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Why Is It So Difficult?

• High costs
• High consequencesHigh consequences
• Uncertainties everwhere
Thi t ti ill id f kThis presentation will provide a framework 

for sorting through the costs, 
d t i ti tconsequences, and uncertainties to 

reach a decision.
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Three Parts To A Decision

Decision Frame

Objectives

Alt tiAlternatives

Considering each part separately is easier.
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Decision Frame

Issues beyond the scope of this decision and are

Decision Frame

Givens

Wh t d t d id i thi d i i

Issues beyond the scope of this decision and are, 
therefore, fixed with respect to this decision.

Details

Decision Frame What you need to decide in this decision.

Minor (compared to the decision frame) issues to be 
decided later For example locations of entrancedecided later.  For example, locations of entrance 
doors, number of equipment access points, where to 
put the nursery logo.

Write out your decision frame.
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What Are The Givens?

• Are you taking as a given your: 
– Current location?Current location?
– Current business or operating model?
– Current capacity?Current capacity? 
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Objectives

• Your objectives should must represent what 
is of value to you.
I l d ll f bj ti• Include all of your objectives.

• Seek fundamental objectives.
When you identify an objective ask yourself: “Why– When you identify an objective, ask yourself: Why 
is that an objective?”  

– If you have an answer, the answer represents a 
more fundamental objective.

– If the answer is: “Because that is what I value,” 
you have reached a fundamental objective.y j

Write out your objectives.
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Some Advice On Objectives

• Consider short-term, medium-term, and 
long-term objectives.g j

• Consider non-financial objectives.
• Consider what you plan to do with your• Consider what you plan to do with your 

nursery when you retire.
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Alternatives

• Be creative.
• Strive for more not lessStrive for more, not less.
• Don’t dismiss anything because it is too 

strange or couldn’t possibly workstrange or couldn t possibly work.
• Build alternatives by mixing and 

t hi f th lt timatching from other alternatives.

Write out your alternatives.
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Some Ideas For Alternatives

• Consider alternatives that incorporate:
– Different business or operating modelsDifferent business or operating models
– Different capacities
– Different locationsDifferent locations
– Different timing
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Sort Out Viable Alternatives

• Only after finishing the creation of as 
many alternatives as you can.y y

• Discard alternatives that are 
inconsistent with the decision frameinconsistent with the decision frame.

• Strive for no more than about five viable 
alternativesalternatives.PERMISSION   R
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Evaluate Alternatives AgainstEvaluate Alternatives Against 
Objectives

• For a financial/earnings objective, 
calculate the net present value of each p
alternative.

• For non-financial objectives use theFor non financial objectives, use the 
most appropriate measure of attainment 
calculated as the net present valuecalculated as the net present value.

Net Present Value = E0 + E1/(1+r) + E2/(1+r)2 + E3/(1+r)3 + … + En/(1+r)n
0 1 ( ) 2 ( ) 3 ( ) n ( )

Where Ei is the earnings or other benefit predicted in year i and r is the discount rate 
(commonly 5%).  EXCEL will perform this calculation.

PERMISSION   R
EQUIRED   F

OR   U
SE



Facing Tradeoffs I

Alternative 1

Alternative 3 Degree of 
Attainment 

of the 

Alternative 2
Objective

Objective A Objective B Objective C Objective D

Alternative 3 is better than Alternative 2 on all objectives.  Eliminate Alternative 2.j

Alternative 1 is better than Alternative 3 on three objectives, but considerably 
worse on one objective.  Thus, the consideration of tradeoffs.
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Facing Tradeoffs II

Alternative 1

A
B

Alternative 3 Degree of 
Attainment 

of the 

A

C
D

Objective

Objective A Objective B Objective C Objective D
Weightings: wA wB wC wD

If wAxA + wBxB + wDxD > wCxC, choose Alternative 1, otherwise choose 
Alternative 3.
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Facing Tradeoffs III

• Weightings represent your preferences.
• An alternative approach is to convertAn alternative approach is to convert 

the degree of attainment of each 
objective into equivalent dollars (netobjective into equivalent dollars (net 
present value).
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Uncertainties

• Example uncertainties:
– When protective structures will be required (and 

existing outdoor stock will become worthless)existing outdoor stock will become worthless).
– Future selling price of citrus nursery stock.
– How much citrus nursery stock your nursery will y y y

be able to sell (driven by general demand and 
restrictions due to quarantine).

– Whether existing protective structures and theWhether existing protective structures and the 
trees/nursery stock inside them will be approved 
or grandfathered in when standards for protective 
structures are adoptedstructures are adopted.
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Future Selling Price
Wh t ill h t th lli i b f• What will happen to the selling price before 
protective structures are required?
– How much might it increase it at all?How much might it increase, it at all?

• What will happen to the selling price after 
protective structures are required?
– What is the worst case?
– What is the best case?

What is the most likely case?– What is the most likely case?

Case Best Worst Most Likely
Selling Price $__ /tree $__ /tree $__ /tree
Probability (Ps) 25% 25% 50%
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Demand for Your Nursery’sDemand for Your Nursery s 
Stock

• What will happen to demand (for your nursery’s 
stock) after protective structures are required?
– What is the worst case?
– What is the best case?

Wh t i th t lik l ? (li it d b th it– What is the most likely case? (limited by the capacity 
of the structure you install)

Case Best Worst Most Likely
Demand __ tree/yr __ tree/yr __ tree/yr
Probability (Pd) 25% 25% 50%
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Timing of ProtectiveTiming of Protective 
Structures

• When will protective structures be 
required (and existing outdoor stock q ( g
becomes worthless)?

Year Year 0 Year 1 Year 2 Year 3 Year 4 Year 5-
Year 9

Year 
10+ Never

Probabi
lity (Py)

__% __% __% __% __% __% __% __%

The probabilities must add up to 100%.
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Calculations

Alternative: ______      

Selling Price: ______    Demand: ______    Year of Protective Structures: _____

Probabilities - Ps: ______     Pd: ______      Py: ______     Ps x Pd x Py = ______

Year 0 1 2 3     nYear 0 1 2 3 . . . . . n
Revenue
ExpensesExpenses
Capital Expend
Annual Total
NPV
Total NPV
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An Example
Alternative 2 is to wait until protective structures are required.  You estimate the 
probability of protective structures required in Year 2 as 15%.  You estimate 
selling price before is $10 and $20 after (best case).  You estimate demand 
before is 100K/yr before and after (most likely case).  Discount rate is 5%.
Alternative: _2_

Selling Price: $20 Demand: 100K Year of Protective Structures: _2_

before is 100K/yr before and after (most likely case).  Discount rate is 5%.

This is only an example; do not use for your individual circumstances.

Probabilities - Ps: 25% Pd: 50% Py: 15% Ps x Pd x Py = 1.875%

Year 0 1 2 3 4    Year 0 1 2 3 4 . . . .
Revenue $1,000 $1,000 $2,000 . . . .
Expenses $900 $900 $500 $900 $900 . . . .Expenses $900 $900 $500 $900 $900 . . . .
Capital Expend 0 0 $100 $100 $100 . . . .
Net Cash Posit $100 $100 ($600) ($1,000) $1,000 . . . .( ) ( )
NPV $100 $95 ($540) ($860) $820 . . . .
Total NPV Amounts in thousands
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Calculations II
Alternative:  ______

Prot. Structure Year 0 Year 0 Year 0 Year 0 . . . . . Never
Selling Price Best Best Best Worst     MostSelling Price Best Best Best Worst . . . . . Most
Demand Best Worst Most Best . . . . . Most
Total NPVTotal NPV
Ps x Pd x Py

Prob. Wt. NPV
Expected Value
Add up all of the probability- These amounts come from the previous table.
weighted NPVs and insert here.

Multiply Total NPV by Ps x Pd x Py and insert here.
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Year 0 Year 0 Year 0 Year 0 Year 0 Year 0 Year 0 Year 0 Year 0 Year 1 Year 1 Year 1 Year 1 Year 1 Year 1 Year 1 Year 1 Year 1 Year 2 Year 2

Table of Combinations

Best Best Best Worst Worst Worst Most Most Most Best Best Best Worst Worst Worst Most Most Most Best Best

Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst

Year 2 Year 2 Year 2 Year 2 Year 2 Year 2 Year 2 Year 3 Year 3 Year 3 Year 3 Year 3 Year 3 Year 3 Year 3 Year 3 Year 4 Year 4 Year 4 Year 4

Best Worst Worst Worst Most Most Most Best Best Best Worst Worst Worst Most Most Most Best Best Best WorstBest Worst Worst Worst Most Most Most Best Best Best Worst Worst Worst Most Most Most Best Best Best Worst

Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best

Y   Y   Y   Y   Y   Y   Y   Y   Y   
Year 4 Year 4 Year 4 Year 4 Year 4

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 5 
to   

Year 9

Year 
10+

Year 
10+

Year 
10+

Year 
10+

Year 
10+

Year 
10+

Worst Worst Most Most Most Best Best Best Worst Worst Worst Most Most Most Best Best Best Worst Worst Worst

Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most Best Worst Most

Year 
10+

Year 
10+

Year 
10+ Never10+ 10+ 10+

Worst Worst Most N/A

Worst Most Best N/A
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Evaluation

• Use the Expected Values to evaluate each 
Alternative’s against

• Consider fatal consequences
– Do any of the consequences identified represent a 

circumstance from which your nursery would notcircumstance from which your nursery would not 
be able to recover?

– For example:
• More losses than could be earned back in subsequent 

years.
• Bankruptcy
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Suggested Approach

Select Decision Frame

Identify Objectives
Reconsider

Generate Alternatives

Evaluate Alternatives

Decision
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