MB107 FINANCIAL TEMPLATE GUIDE FOR GOOGLE
Apply these steps to the excel spreadsheet titled “Financial Template Spring 2014 GOOG”

Step 1: Historical Analysis

Analyze Google’s current and historical financial performance. Start with Google’s recent income statements. Common size the numbers in this worksheet and then review their performance.  In addition, you should gather financials on different businesses, services and geographic regions, key competitors, and key industry ratios. Then, examine Google’s financials for trends over time (increases, decreases, outliers), and compare Google’s performance to that of its competitors (careful – does Google have any direct competitors?) as well as industry standards. Be sure you understand what different items on the income statement mean. 
Step 2: Determining the Baseline Performance for 2014-2018)
Determine the outlook for Google’s future revenues (without the impact of your strategic recommendation). To do so, you’ll need to make assumptions about revenues and costs. Utilizing information such as recent revenue and cost trends, forecasted revenues and costs (estimates determined by the firm or external analysts), and/or key elements of the industry and/or macro-environments will help you do so. 
For example, we could assume a percentage growth rate, or, we could take analyst estimates from publicly available sources (e.g., Yahoo Finance, Mergent Online, IbisWorld), and we could use their projected numbers to forecast Google’s revenues for FY2014, as well as for future years. For instance, we could assume that Google’s revenue will grow at 16.87% per year, as the analysts surveyed by YahooFinance expect (almost $70 billion in 2014). Then, we could produce a projected income statement based on that projected revenue amount. If you assume that cost of revenues and operating expenses remain the same % of revenues in the future as they were in 2010-2013 (39% and 71% respectively), then cost of revenues would total $27B, operating expenses would total $50B, and operating income would equal $20B in 2014. This would represent the baseline for 2014. (Note: This is just an example. You need to do your own baseline projections and adjust any estimates once more up-to-date 2014 earnings are announced. Also, note that if you expect different growth rates for different businesses, then you also need to account for that in your projections.)
Recognize that you need to continue to project baseline financials through to year-end 2018, using reasonable assumptions of revenue growth and costs. Doing so will result in a set of baseline financial figures and a baseline for what operating income will be in 2018 without your strategic plan. (Then, by applying steps 3-5, you will be able to show how these figures will change in years 1-5 as a result of your team’s strategic recommendation.) 
Step 3: Your Strategy’s Revenues and Expenses

Determine the revenues and expenses associated with your proposed strategy for the next five years. Your strategy may include one major proposal or a set of proposals. The year-to-year financial statements (yr1, yr2, yr3…yr5) represent the incremental impact your strategy will have on the various elements of the firm’s income statement.  Remember the financial target: 

In order to be considered Strategic, your recommendation(s) should accomplish the following two objectives by the year 2018:
1) Increase Total Revenues (Sales) in 2018

 by at least $10 billion above your baseline projections (i.e., Google’s expected revenues without your plan)
2) Increase Operating Income in 2018 by at least $2 billion above your baseline projections (i.e., Google’s expected operating income without your plan)
You also need to provide a detailed list of the revenue and expense items.  For example, if you propose a new brand, division, market, service, or product line for Google, you need to provide information about the cost of that new division, the expenses related to developing the business and/or offering the services, the costs related to producing/distributing the products, the number of new customers you expect, etc. On the other hand, if you propose entry into a new emerging market, you must consider the means of entry (e.g., joint venture/ acquisition/organic growth), the costs of that arrangement, and the geographical/logistical requirements of different countries/regions. In addition, you must provide information about the costs of your initiatives, unit pricing, expected sales, labor and equipment set-up costs (if applicable), distribution costs (if applicable), employee costs, R&D, marketing, overhead, etc. for that new market. Any partnership you might propose must take all cost/revenue implications into consideration. Be very specific.  

Note, if your strategic recommendation involves an acquisition, divestiture, joint venture, or strategic alliance, you will need to create a financial report that accurately captures the financial benefits and consequences. Recognize that the MB107 faculty discourages teams from pursuing acquisitions of private firms due to the difficulty in gaining access to critical financial data (unless it is a company that you know you can get financial data on). Please keep that in mind when choosing a path for your strategic recommendation. Also, note that an acquisition or strategic partnership alone is not a strategy. Acquisitions would need to take place, probably, in year 1 or year 2 of your plan. Then, you would still need to consider implementation and what you’d do with that acquisition/partnership, as well as how it will contribute to the Google’s operations and financial statements, etc. In other words, develop a strategic recommendation with the acquired company/operation as the focus. Be able to describe, in detail, what Google should do to implement your idea and follow-up on it through the last year of your timeline. In other words, you need to present a strategy.
You will also need to provide a solid rationale for your estimates during your presentation.  This rationale should explain the logic underlying your assumptions concerning revenue and income growth (that, for example, you expect to result from increased customer traffic, product offerings, or market growth) or for growing the bottom line. For instance, let’s assume you argue that a new market will increase Google’s revenues in this way: sales growth in year 1: 5%, sales growth in year two: 7%, sales growth in year three: 10%, etc through year 5. You need to justify these estimates. You need to identify and discuss in detail how your strategic recommendation, consumer preferences, competitive and industry factors, marketing activities, research and development initiatives, and/or economic trends, etc. will facilitate this outcome. 

Keep in mind that many business projects result in financial losses in the first year because of significant start-up costs. This scenario is okay, but be sure to explain it if that’s the case with your recommendation.

Step 4: Funding

Determine the source of capital for implementing your strategy. MB107 teams generally fund their recommendations from CASH. Note that Google had $58.7 billion in cash, cash equivalents, and short-term investments at the end of FY2013, but, of course, not all of that cash can be used up. Be sure to provide a rationale for your funding decision. 

Step 5: Demonstrate the Impact of Your Recommendation on the Baseline of Years 1-5
Provide a forecasted financial summary. Use this step to demonstrate the financial impact of your strategic recommendation on Google’s overall financial performance (above and beyond the baseline). One option is to show Google’s projected financial performance over the next five years without the implementation of your strategic recommendation and then show the financial performance with the implementation of your strategic plan.
�This is important, as students always ask if the goal is cumulative or must be achieved per year by a certain date.
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