000
EQUITY $4,000 $

Tangible Assets

Another element that affects busi es > v.lue is the value of the
Tangible Assets on the Balan. e Lheet. The value shown for
Assets is not the original pL.ha. < price, but the depreciated
value of the Asset. De . ~cictioa is also an advanced topic,
but it generally me~ns thc * must Assets will lose value over
time, and so the Ba.an~.. Sneet should properly reflect this
change in val'.e.

For example, a . Z.nputer may cost $900 brand new today, but
if you tried to sell that computer in one year, you may only get
a few hundred dollars for it. The Balance Sheet should show
the computer at this reduced value.

See the table below and complete the additional example.
Notice that the value of the computer has changed from Year
1 to Year 2 on the Balance Sheet because it has depreciated.



YEAR 1 YEAR 2
ASSETS Cash $8,000 Cash $8,000
Computer $900 Computer $400
LIABILITIES Bank Loan $7,000 Bank Loan $7,000
EQUITY $1,900 $
Equity

How does a business create valiie, or Eouity? Reviewing the
Balance Sheet formula:

Assets - . \~bi.ties = Equity

This may suggest to inc. 2ac~ Assets. But, how does a
business increase e 'alu> of an Asset? Most Assets lose
value over time, like “urniture and computers. Real estate
may or may 1 ot i*..ec.se in value over time.

Buying a new Asset will not increase Equity. This is because
if a business buys a new Asset, then Cash may be reduced to
pay for the new Asset. In this case, the Equity has not
changed, as shown in the table below.

ASSETS Cash $8,000 Cash $6,000
Computer $2,000
LIABILITIES Bank Loan $7,000 Bank Loan $7,000

EQUITY $1,000 $1,000




What if the business buys the computer using a credit card?
In this case, the credit card balance will appear as a Liability,
and again the Equity does not change, as shown in the table
below.

ASSETS Cash $8,000 Cash $8,000
Computer $2,000
LIABILITIES Bank Loan $7,000 Bank Loan $7,000
Credit Card $2,000
EQUITY $1,000 $1,000

Buying, renting, or leasing Ass~ .. a. as r ot increase the value
or Equity of a business. It's \ ‘hat .he Lusiness does with
those Assets that may con.. hu.» to increasing Equity.

For example, buying a now ¢ ‘mputer may allow you to serve
more customers to se. ™Moi2 product and generate more
Revenue and ™. >fit. '( his additional Profit increases Equity.
Buying the cc m~ uw ~ Jid not directly increase Equity, but how
it was used did.

Again, reviewing the Balance Sheet formula:

Assets - Liabilities = Equity
This may suggest that decreasing Liabilities will increase
Equity. But, decreasing a Liability normally means using an

Asset, like Cash.

For example, you can pay off a $7,000 Bank Loan to eliminate
the Liability, but if you use Cash to pay the Loan, then your



Cash Asset will also decrease, as shown in the table below.

ASSETS Cash $8,000 Cash $1,000
LIABILITIES Bank Loan $7,000
EQUITY $1,000 $1,000

Increasing Equity
Equity is most often increased in { vo wayy’

Profit

As a business generat . P ~fits over its history, the total
cumulative Profits >nd .2s:es) over its entire time in
business are added .~ nc Equity.

Selling $ iares

When a . '*.ine ;s sells Stock or Shares in the business,
which mear -~ uswnership in the business, those who buy
the Shares give the money to the business and this
money is recorded as Equity.

Equity is reduced if the business suffers losses (negative
Profit) or if the business issues Dividends to its shareholders
(owners). A Dividend is simply a share of the profits (which
are shown as Equity).



Profit (Retained Earnings)

Profit increases Equity. For example, if you make or buy 100
widgets for $5 each and sell them for $7, you will make a profit
of $2 per widget, as shown in the table below. This assumes
there were no other expenses incurred with buying and selling
the widgets.

BUY 100 Widgets $5 Each
$500
SELL 100 Widg. s $7 £ach
$700

PROFIT . $7¢u - $500
$200

The $200 profit shown &"o. ~ gets added to the Equity on the
Balance Sheet, as ‘i **n 1.> the table below. Notice that
before the Wid~~ts &« *2 purchase, you have $1,000 Cash.
Then $500 is us~ . 2 purchase the Widgets, so Cash is
reduced by $500 a’.d Widgets are added as an Asset that you
own. Then, the Widgets are sold for $700 that is added to
Cash, and the Widgets no longer appear as Assets.

BEFORE DURING AFTER
ASSETS Cash $1,000 Cash $500 Cash $1,200
Widgets $500

LIABILITIES

EQUITY $1,000 $1,000 $1,200




Profit is the most common way that businesses increase
Equity. Profit is tracked on the Profit and Loss Statement
(or P&L or Income Statement). The Profit (more specifically,
the Net Profit) at the bottom of the Profit and Loss Statement
is added to the Equity on the Balance Sheet.

Profit is added under Equity as what is called Retained
Earnings — more on this below.

Selling Shares

When a business sells Stock »r S 1ares in the business, which
means ownership in the bt .ine. s, those who buy the Shares
give the money to the ktisinis. and this money is recorded as
Equity

For example, I=%s s¢ . you sell a certain number of Shares for
a total of $50 ). ™... r.aw shareholder gives your company
$500 Cash and vor. record this transaction on the Balance
Sheet by increasing Cash by $500 and increasing Equity by
$500, as shown in the table below. Money gained through the
sales of Shares is not considered Profit and does not appear
on the Profit and Loss statement.

Notice that the Balance Sheet equation still remains in
balance: Assets - Liabilities = Equity



BEFORE AFTER
ASSETS Cash $1,000 Cash $1,500
LIABILITIES
EQUITY $1,000 $1,500
Balance

The Balance Sheet has the wurd bai ".ce” in the name to
indicate that it must always rei.>.n in balance. This means
that the formula always rem.a. s . ue:

A-o~ts - 'abilities = Equity
The formula  an »'=o He rearranged as follows:

Assets - Equity = Liabilities

Liabilities + Equity = Assets
Whichever format the formula takes, it must always balance,

otherwise it indicates that there has been an accounting error
made that needs to be corrected. See the example below.



IN BALANCE OUT OF BALANCE
ASSETS Cash $3,000 Cash $2,500
LIABILITIES Bank Loan $1,000 Bank Loan $1,000
EQUITY $2,000 $2,000

In the table below, identify if each Bal~.1ce Sheet example is
in or out of balance and by how much. . ater 40 if in balance.

ASSETS Cash $5,500 Ca.™ 92,500 Cash $3,500
- Computer $300 Furniture $500
LIABILITIES Bank Lo. o * 10 | Bank Loan $2,000 | Bank Loan $2,000
Credit Card $500
EQUITY | $4,000 $900 $1,000
IN OR OUT G,
BALANCE? | L $ $

Dividends and Retained Earnings

Profit is added under Equity as what is called Retained
Earnings. “Earnings” means profit. “Retained” means held or
kept — as opposed to Profit or Earnings that are paid out to
company shareholders.

When Profit is paid out to the company shareholders, it is
called a Dividend. When Profit is paid out of a company, the



Equity in the company is reduced, as shown in the table
below. Notice also that Cash has been reduced by the
amount of the Dividend paid.

L

BEFORE AFTER
$1,000 DIVIDEND $1,000 DIVIDEND
ASSETS Cash $9,000 Cash $8,000
LIABILITIES Bank Loan $1,000 Bank Loan $1,000
EQUITY $8,000 $7,000

Complete the table below with add *ional examples.

BFL & AFTER
$2,000 L.VILIND | $2,000 DIVIDEND
ASSETS s 7,000 Cash§
LIABILITIES .- Loan $2,000 Bank Loan $2,000
EQUITY $5,000 $
Period

When generating a Balance Sheet, you have to choose a
date. The data that will be displayed will include all past
history up to and including the date you select.
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Balance Sheet in GoVenture CEO

Below is a sample Balance Sheet.

Balance Sheet
Drinkzzz
As of End of Maonth 1
($ Thousands)

73 /1***\

,—"‘3‘@'—\ A

- .
ASSETS — LIABIL" . 1E. v e EQUITY
MINLIS JUALS
Everything Ever, “ing VALUE you
you OWN 0y have created
$378,368 3 .0u $378,368
N S S W \ _/ P

L Fa.
Assets
Cash 200 327
Inventory 0.7 1.27
Property, Plant & Equipment 50 .0  50.00
Total Assets 350 378
Liabilities
Short and Long Term 0.00 0.00
Liabilities
Equity
Retained Earnings (Net 0.00 28.37
Profit)
Capital from shares sold 0.00 0.00
Startup Capital 350 350

Total Liabilities & Equity 350 378
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