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CASINO CHALLENGE

an exploration of business

INTRODUCTION

This brief covers the following:

INTRODUCTION

DESCRIPTION OF THE SIMULATION

THE BUSINESS SITUATION

DESCRIPTION OF THE DECISIONS

DESCRIPTION OF THE RESULTS

RECENT TRADING HISTORY

This simulation is designed to allow participants to manage the development of a business. A business model will simulate the operation of your business. Your decisions and those of your competitors will influence the responses to this model. These decisions cover free refreshments, sales promotion, resource management, quality improvement, and bank loans. Based on the response to these sales demand will be generated. Using the sales demand figures and to evaluate the effect of these decisions it may be necessary for you to produce several business reports.

Your objective will be to make your business successful.

THE SIMULATION

The simulation consists of the following:

PREPARATION

DECISION MAKING

REVIEW

PREPARATION

Preparation involves becoming familiar with the basic business situation, defining individual responsibilities, considering objectives and strategies and deciding how to measure and control the business. While doing this it is important to recognise that it will take some time before you fully understand the response of the market and all the facets of the business that you are managing. It is probable that you will only fully understand the business after you have made several decisions and analysed their results. Thus your understanding and the effectiveness of decision making will improve throughout the simulation.

DECISION MAKING

Once the initial preparation is complete the operation of the business will be simulated for several periods each representing one trading year. (The first decision period is year 1). Each period involves the following:

SUBMISSION OF DECISIONS

SIMULATION OF THE BUSINESS

ANALYSIS OF THE RESULTS

Decision Submission - the decisions (as described later) must be submitted to the simulation control centre at or before the time set. You must keep to the decision making schedule for, if decisions are not submitted on time, the previous decisions will be used in their place. The decisions must be submitted on the forms provided and should be complete and legible!

Simulation - the decisions are evaluated and their impact calculated. This evaluation will take some time and this time should be used to reflect on your objectives and strategies and to update your business control systems.

Results - the sales demand figures will be returned to each team. From these you may be asked to calculate a Profit and Loss statement and Balance Sheet (a set of work sheets is available to help). Alternatively, you will be provided with a full set of accounts.

REVIEW

At the end of the simulation there will be a review of the results and you may be asked to give a formal presentation.

THE BUSINESS SITUATION

The business that you are to manage has been operating for some time. The company is a wholly owned subsidiary of another company that, together with the bank, funds it. All income and costs are shown in a universal currency - Account Units (AUs)

SERVICES

The company operates three casinos. These range from a very basic gaming club with bar (LEVEL 3) through an out of town casino offering gaming facilities, lounge bar and simple restaurant (LEVEL 2) to an up market casino which requires evening dress to be worn by clients and offers lounge bar, cocktail bar, a la carte restaurant and luscious rest areas in addition to gaming facilities (LEVEL 1). The casinos provide these services by drawing on two types of resources (RESOURCE A and RESOURCE B). It is unlikely that clients of one level of casino will use the facilities of the others.

CLIENTS

Like many businesses its clients consist of those who have used the casinos in previous years (EXISTING) and those who have not (NEW). The proportion of the existing clients remaining with the company, the number of new clients and the amount they spend during the year will depend on:

LOCAL PROMOTION

QUALITY OF SERVICE

CAPACITY OF CASINO

MARKET TRENDS

Local Promotion is particularly important in helping to attract new clients but is less important in terms of retaining existing clients.

Quality of Service is influenced by the quality improvement decision (as described later). The quality of service will be particularly important for existing clients and reduce their need to try other casinos.

Capacity of Casino influences the company's ability to meet client demand. If the company cannot meet the demand stimulated and waiting time for tables increases then some of the clients will try casinos of your competitors and some may stay. The situation is complicated by the fact that during periods of overload Resource A can be used in place of Resource B (but not visa versa).

Market Trends - over time the mix of demand for the various casinos will change with some growing and others declining.

RESOURCES

Resource A is the higher quality resource and costs twice as much as Resource B. The Level 1 casino must be supplied using Resource A. In contrast, the Level 3 casino may be supplied just using Resource B. Supplying the Level 2 casino necessitates an, approximately, equal mix of the two resources. The resource numbers are measured in units and each unit consists of both human and material elements.

When it comes to calculating the work done by the resources (as illustrated in the accompanying trading history) this is calculated on a per day basis with each unit of resource being able to work 200 days each year.

CUSTOMER SPEND

Up to the start of the simulation all companies have received the same spend per client in each of their three, similar types of casino. However, once the simulation starts competitors are free to encourage higher customer spends in their casinos. The current spending levels are shown in the accompanying history.

COSTS

Resource Costs cover all the direct costs associated with a unit of resource. One unit of Resource A costs 4000 AUs each year and one unit of Resource B costs 2000 AUs each year.

Depreciation - each unit of resource requires capital equipment. These fixed assets depreciate at twenty percent per year. Thus if the value of the fixed assets at the start of the year is 1000 AUs the depreciation is 200 AUs for the year (this is further illustrated in the past history).

Quality Improvement is decided by you. Half this expenditure is an expense (on staff training and similar expenses) and the other half is capital expenditure (on refurbishment etc.).

Local Promotion - because of Gaming Act restrictions advertising is not allowable. Promotion can only take place in the casinos and can be, for example, reduced priced drinks or meals. Local promotion is determined, as a budget cost, by the company.

General Overheads - there are general and administrative overheads of 50000 AUs each year. 

Financing Charges consist of two parts - bank interest and dividends paid to the parent company. Bank interest on overdrafts is 20% per annum and on Loans is 16% per annum. Interest earned on any cash balances is 10% per annum. Interest payments or receipts are in the current year. Note: If the company's capital gearing (ratio of bank borrowing to equity) exceeds 50% all loans and overdrafts will incur an additional charge of between 50% and 100% (depending on the excess).

The parent company requires the payment of a 10% dividend on total equity (share capital plus reserves) each year. This will be paid in the following year.

Taxation - Corporation tax equal to fifty percent of the net profit after interest will have to be paid in the following year.

USES OF FUNDS

It is necessary to finance:

DEBTORS

FIXED ASSETS

Debtors - A few customers pay for meals etc. by check and it takes a few days to clear these. Thus debtors are minimal.

Fixed Assets - The resources will need an amount of fixed assets to support them that will need to be financed. The two resources need different amounts of fixed assets. Every increase in the level of Resource A will involve buying 15000 AUs of fixed assets per unit and increases in Resource B will involve buying 5000 AUs of fixed assets per unit. Additionally half of the expenditure on quality improvement is on fixed assets.

SOURCE OF FUNDS

The finance for the company is available from:

PARENT COMPANY EQUITY

BANK LOANS & OVERDRAFTS

Equity - The parent company has funded the initial development of the company. This initial equity funding amounts to 250000 AUs and no further equity will be made available. 

Bank Loans & Overdrafts - Future expansion of the company can be financed by loans (which must be decided upon) and overdrafts that will be supplied automatically.

DECISIONS

The decisions that are made each year are as follows:

FREE%

PROMOTION

ADDITIONAL RESOURCES

QUALITY IMPROVEMENT

NEW BANK LOANS

Free% - besides playing the tables customers spend money in the bars and restaurants. In order to encourage players a number of drinks and meals are supplied free. This free percentage must be determined, separately, for each of the casinos' customers.

Promotion - for each casino it will be necessary to set a level of promotional expenditure (in AUs).

Additional Resources - you will need to decide whether you wish to increase (+ve number) or decrease (-ve number) for each resource. If you decrease a resource you will both reduce staff and dispose of associated fixed assets (at current average book value). If you increase a resource you will hire the requisite number of staff and acquire additional fixed assets.

Quality Improvement - you will need to decide, for each resource, how much to spend (in AUs) to improving the quality of the resource. You must also enter the total for this expenditure.

New Bank Loans - you must enter the additional amount that you wish to borrow from the bank (or to repay if negative).

RESULTS

You will be informed of the total number of existing clients who remained with you, the number of new clients who bought from you, the demand/client, the sales/client, the total sales demand and the total sales made for each casino.

The demand and sales are expressed in terms of days of work (each resource can work 200 days each year). The demand is based on the total of existing and new clients and the average demand per client. Provided there is sufficient capacity the demand will be the same as the actual sales. However, if there is insufficient capacity the actual sales per client will be less.

REPORTS

These results will consist of a number of reports

CLIENT DEMAND

RESOURCE USE

WIN

REFRESHMENTS

CASH FLOW

PROFIT & LOSS

BALANCE SHEET

KEY RATIOS

Client Demand shows, for each casino, the mix of existing and new clients, the number of visits they would make (if there were sufficient resources) and how this translates into demand for the two resources.

Resource Use shows, for each resource, how demand is supported by the available resources.

WIN shows, for each casino, the actual use made of the casinos by clients and the total revenue (WIN) gained by the casinos from their gambling. If, there are insufficient resources available to serve the clients then during the year the frequency of visits will fall below the level shown in the Client Demand report.

Refreshments shows the amount spent in the restaurants and bars. The refreshment income is net of any complimentary drinks or meals. The refreshment costs cover all costs associated with supplying refreshments (food, drinks and labour).

Cash Flow shows the cash flow into and out of the business. From this cash and overdraft figures are updated and interest charges calculated. This report may not be available every period.

Profit & Loss shows income and expenditure for the period. From this profits and taxation are calculated. Income consists of the net "WIN" (wagers less winnings) and the profit earned from the restaurants and bars.

Balance Sheet shows the position at year-end. It shows the current amount of money tied up in assets and how this is funded (by the shareholders or by the bank).

Key Business Ratios shows a few, key business ratios. However, when managing your company you may wish to calculate other measures of performance.

TRADING HISTORY

The last three years of trading history are shown on the following pages. Period -2 is the earliest year, -1 the middle year and 0 the most recent year.

You should analyse these results to ensure that you are familiar with the decisions and business reports. Further you should evaluate how the company has been performing and consider how and where you can improve this performance.

Operating Results - Year –2

Decisions - Year –2


Level 1
Level 2
Level 3
Total

Free %
10
15
20


Promotion
10,000
10,000
10,000
30,000


Resource A
Resource B


Additional Resources
6
2


Quality Improvement
3,000
3,000


New Bank Loans
0



Client Demand - Year –2


Level 1
Level 2
Level 3
Total

Existing Clients
43
130
147


New Clients
7
150
67


Total Clients
50
280
214


Visits/Client
10.24
12.06
13.50


Demand (Visits)
512
3377
2889


Demand (Resource A)
512
1688
0
2201

Demand (Resource B)
0
1688
2889
4378

Resource Use - Year –2


Resource A
Resource B

Existing Resources
6
10

Additional Clients
6
2

Total Resources
12
12

Visits Capacity
2400
2400

Capacity Use
92
191

WIN - Year –2


Level 1
Level 2
Level 3
Total

Total Clients
50
280
214


Visits/Client
10.24
6.85
7.67


Sales (Visits)
512
1918
1641


Win/Client
100
40
10


Win
51,223
76,709
16,406
144,338

Refreshments - Year –2


Level 1
Level 2
Level 3
Total

Sales (Visits)
512
1918
1641


Free %
10
15
20


Refreshment Income
32,271
78,243
52,501


Refreshment Cost
15,367
47,943
32,813


Refreshment Profit
16,904
30,300
19,688
66,891

Operating Results - Year –1

Decisions - Year –1


Level 1
Level 2
Level 3
Total

Free %
10
15
20


Promotion
10,000
10,000
10,000
30,000


Resource A
Resource B


Additional Resources
10
12


Quality Improvement
6,000
6,000


New Bank Loans
0



Client Demand - Year –1


Level 1
Level 2
Level 3
Total

Existing Clients
43
165
126


New Clients
4
106
10


Total Clients
47
271
136


Visits/Client
10.13
11.67
12.93


Demand (Visits)
476
3162
1758


Demand (Resource A)
476
1581
0
2057

Demand (Resource B)
0
1581
1758
3339

Resource Use - Year –1


Resource A
Resource B

Existing Resources
12
12

Additional Clients
10
12

Total Resources
22
24

Visits Capacity
4400
4800

Capacity Use
47
70

WIN - Year –1


Level 1
Level 2
Level 3
Total

Total Clients
47
271
136


Visits/Client
10.13
11.67
12.93


Sales (Visits)
476
3162
1758


Win/Client
100
40
10


Win
47,599
126,473
17,580
191,652

Refreshments - Year –1


Level 1
Level 2
Level 3
Total

Sales (Visits)
476
3162
1758


Free %
10
15
20


Refreshment Income
29,988
129,002
56,256


Refreshment Cost
14,280
79,045
35,160


Refreshment Profit
15,708
49,957
21,096
86,761

Operating Results - Year 0

Decisions - Year 0


Level 1
Level 2
Level 3
Total

Free %
10
15
20


Promotion
5,000
5,000
5,000
15,000


Resource A
Resource B


Additional Resources
–11
–8


Quality Improvement
3,000
3,000


New Bank Loans
0



Client Demand - Year 0


Level 1
Level 2
Level 3
Total

Existing Clients
42
244
122


New Clients
4
49
10


Total Clients
46
293
132


Visits/Client
9.84
11.73
13.25


Demand (Visits)
453
3437
1748


Demand (Resource A)
453
1716
0
2172

Demand (Resource B)
0
1716
1748
3467

Resource Use - Year 0


Resource A
Resource B

Existing Resources
22
24

Additional Clients
–11
–8

Total Resources
11
16

Visits Capacity
2200
3200

Capacity Use
99
108

WIN - Year 0


Level 1
Level 2
Level 3
Total

Total Clients
46
293
132


Visits/Client
9.84
10.92
12.34


Sales (Visits)
453
3201
1638


Win/Client
100
40
10


Win
45,250
128,025
16,293
189,558

Refreshments - Year 0


Level 1
Level 2
Level 3
Total

Sales (Visits)
453
3201
1638


Free %
10
15
20


Refreshment Income
28,508
130,585
52,106


Refreshment Cost
13,575
80,016
32,566


Refreshment Profit
14,933
50,570
19,540
85,042

Financial Results - Year 0

Cash Sources - Year 0

Opening Cash
0

Opening Debtors
4,614

WIN
189,558

Refreshment Profit
85,042

Debtors
4,551

New Bank Loans
0

Total Cash Available
274,664

Cash Uses - Year 0

Opening Overdraft
131,704

Resource Costs
76,000

Sales Promotion
15,000

Quality Improvement
3,000

General Overheads
50,000

Asset Purchases
–139,118

Loan Interest
0

Dividend Paid
21,506

Tax Paid
–14,849

Total Cash Needed
143,243

Cash/Overdraft Balance - Year 0

Total Cash Available
274,664

Total Cash Needed
143,243

Closing Cash Balance
131,421

Opening Cash Balance
–123,706

Average Cash Balance
3,858

Short Term Interest  
–463

Gearing Premium
0

Closing Overdraft or Cash
131,884

Financial Expenses - Year 0

Loan Interest
0

Overdraft Interest
0

Interest Earned on Cash
–463

Gearing Premium
0

Financial Expenses
–463

Profit & Loss Summary


Year –2
Year –1
Year 0

Win
144,338
191,652
189,558

Resource Costs
72,000
136,000
76,000

Depreciation
43,640
78,112
34,666

Refreshment Profit
66,891
86,761
85,042

Sales Promotion
30,000
30,000
15,000

Quality Improvement
3,000
6,000
3,000

General Overheads
50,000
50,000
50,000

Operating Profit
12,590
–21,699
95,935

Financial Expenses
–11,169
7,998
–463

Net Profit
23,759
–29,698
96,968

Taxation
11,879
–14,849
48,199

Earnings
11,879
–14,849
48,199

Dividend
22,575
21,506
17,870

Retained Profit
–10,696
–36,354
30,329

Balance Sheet Summary


Year –2
Year –1
Year 0

Issued Shares
250,000
250,000
250,000

Reserves
–34,944
–71,299
–40,970

Total Equity
214,056
178,701
209,030

Term Loans
0
0
0

Net Assets
214,056
178,701
209,030

Fixed Assets
174,560
312,448
138,664

Debtors
3,710
4,614
4,551

Cash
74,950
0
131,884

Current Assets
74,950
4,614
136,435

Overdraft
0
131,704
0

Taxation
11,879
–14,849
48,199

Dividend
22,575
21,506
17,870

Current Liabilities
34,454
138,361
66,069

Key Ratios Summary


Year –2
Year –1
Year 0

Operating Profit %
9
–11
51

Return on Net Assets
6
–12
46

Return on Equity
6
–8
23

Capital Gearing
0
74
0
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