FOUNDATION CHALLENGE

BACKGROUND NOTES
The purpose of these notes is to provide information about:

TIME TABLES

ISSUES & DECISIONS

THE SIMULATION MODELS

INITIAL SWOT

TRANSPARENCY MASTERS

TIME TABLES

This simulation can be used in several ways:

NORMALLY IN A SINGLE SESSION

IN AN ABBREVIATED SESSION

SPREAD OVER A COURSE

OTHER TIME TABLE ISSUES

NORMAL TIME TABLE

Here the simulation is used with students, trainees, functional specialists, junior managers and supervisors. Normally, thirty minutes should be sufficient for each decision period after the first. However, you may need to extend this if you have more than six teams or the participants have very little business knowledge. Eight trading periods (quarters) are run in just less than seven hours thus:

Time
Activity

00:00 - 00:15
Simulation Briefing

00:15 - 01:30
Familiarization & Preparation

02:00
Submit Decisions for Quarter 1

03:00
Submit Decisions for Quarter 2

03:40
Submit Decisions for Quarter 3

04:20
Submit Decisions for Quarter 4

05:00
Submit Decisions for Quarter 5

05:40
Submit Decisions for Quarter 6

06:20
Submit Decisions for Quarter 7

07:00
Submit Decisions for Quarter 8

07:00 - 07:30
Prepare for Review

07:00 - 08:15
Simulation Review

ABBREVIATED TIME TABLE

Here the simulation is used with more senior managers and six trading periods (quarters) are run in four hours thus:

Time
Activity

00:00 - 00:15
Simulation Briefing

00:15 - 01:30
Familiarization & Preparation

01:30
Submit Decisions for Quarter 1

02:10
Submit Decisions for Quarter 2

02:40
Submit Decisions for Quarter 3

03:10
Submit Decisions for Quarter 4

03:40
Submit Decisions for Quarter 5

04:10
Submit Decisions for Quarter 6

04:10 - 04:30
Prepare for Review

04:30 - 05:00
Simulation Review

SPREAD OVER A COURSE

Here the simulation is used spread over a course. Typically fifteen minutes should be allowed for the briefing and an hour and fifteen minutes allowed for the familiarization, planning and making the first decision. For the following decisions half an hour or so should be allowed for the subsequent decisions.

OTHER TIME TABLE ISSUES

If the teams are required to make a full presentation at the review session, then about an hour should be allowed for the preparation.

If you are working with more than four teams, the syndicate rooms are spread or you are not fully familiar with the simulation and its software you may wish to allow more time or be prepared to reduce the number of periods simulated.

ISSUES & DECISIONS

The decisions were chosen to raise a many of the issues facing the management of a non-profit organization such as a charitable foundation, an education body or other organization that obtains grants and funds from several sources and uses these to benefit for free or in a heavily subsidized manner others.

THE DECISIONS

These are as follows:

Staffing

Maximum Initiative Numbers

Marketing

Incubator Units

Staffing

Participants need to balance staffing levels against the demand for them. This decision provides for this.  

Maximum Initiative Numbers

This allows the participants to limit initiatives where this might lead to lead to excessive use of funds or human resources. However, to do this, while ensuring that funds and human resources are fully utilized requires the participants to accurately forecast how their decisions affect results and how these are changing overtime.

Marketing

Involves directing effort towards getting beneficiaries to attend the initiatives, obtaining funds, volunteers, obtaining media coverage and developing the Foundation's public image. So, participants must use marketing to balance, in the long-term, the Foundation's funding against its use.

Incubator Units

Participants must decide whether or not they wish to extend the Foundation's scope to include providing Incubator Units for business start-ups. This is a logical progression from encouraging people to start businesses and support these. However, the decision not only requires capital expenditure but also introduces a new set of issues associated with the occupants. Issues that include marketing the units, deciding an appropriate rental, creating and appropriate pipeline of prospective occupants and handling the financial problems associated with non-payment of rent and occupant bankruptcy.

THE SIMULATION MODELS

These take the teams' decisions, assesses their impact (initiative demand, resource utilization, costs and funding). Most of these are straightforward and the way that the model works can be seen from the reconciliations. However, the following describe the models and issues associated with: 

INITIATIVE MARKETING 

HUMAN RESOURCES

BENEFICIARY RETENTION

THE INCUBATOR UNITS

EXTERNAL FUNDING

INITIATIVE MARKETING 

1. Encouraging Pupils (School Conferences)

These make reasonably heavy use of adviser resources, as each eight or so students require an adviser or an volunteer, plus, each conference requires another eight advisers or volunteers to provide key note speeches and run activities. This may limit the ability to deliver unless considerable marketing effort is directed towards corporate sponsorship. But it can deliver a large number of people affected by the initiative. Marketing influences schools taking up the scheme but with conferences running once a year there is considerable "repeat business". Number of students/school follows Pareto curve. 

2. Encouraging Minorities

This requires relatively high marketing effort and there is little, repeat business quarter by quarter. Also, it is difficult to get corporate sponsorship and government funding.

3. Training Courses

Relatively low in terms of marketing effort as there are spin-offs from consultancy and, if appropriate, the incubator units. Also, there is some, repeat business quarter by quarter. It is relatively easy to get corporate sponsorship and government funding. On a per participant basis these make relatively low use of adviser resources.

4. Consultancy

On a per participant basis these make heavy use of adviser resources since advice is given on a one-to-one basis. But reasonably low use of marketing resources as promotion for this service is partly a spin-off from the minority events, training courses and, if applicable, the Incubator Units. Plus, there is a cumulative and work of mouth effect. However, adviser resource limitations may cause a backlog.

5. Incubator Units

Low marketing and adviser resource use but involves sizable capital investment and this is likely to deplete the Foundation's Investments. No unit rental charge is suggested, so the teams must analyze costs to decide an acceptable charge.

Initiative Reporting

The reports produced attempt to show each initiative as a separate activity and cost center.
HUMAN RESOURCES

Marketing Staff

Besides deciding the right overall level, decisions for Marketing Staff involve allocating time between marketing the Foundation's initiatives, obtaining funds and sponsorship and general public relations. 
The effort required to Marketing Initiatives varies across the initiatives and involves both increasing the take-up and maintaining existing awareness.

Advisers

If the work for advisers exceeds about twenty-five days then events (school conferences, minority events and training courses) and consultancy initiatives will be deferred and canceled. (If deferred the events and consultancy will occur in the following quarter.)

Administration Staff

These are employed full time to support making funding proposals and supporting the initiatives. If there is too much administrative work this is undertaken by the advisers (leading to a lowering of their morale and causing an adverse staff cost variance). Therefore, it is probably advisable for the administration staff to have a small amount of idle time. When there is insufficient administration staff the advisers will take over their work on initiatives and so reduce the administration work on the initiatives and increase the adviser work on initiatives.

Staffing Levels

Although the length of the working quarter is not influenced by seasonal factors and staff are not absent through sickness, for all groups there is some staff turnover and, for the advisers, this will increase substantially if they work too many or too few hours. Each staff member has a five- percent chance of resigning during a quarter for career advancement or personal reasons.

It is not possible to reduce staff levels to zero not is it possible to increase Marketing staff above 20, Advisers above 100 and Administration staff above 100.

BENEFICIARY RETENTION

Some of the beneficiaries make multiple use of the Foundation's initiatives as follows:

Initiative
Notes

School Conferences
Schools repeat conference annually

Minority Events
Few events attended

Training Courses
Several courses attended 

Consultancy
Need several meetings

Incubator Units
Firms stay for several quarters

With the exception of the Schools Conferences (where repeated use is annually), repeated use is from quarter to quarter.

INCUBATOR UNITS

If a team decides to construct incubator units there are several factors that must be considered:

Factors affecting Demand

Demand Models

Occupancy Issues

Factors affecting Demand

Demand is affected by several factors:

Marketing Effort

Unit Rental

Deposit Required

Backlog

Press Release

Marketing Effort determines the number of businesses who are interested in renting an incubator unit.

Unit Rental determines the number who can afford to rent a unit. The response depends on the rental relative to a price that is perceived as reasonable (nominal price). If the rent is above this, demand falls off rapidly. If the rent is below this, demand increases slightly. The reasonable rent is $2,000 a quarter and this figure was chosen to cover quarterly running costs plus the cost of the capital invested in the incubator units.

The Deposit Required is set at a nominal of four weeks rent for the standard version of the simulation. However, it is possible change this figure. If the deposit is above four weeks demand falls off rapidly and if below four weeks it will increase slightly.

Backlog is the number of business who are waiting to rent an incubator unit. As this increases, it becomes more and more difficult to persuade businesses to apply to rent an incubator unit. 

A Press Release can be issued in the quarter incubator unit construction is complete. Depending on press relations at that time, it will attract businesses to apply to rent an incubator unit.

Demand Models

The factors that need to be considered are as follows:

Pre-completion Demand

Post-completion Demand

Pre-completion Demand: During the quarter when the incubator units are being constructed, it is possible to assign marketing effort so as to obtain a list of businesses interested in renting the incubator unit. The number applying will depend on the probable quarterly rent and the deposit required. If neither of these is specified, the nominal price and deposit is used. As, when construction is completed the actual rental and deposit will be used to calculate take-up, if these are not specified the actual number of businesses taking incubator units is likely to be less than the backlog at the end of the previous quarter.

Post-completion Demand: Once the incubator units are complete and occupied the demand process is as follows:

1. Rental, deposit period, current backlog and current marketing effort are used to attract a business to put their name on a list awaiting a free unit. And, as the marketing effort is spread over the quarter these businesses are added to the list over the quarter.

2. Each week during the quarter some businesses may stop renting (see occupancy issues) and be replaced by people on the waiting list. Also, some businesses may drop off the waiting list.

Occupancy Issues

There are several issues associated with the businesses occupying the incubator units - these are:

Natural Turnover

Non-payment of Rent

Bankruptcy

Natural Turnover will occur as some businesses grow and others decide that running a business is harder than envisaged. As the businesses occupying the units are start-ups natural turnover will depend on the length of time a unit is occupied. When these businesses cease renting, the deposit (net of any unpaid rent) will be refunded.

Non-payment of Rent will occur as some of the start-up businesses run into trading problems. This non-payment is set against the deposit and may exceed it. Eventually, some businesses may overcome their trading difficulties but others may become bankrupt. The teams can mitigate the risk of non-payment by specifying the maximum amount of indebtedness that they will allow. If this is exceeded, the business will be evicted. But, if this occurs, the rent owed will not be received. This means that if teams are allowed to specify the maximum level, they must balance this loss against the possibility that the business will overcome their problems and pay. 

Bankruptcy can occur and will cause the business to cease renting. If this occurs, any unpaid rent (net of deposit) will be forfeited. However, it is likely that before bankruptcy, the business will stop paying rent (indicating business difficulties).

EXTERNAL FUNDING

It is necessary to obtain external funds both in the form of corporate sponsorship and government grants. Additionally, to mitigate adviser costs it is necessary to obtain volunteers to advise at school conferences and run minority events and training courses. However, hypothecated funds are not available for the Incubator Units (although non-hypothecated funds can be used for these). The amount of funding available from corporate sources and from government sources differs. Typically, fifty percent more funds are available from corporate sponsorship than from government grants.

The sponsorship and grants obtained each quarter depend on:

Funding Mix

Marketing Effort

Public Relations

Funding Take-up

Random Factors

Funding Mix 

The mix of funding available hypothecated to initiatives and for general use (non-hypothecated) depends on the source. Also, the long-term mix of funding may differ between the sources and uses.

Funding Mix
Sponsorship
Grants
Volunteers

Nominal Funding
120,000
80,000


Non-Hypothecated
60%
20%
0

School Conferences
15%
20%
300

Minority Events
10%
20%
10

Training Courses
10%
20%
30

Consultancy
5%
20%
0

Marketing Effort 

Teams decide how to allocate marketing effort towards obtaining hypothe​cated and non-hypothecated grants and sponsorship. As the relationship can build with the funding sources and so increasing marketing effort will not immediately have the full impact possible.

Public Relations

This increases the effect of the marketing effort but the influence is based on how the public relations time produces press, radio and television coverage. And, so the allocating time to public relations has a delayed and indirect effect and, for an individual quarter, is influenced by luck!

Funding Take-up

If funds are not taken up then this will reduce the availability of future funds and this is especially true for corporate sponsorship. So, the funding take-up image declines more rapidly and improves more slowly for corporate sponsorship then for government grants.

Random Factors 

These affect the value of grants and sponsorship available each period for all types of funding and volunteering. It is assumed that corporate sponsorship is less erratic than government grants! Further, because of this randomness, teams are advised of the grants and sponsorship available a quarter in advance. This allows them to proactively adjust marketing effort and, if necessary, restrict initiative numbers.

Variability
Sponsorship
Grants

Non-Hypothecated
+/– 30%
+/– 70%

School Conferences
+/– 20%
+/– 50%

Minority Events
+/– 30%
+/– 70%

Training Courses
+/– 30%
+/– 70%

Consultancy
+/– 20%
+/– 60%

MEASURING FOUNDATION PERFORMANCE

At an appropriate time teams should be asked to submit their measures for the foundation. This must be agreed with the foundation's non-executive board of governors and there are several issues:

Incubator Units

Suggested Balance

Incubator Units

As the incubator units are not constructed at the beginning of the simulation, teams may realize that by emphasizing this initiative at the expense of the others they can artificially inflate their score. Because of this each measure has a minimum value of one. Also, the measures must be agreed with the Board of Governors and, if necessary, they can impose a solution.

Suggested Balance

To help with deciding the multipliers, it is suggested that these could, be roughly based on the funding mix divided by the number of beneficiaries or based on the beneficiary mix. Also, the incubator unit multiplier should not be allowed to exceed 20%.

INITIAL S.W.O.T.

The participants take over the foundation is reasonable shape but their analysis of the four quarter's operating history should allow them to identify several strengths, weaknesses, opportunities and threats.

STRENGTHS

Funding in balance with expenditure

Adviser and Administration capacity

Increasing external fund levels

WEAKNESSES

External Funding not fully used

Advisers working fewer days than ideal

OPPORTUNITIES

Increase sponsorship and government grants

Incubator Units

Target marketing effort towards funded initiatives

Use advisers for administration short fall

THREATS

Inability to balance funding with expenditure

The timely management of staffing levels

Incubator Unit risks

Consultancy cost

Adviser morale

Funding in balance with expenditure - over the four quarters the funding from the Foundation coupled with external sponsorship and government grants has been reasonably balanced. Over the four quarters the Foundation's endowments has fallen slightly from $2,000,000  to $1,995,671. 

Adviser and Administration capacity - at the end of Quarter 0 with the advisers working 17 days a quarter and with 30 days surplus administration time, the Foundation is in a good position to handle increases in initiative demand in Quarter 1

Increasing external fund levels - over the four quarters, external funds have grown steadily.

External Funding
Quarter -3
Quarter -2
Quarter -1
Quarter 0

Sponsorship
40,700
52,600
74,600
68,600

Grants
20,800
22,900
30,000
28,600

Value of Volunteers
33,300
37,300
45,800
41,100

Total 
94,800
112,800
150,400
138,300

External Funding not fully used ​- unfortunately, even though the external funds are growing, the demand for initiatives is not growing at the same rate and so there is a short fall in their use.

Funding Use
Quarter -2
Quarter -1
Quarter 0

Sponsorship
40,024
39,856
39,643

Grants
17,243
20,901
22,936

Value of Volunteers
32,200
34,800
42,500

Total Expended
89,467
95,557
105,079

Total Available
94,800
112,800
150,400

Total Utilized
94%
85%
70%

Advisers working fewer days than ideal - ideally, the advisers should work around 20 days and this was achieved for Quarters -3 to -1. But in Quarter 0, this dropped to 17 days.

Increase sponsorship and government grants - by increasing marketing staff and directing their time towards obtaining sponsorship and grants it will be possible to increase the number of beneficiaries.

Incubator Units - provide an opportunity to expand the initiatives to cover a new area of enterprise support. Also, this is an area that can be self-funding (but it does involve use of some of the foundation's endowments).

Target marketing effort towards funded initiatives - marketing effort can be targeted more precisely towards the initiatives that are deemed to be the most important.

Use advisers for administration short fall - it is possible to cover minor short falls in administrative staff levels with advisers and so minimize administration idle time. 

Inability to balance funding with expenditure - the sponsorship and grants funding streams are based on the perceived priorities of these and this may conflict with the goals of the foundation. If funding is not used it will reduce as sponsors and the government feel that the foundation is not adequately using them.  

The timely management of staffing levels - because of the delays in obtaining sponsorship and grants the timing of staffing levels is difficult.

Incubator Unit risk - although incubator units can be self-funding as one might expect, incubatees are very price sensitive, a sizable number will fail and successful start-ups will progress to larger accommodation. Thus, if priced too high, it will not be possible to fill all units. Failures mean that there will be bad debts. Also, failures and successful start-ups moving on will necessitate ongoing marketing.

Consultancy cost - on a per beneficiary basis, gross consultancy cost is high. But, after netting off sponsorship and grants, the cost is reasonable.

Adviser morale ​- maintaining adviser moral involves ensuring that their workload is neither to high or too low and involving them in a minimum of administration work. If this is not done then adviser resignations will increase considerably. This will mean that the dynamics of adviser staffing levels will increase considerably.
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