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Abstract

This study investigates the use of Monte Carlo Method in Business Simulation in
order to reduce risks involving in business decisions. The objective is to develop a tocl
which will enable managers to have in advance the outlooks of their decisions. 1o
demonstrate the design and implementation of the tool, the mode! was first constructed
using simulation procedures and Monte Carlo process and fater it was tested by actual
simulations of sample companies. Thirty SET listed companies were randomly selected
for this validation process. They were modeled using Du Point System and simulated
under pre-determined decisions and assumptions which were designed to obtain the
best retum on equity (ROE) in each sample companies using their means, standard
deviations, variances, mean standard errors and covariances. The results were
analyzed and evaivated to obtain practical tool.

Since the fundamental principat of thé business simulation utilizes statistics
concept in conjunction with concept of risks and uncertainties which are descn'bed by
normal distribution of random variables, the results of the business simulation were then

analyzed accordingly in terms of mean, standard deviation, variance, mean standard



error, and covariance. In all, the simulation results of thirty sample companies yield
many valuable conclusions. First, if mean of return exhibits inverse relationship with
standard deviation of return, then covariance must be used to establish conclusion. Itis
because covariance tells the amount of risk per unit of return and it is the link between
risk and return. Second, the're is no best nor same decision in improving company’s
return even they are simulated under the same decisions and assumptions. Third, when |
simulating companies with negative equity, the results must be analyzed with care
especially the meaning of the plus and minus signs. And fourth, business simulator
developed in this study does not give the test answers to the problems being
simulated. ltis, héwever, a tool that provides analysts the information regarding the
probability of the outcomes from their decisions. Analysts must take the information
and make decision based on their objectives.

In order to apply the results of this study which are the methods and procedures
in Business Simuiation using Du Point Model. It is suggested that analysts must
understand the problems clearly and be able to mode! the problems correctly. Only
with accurate ‘models, will analysts then be sbte to apply the simulation prooéss, the
Monte Carlo method, and analysis technigues outlined in the study and obtain useful

information.



