GLOBAL OPERATIONS REPORTS

This simulation produces these reports: 

ASSETS

BALANCE SHEET

BREAK-EVEN ANALYSIS

BREAK-UP VALUE

CAPACITY CHANGES

CASH BALANCE

CASH FLOW SUMMARY

CASH FLOW - SOURCES

CASH FLOW - USES

COMMENTS

COMPARATIVE ACCOUNTS

COMPETITIVE DOMINANCE

COMPETITIVE POSITION

COST OF CAPITAL

COST OF SALES

CURRENT & FUTURE CAPACITY

CURRENT ASSETS

CURRENT LIABILITIES

DECISION SCREEN

ECONOMIC TRENDS

ECONOMIC VALUE ADDED

EFFICIENCY LOSSES

EQUITY & TERM LOANS

FINANCIAL EXPENSES

FIXED ASSET CHANGES

KEY MEASURES

MANUFACTURING COSTS

MANUFACTURING COST CENTRE

MARKET CONTRIBUTION

MARKET PORTFOLIO

MARKET POTENTIALS

MARKET PROFIT CENTRE

MARKET REPORT

NEWS FLASHES

OPERATING EXPENSES

OTHER INFORMATION

PENETRATION

PRELIMINARY RESULTS

PRODUCTION

PROFIT & LOSS ACCOUNT

PROFIT ANALYSIS

STRENGTHS & WEAKNESSES

TEST MARKET

WORKSHEETS

Most of the reports were produced from data available within the company. The exceptions are reports that require market research data.

REPORT STRUCTURE

This simulation extends the reports produced by conventional business simulations for management development to include a series of reports to support the tutor. So, besides:

TEAM RESULTS and BUSINESS RESEARCH

The simulator provides:

RECONCILLIATIONS & EXPLANATIONS

A TUTOR'S AUDIT

TEAM COMMENTARIES

After decision entry and simulation a set of these are printed automatically. Following this the tutor can select reports from the full reporting package for display and printing.

TEAM RESULTS

These are the results returned to a team to enable them to judge the impact of their decisions. These divide into these categories:

PRELIMINARY RESULTS

FULL RESULTS

SUPPLEMENTARY RESULTS

WORKSHEETS

PRELIMINARY RESULTS are provided immediately after simulation to provide rapid feedback of a few key measures of performance to allow the teams to work while the full results are printed. The preliminary results are:

TOTAL MARKET SHARE

TOTAL UNIT SALES

SALES INCOME

OPERATING PROFIT

CASH

OVERDRAFT

LATEST PRODUCT

FULL RESULTS are provided next and comprise the basic reports that show how the business performed for the year. The basic set of results is as follows:

MARKET REPORT

PROFIT & LOSS

BALANCE SHEET

OTHER INFORMATION

COMPETITIVE POSITION

COMMENTS

SUPPLEMENTARY RESULTS are optional reports that, depending on the simulation version, are added progressively to the full results to provide additional information and stimulate discussion and reflection. These include:

BREAK-EVEN ANALYSIS

MARKET CONTRIBUTION

MARKET PROFIT CENTRE

MARKET PORTFOLIO

WORKSHEETS are reports that duplicate the manual worksheets and are used to reconcile these.

BUSINESS RESEARCH

These are the results returned to a team to enable them to judge the impact of their decisions. These divide into these categories:

STANDARD RESEARCH

SUPPLEMENTARY RESEARCH

STANDARD RESEARCH consists of Comparative Accounts and News Flashes

SUPPLEMENTARY RESEARCH comprises:

COMPETITIVE DOMINANCE

COMPETITIVE POSITION

ECONOMIC TRENDS

MARKET POTENTIALS

TEST MARKET

WORLD PENETRATION

RECONCILLIATIONS & EXPLANATIONS

These reports are provided to help the tutor answer questions about how results were calculated and the following are available
CASH FLOW SUMMARY

CASH FLOW - SOURCES

CASH FLOW - USES

COST OF SALES

CURRENT & FUTURE CAPACITY

OPERATING EXPENSES

FINANCIAL EXPENSES

FIXED ASSET CHANGES

MANUFACTURING COSTS

PRODUCTION

TUTOR'S AUDIT

These reports are provided to help the tutor overview the comparative positions of the teams and highlight differences. The standard reports that automatically printed are:
DECISION SUMMARY

KEY MEASURES

MARKET RESPONSES

Additionally, these optional reports can be displayed and printed:

BREAK-EVEN ANALYSIS

COMPETITIVE DOMINANCE

COST OF CAPITAL

ECONOMIC VALUE ADDED

EFFICIENCY LOSSES

MARKET PORTFOLIO

MARKET PROFIT CENTRE

PENETRATION

TEAM COMMENTARIES

These reports are provided information on an individual team basis that can be used to assess and explain team results, provide additional feedback and be used during and after the review to provide a detailed analysis and record of the teams progress.

The reports produced automatically depend on the simulation version and can include:
BREAK-EVEN ANALYSIS

BREAK-UP VALUE

COST OF CAPITAL

ECONOMIC VALUE ADDED

EFFICIENCY LOSSES

KEY MEASURES

MARKET CONTRIBUTION

MARKET PROFIT CENTRE

PENETRATION

STRENGTHS & WEAKNESSES

ASSETS

This report details the fixed and current assets at the end of the trading year. It shows:

FIXED ASSETS

DEBTORS

TOTAL INVENTORY

CASH

CURRENT ASSETS

DEFERRED TAX

TOTAL ASSETS

FIXED ASSETS is the total book value of factory plant and equipment owned by the company. So it is the purchase cost less accumulated depreciation. It represents the assets that have a life of several years.

DEBTORS are the total amount of money owed to the company by customers at the year-end.

TOTAL INVENTORY is the total of finished, raw and inprocess inventory on hand at the end of the year.

CASH is the amount of cash on hand or held at the bank.

CURRENT ASSETS is the total of debtors, inventory and cash. It represents assets that are required for the day to day operation of the business.

DEFFERED TAX is the amount of previous tax losses that are carried forward to be set against future tax liabilities. 

TOTAL ASSETS is the total of the fixed and current assets. Assets that must be funded by equity, long term loans and current liabilities.

BALANCE SHEET

This shows where the company has obtained funds and where these have been spent on assets. The report comprises three parts:

EQUITY & TERM LOANS

ASSETS

CURRENT LIABILITIES

BREAK-EVEN ANALYSIS

This analyses price and costs to find the volume where costs equal revenue. The report shows:

AVERAGE PRICE

AVERAGE UNIT COST

AVERAGE MARGIN

AVERAGE MARGIN %

FIXED COSTS

BREAK-EVEN VOLUME

ACTUAL UNIT SALES

MARGIN OF SAFETY

AVERAGE PRICE is total revenue divided by total unit sales. Changes are caused by changes in product prices and the mix of sales.

AVERAGE UNIT COST is the total variable cost of sales divided by total unit sales. (Variable costs are those that vary directly with sales volume.) Without inflation and changes in manufacturing efficiency, changes are due to changes in the mix of sales.

AVERAGE MARGIN is the average price less average unit cost.

AVERAGE MARGIN % is the average margin expressed as a percentage of the average price. (The average margin percent is also known as the P/V ratio.) It represents the percent profit earned by sales and, once break-even has been reached, it represents the amount flowing into net profit.

FIXED COSTS are those costs that do not, directly, vary with sales volume. Examples are promotion and depreciation, etc.

BREAK-EVEN VOLUME is the point where revenue equals total costs. It is calculated by dividing the fixed costs by the average margin.

ACTUAL UNIT SALES is the total units of the products sold.

MARGIN OF SAFETY is the percent sales can fall before reaching the break-even point. So it represents the percent by which sales can fall before the company starts to make a loss.

BREAK-UP VALUE

This report shows how the bank might assess the disposal value of assets to decide bankruptcy risk:

FIXED ASSETS

DEBTORS

INVENTORY

CASH

DEFERRED TAX

BREAK-UP VALUE

TERM LOANS 

CURRENT LIABILITIES

FUNDING NEEDS

FIXED ASSETS are valued at seventy-five percent of the Balance Sheet value.

DEBTORS are valued at eighty percent of the Balance Sheet value.

INVENTORY is valued at fifty percent of the Balance Sheet value.

CASH & DEFERRED TAX is valued at the Balance Sheet value.

BREAK-UP VALUE is the sum of Fixed Assets, Debtors, Inventory, Cash and Deferred Tax. It represents the amount that the banks believe that they would obtain on the sale of these assets.

TERM LOANS is the total of the long-term loans from the bank. Normally these are for five or more years and early retirement may incur a charge.

CURRENT LIABILITIES is the sum of overdrafts, taxation, dividend and creditors.

FUNDING NEEDS is the sum of term loans and current liabilities and so represents the funds that must be covered by the money realised on break-up. If the break-up value is greater than the funding needs then the company is solvent.

CAPACITY CHANGES

This report reconciles how the factory capacity changed from one year to the next:

CAPACITY FORECAST

CAPACITY INSTALLED

AVAILABLE CAPACITY

CAPACITY FORECAST is a forecast of factory capacity at the end of the current year including any capacity purchases during the year less any deterioration in plant.

CAPACITY INSTALLED is the amount of additional capacity bought during the year that is actually installed in that year.

AVAILABLE CAPACITY is the total of the capacity forecast and capacity installed.

CASH BALANCE

This report reconciles cash/overdraft position at the year-end thus:

NET CASH POSITION

INTEREST EARNED

OVERDRAFT INTEREST

GEARING PREMIUM

CLOSING BALANCE

NET CASH POSITION is the cash balance at the end of the year and is arrived at by adjusting the opening balance for cash flow before interest paid on the overdraft, interest earned on cash and any premium interest. 

INTEREST EARNED occurs if average cash is positive. It is shown as a negative expense!

OVERDRAFT INTEREST occurs if the average cash is negative.

PREMIUM INTEREST occurs if the company is overgeared (if capital gearing is above about fifty percent). The amount of premium interest depends on the degree of over gearing.

CLOSING BALANCE is the net cash position plus interest earned less overdraft interest and premium interest. If it is positive it will be shown in as cash in the Balance Sheet and, if negative as an overdraft.

CASH FLOW SUMMARY

This report reconciles cash for the year thus:

SOURCES OF CASH

USES OF CASH

NET CASH POSITION

NET CASH POSITION

OPENING BALANCE

AVERAGE CASH BALANCE

SOURCES OF CASH are the total of the cash received during the year.

USES OF CASH are the total of the cash used during the year.

NET CASH POSITION is the cash balance at the end of the year and is arrived at by adjusting the opening balance for cash flow before interest paid on the overdraft, interest earned on cash and any premium interest. 

OPENING BALANCE is the cash balance at the start of the year and is cash less overdraft.

AVERAGE CASH BALANCE is the average of the opening cash balance and the net cash position. It is used to calculate the interest earned on cash or paid on the overdraft.

CASH FLOW - SOURCES

This report shows the sources of cash for the year thus:

OPENING DEBTORS

NEW TERM LOANS

SALES REVENUE

DEPRECIATION

DEBTORS

SOURCES OF CASH

OPENING DEBTORS is the money owed by customers at the start of the year (from the year ending balance sheet).

NEW TERM LOANS are the new long-term loans obtained from the bank for the year.

SALES REVENUE is the value of sales made during the year and shown in the Profit & Loss account.

DEPRECIATION is the value of depreciation of the fixed assets charged to the profit and loss account. This charge is included in the manufacturing costs but does not involve an actual cash payment it is a source of funds.

DEBTORS are the total amount of money owed to the company by customers at the year-end from the balance sheet.

SOURCES OF CASH is the sum of opening debtors, new term loans, sales revenue and depreciation less debtors.

CASH FLOW - USES

This report shows how cash was used during the year thus:

OPENING CREDITORS

MANUFACTURING COSTS

OPERATING EXPENSES

TERM LOAN INTEREST

DIVIDEND PAID

TAX PAID

INVESTMENT IN PLANT

INVESTMENT IN FIXTURES

CREDITORS

USES OF CASH

OPENING CREDITORS is the money owed to suppliers at the start of the year and from the previous year's Balance Sheet.

MANUFACTURING COSTS are the total cost of manufacturing the products during the year.

OPERATING EXPENSES are the other expenses associated with the operation of the company.

TERM LOAN INTEREST is the interest paid on the long-term loans.

DIVIDEND PAID is the dividend decided the previous year and shown in that year's Profit & Loss Account and Balance Sheet.

TAX PAID is the tax paid during the year as shown in the previous year's Balance Sheet.

INVESTMENT IN PLANT is the value of the purchase of new blocks of capacity purchased during the year.

INVESTMENT IN FIXTURES is the value of fixtures required in production as new products are introduced.

CREDITORS are the money still owed to suppliers at the end of the year as shown in the Balance Sheet.

USES OF CASH is the sum of opening creditors, manufacturing cost, other expenses, term loan interest, dividend & tax paid, investment in plant & fixtures less creditors.

COMMENTS

Based on the team's results, this report automatically provides comments from customers, staff, bankers etc. and is designed to stimulate thought by providing fuzzy, qualitative feedback. The comments are drawn from this list:

                ACCOUNTANTS WORRIED ABOUT CASH FLOW

                ACCOUNTANTS WORRIED ABOUT PROFITABILITY
                ACCOUNTANTS WORRIED ABOUT PROMOTION COSTS

                ACCOUNTANTS WORRIED ABOUT RAPID EXPANSION
                ACCOUNTANTS WORRIED ABOUT UNIT COSTS

                DESIGN ENGINEERS FEEL DESIGNS ARE UNSOPHISTICATED

                FACTORY FEELS PRODUCT RANGE IS LARGE

                SALES FORCE FEEL CUSTOMERS ARE WORRIED ABOUT SERVICE

                SALES FORCE FEEL PRICE IS HIGH

                SALES FORCE FEEL PRODUCT IS LAGGING

                SALES FORCE FEEL PRODUCT IS RATHER SOPHISTICATED

                SALES FORCE FEEL PRODUCT DESIGNS ARE LAGGING

                SALES FORCE FEEL PROMOTION IS RATHER LOW

ACCOUNTANTS WORRIED ABOUT CASH FLOW indicates that cash outflows are likely to lead to liquidity or solvency problems (although this may be due to expenditure on a large increase in capacity that will not reoccur and will lead to future income).

ACCOUNTANTS WORRIED ABOUT PROFITABILITY indicates that, for the market, the accountants feel that profitability is low (although this may be because the company has only just entered the market).

ACCOUNTANTS WORRIED ABOUT PROMOTION COSTS indicates that, for the market, the promotional expenditure as a proportion of sales income is high (although this may be necessary to establish a presence or build market share). 

ACCOUNTANTS WORRIED ABOUT RAPID EXPANSION indicates that there has been a large increase in capacity relative to the current capacity (although this increase may be necessary to fulfil projected growth in market potentials, world penetration and increases in market shares).

ACCOUNTANTS WORRIED ABOUT UNIT COSTS indicate that the unit cost of the product seems high.

DESIGN ENGINEERS FEEL DESIGNS ARE UNSOPHISTICATED indicates that the design engineers feel that the current products are relatively unsophisticated (although the product range may be appropriate for the markets being served).

FACTORY FEELS PRODUCT RANGE IS LARGE indicates that the production unit feels that it is producing too many types of products (although this may be appropriate for the requirements of the markets being served).

SALES FORCE FEEL CUSTOMERS ARE WORRIED ABOUT SERVICE indicates that there has been a reasonably severe shortfall between the demand generated and the ability meet the demand. In other words factory capacity is restricting sales.

SALES FORCE FEEL PRICE IS HIGH indicates that the price in the market seems, to the sales force, to be high (although this may be sensible in terms of profitability and conserving cash).

SALES FORCE FEEL PRODUCT IS LAGGING indicates that the product offered in the market seems, to the sales force, to be lagging the competition (although this may be very acceptable to the customers).

SALES FORCE FEEL PRODUCT IS RATHER SOPHISTICATED indicates that the product offered in the market seems, to the sales force, to be ahead of the competition (although this may be very acceptable to the customers).

SALES FORCE FEEL PRODUCT DESIGNS ARE LAGGING indicates that, in general, the products offered seems, to the sales force, to be lagging the competition (although this may be very acceptable to the customers).

SALES FORCE FEEL PROMOTION IS RATHER LOW indicates that the sales force feel, for the market) that the level of promotion is rather low (although this may be appropriate taking into account the market life cycle).

COMPARATIVE ACCOUNT

This report shows the comparative position for the teams in terms of these key results

SALES INCOME

OPERATING PROFIT

EARNINGS

TOTAL EQUITY

TOTAL ASSETS

RETURN ON ASSETS

RETURN ON EQUITY

CAPITAL GEARING

SALES INCOME is the value of sales made during the year.

OPERATING PROFIT is gross profit less operating expenses. It measures the profit generated by the core business.

EARNINGS are operating profit less interest paid and taxation. It is the profit earned on behalf of the shareholders.

TOTAL EQUITY is the total of owner's equity and reserves and so is the total current investment by the shareholders in the company.

TOTAL ASSETS are the sum of debtors, inventory value and fixed assets.

RETURN ON ASSETS is operating profit expressed as a percentage of total assets. So, it measures the profitability of the core business.

RETURN ON EQUITY are the earnings expressed as a percentage of total equity. It shows profitability from the point of view of the shareholders.

CAPITAL GEARING is the net bank borrowings (term loans plus overdrafts less cash) expressed as a percentage of total equity (owners' equity plus reserves). If this exceeds fifty percent the bankers will believe that there is a solvency risk and may charge a premium on interest.

COMPETITIVE DOMINANCE

This report shows the comparative position for the teams in terms of:

SALES DEMAND

UNIT SALES

SALES REVENUE

OPERATING PROFIT

ECONOMIC VALUE ADDED

CAPACITY FORECAST

This comparison is designed to raise questions about dominance. For each measure, the percent of the total is shown. So, teams that are significantly greater than the average are dominant. And, teams that are significantly below the average are likely to be squeezed.

Also, comparison between the measures can reveal further information. So, for instance, a team with a dominant sales demand, but less dominant unit sales, has been successful at generating demand but not successful at servicing it.

Similarly, comparison of unit sales dominance and revenue dominance suggests differences in pricing strategy. Further, economies of scale are likely to increase the differences between teams when it comes to operating profit and value added.

COMPETITIVE POSITION

This report shows the following information for each market and for each company serving the market:

ESTIMATED MARKET SIZE

PRICE

PRODUCT OFFERED

ESTIMATED UNIT SHARE

ESTIMATED MARKET SIZE where the market is served this is an estimate of the total units sold. Where no company is serving the market this is an estimate of the potential number of units that could be sold when the market is fully penetrated.

PRICE is the price charged by the designated company in that market.

PRODUCT OFFERED is the product (model number) offered by the designated company in the market.

ESTIMATED UNIT SHARE is an estimate of the share of total units sold.

COST OF CAPITAL

This report shows how the cost of funding assets and the "income" earned on non-interest bearing liabilities thus: 

AVERAGE CAPITAL COST

COST OF FIXED ASSETS

COST OF DEBTORS

COST OF INVENTORY

COST OF CASH

TAX & DIVIDEND INCOME

CREDITORS INCOME

TOTAL CAPITAL COST

AVERAGE CAPITAL COST is average return to pay for bank borrowings and provide a minimum return on equity.

COST OF FIXED ASSETS, DEBTORS and INVENTORY are calculated by multiplying each asset by the weighted average cost. So, they are the cost of the investment in these assets.

COST OF CASH is calculated by multiplying cash by the weighted average cost and netting off any interest earned. So, it represents the net cost of cash. Since interest earned on cash deposits is likely to be less than the weighted cost of capital, it shows that holding cash is expensive.

TAX & DIVIDEND INCOME is calculated by multiplying tax & dividends by the weighted average cost (adjusted for the fact that payment is made in mid year). As delaying the payment of tax and dividends is a source of interest free capital, this source provides an income.

CREDITORS INCOME is calculated by multiplying creditors by the weighted average cost. This source earns income.

TOTAL CAPITAL COST is the cost of fixed assets, debtors, inventory and cash less income from tax, dividends and creditors.

The incomes and costs are forecasts for the year based on the ending balance sheet.

COST OF SALES

This report shows how the manufactured cost of products sold is arrived at. It consists of:

OPENING INVENTORY

MANUFACTURING COST

FINISHED INVENTORY

COST OF SALES

ACTUAL UNIT SALES

AVE. COST/UNIT

OPENING INVENTORY is the total value of finished goods inventories at the start of the year. It is valued at direct cost (direct labour plus material cost).

MANUFACTURING COST is the cost of making products in the factory.

FINISHED INVENTORY is the total value of finished inventories at the end of the year.

COST OF SALES is opening inventory plus production cost less finished inventory.

ACTUAL UNIT SALES is the amount of product sold.

AVE. COST/UNIT is the cost of sales divided by the units sold.

CURRENT & FUTURE CAPACITY

This report reconciles how the current year's capacity was calculated and the next year's forecast thus:

PRIOR CAPACITY

CAPACITY INSTALLED

AVAILABLE CAPACITY

CAPACITY DECLINE

NEW CAPACITY

CAPACITY FORECAST

PRIOR CAPACITY is the capacity available at the start of the year (i.e. last year's capacity next year).

CAPACITY INSTALLED is the amount of new capacity bought and installed in the year.

AVAILABLE CAPACITY is the sum of prior capacity and the capacity installed. It is the maximum that can be made in the year.

CAPACITY DECLINE is the decline in capacity during the year due to the age of the factory plant and how hard it was worked.

NEW CAPACITY is the amount of new capacity bought during the year and fully available for use the next year.

CAPACITY FORECAST is the sum of the prior capacity plus new capacity less the capacity decline.

CURRENT LIABILITIES

This report shows liabilities to suppliers, banks, etc. due for payment in the next year thus:

OVERDRAFTS

TAXATION

DIVIDEND

CREDITORS

CURRENT LIABILITIES

OVERDRAFTS are amount of overdrafts and short-term loans owed to the bank.

TAXATION is the amount of tax for payment in the following year. (If the figure is negative it is a tax credit that can be set against future taxes.

DIVIDEND is the amount of dividends for payment in the following year.

CREDITORS are the money still owed to suppliers at the end of the year.

CURRENT LIABILITIES is the sum of overdrafts, taxation, dividend and creditors.

DECISION SCREEN

This report is produced as decisions are entered and indicates problems and possible misunderstandings and sophistries. The comments are at two levels - critical ones that are rejected and unusual ones that flag possible problems but are accepted. The comments are drawn from this list:

Critical Decisions
CANNOT RE-ENGINEER THIS PRODUCT

CANNOT RE-ENGINEER TWICE

CAN ONLY RE-ENGINEER PRODUCTS 1 TO 3

CAPACITY INCREASE IS BELOW MINIMUM

MUST BUILD FACTORY IN YEAR 1

CANNOT RE-ENGINEER THIS PRODUCT indicates that the designated product cannot be re-engineered.

CANNOT RE-ENGINEER TWICE indicates that the team is attempting to re-engineer a product twice.

CAN ONLY RE-ENGINEER PRODUCTS 1 TO 3 indicates that the team is attempting to re-engineer the products that are too sophisticated to be re-engineered.

CAPACITY INCREASE IS BELOW MINIMUM indicates the number of blocks of capacity are less than the minimum (of five).

MUST BUILD FACTORY IN YEAR 1 indicates that the team has decided not to build a factory in the first year and so will not be able to produce and sell anything!

Unusual Decisions

10 BLOCKS COST THE SAME AS 9

            25 BLOCKS WOULD BE CHEAPER

            AUTOMATION MAY NOT BE AFFORDABLE

CAPACITY INCREASE IS HIGH

CAPACITY INCREASE MAY NOT BE AFFORDABLE

CAPITAL GEARING IS HIGH

DIVIDEND MAY NOT BE AFFORDABLE

EQUITY INCREASE REQUIRES AGREEMENT

FACTORY SYSTEM MAY NOT BE AFFORDABLE

HIGH GEARING MAKES NEW LOAN QUESTIONABLE 

NEW EQUITY MORE THAN NORMALLY ALLOWED

NEW EQUITY MUST BE APPROVED

PRICE FOR | IS BELOW COST

PRODUCT DEVELOPMENT JUST TOO LOW

PRODUCT DEVELOPMENT MAY NOT BE AFFORDABLE

PRODUCT IS NOT DEVELOPED 

PRODUCT RE-ENGINEERING MAY NOT BE AFFORDABLE

PROMOTION MAY BE HIGH

PROMOTION SEEMS LOW 

PROMOTION ZEROED 

            WITHDRAWING 

10 BLOCKS COST THE SAME AS 9 warns that although the team has decided to purchase nine blocks of capacity, it would be cheaper to buy ten blocks.

25 BLOCKS WOULD BE CHEAPER warns that although the team has decided to purchase twenty-four or fewer blocks of capacity, it would be cheaper to buy twenty-five blocks
AUTOMATION MAY NOT BE AFFORDABLE warns that the current financial situation may mean that this expenditure is unwise or could be vetoed by the bank.
CAPACITY INCREASE IS HIGH warns that the capacity increase decision is high. Either the team is entering the increase in units of capacity or is being very aggressive (or foolhardy!)

CAPACITY INCREASE MAY NOT BE AFFORDABLE warns that the current financial situation may mean that this expenditure is unwise or could be vetoed by the bank.
CAPITAL GEARING IS HIGH warns that capital gearing is high and there is a liquidity problem.

DIVIDEND MAY NOT BE AFFORDABLE warns that the current financial situation may mean that this expenditure is unwise or could be vetoed by the bank.
EQUITY INCREASE REQUIRES AGREEMENT reminds that any increases in equity must be approved by the parent company.

FACTORY SYSTEM MAY NOT BE AFFORDABLE warns that the current financial situation may mean that this expenditure is unwise or could be vetoed by the bank.
HIGH GEARING MAKES NEW LOAN QUESTIONABLE warns that the current financial situation and the banks might refuse the new loan.

NEW EQUITY MORE THAN NORMALLY ALLOWED warns that the new equity decision is greater than usual.

NEW EQUITY MUST BE APPROVED reminds that increases in equity must be approved by the parent company.

PRICE IS BELOW COST warns that, for the market, the price is below unit cost.

PRODUCT DEVELOPMENT JUST TOO LOW warns that the product development decided is just below the level required to develop the next model.

PRODUCT DEVELOPMENT MAY NOT BE AFFORDABLE warns that the current financial situation may mean that this expenditure is unwise or could be vetoed by the bank.

PRODUCT IS NOT DEVELOPED warns that, for the market, the product decision is for a model that has not been developed.

PRODUCT RE-ENGINEERING MAY NOT BE AFFORDABLE warns that the current financial situation may mean that this expenditure is unwise or could be vetoed by the bank.
PROMOTION MAY BE HIGH warns that, for the market, the promotion may be high (the team may have written too many zeros!)
PROMOTION SEEMS LOW warns that, for the market, the promotion may be rather low (and so customer awareness will fall disastrously).
PROMOTION ZEROED warns that, for the market, the promotion has been zeroed. This comment is provided to highlight this action.  
WITHDRAWING warns that, for the market, the team is withdrawing offering products. The comment is provided to highlight this action.
ECONOMIC VALUE ADDED

This analysis shows the creation of value (wealth) for the shareholders. It assumes that, besides the cost items shown in the Profit & Loss Account, shareholders must receive a minimum return on their investment. A return that covers bank interest rates, economic, industry and business risk.

This report calculates this "cost of equity capital" and determines whether sufficient profit has been generated to cover this extra cost. So, Economic Value Added (EVA) represents the wealth generated by management over and above all costs.

The calculations are done on a pre-tax basis although, often, the calculations are done on a post tax basis.

The report comprises:

OPERATING PROFIT

INTEREST PAID

COST OF EQUITY

TOTAL CAPITAL COST

ECONOMIC VALUE ADDED

AVERAGE CAPITAL COST

OPERATING PROFIT is obtained from the P & L Account.

INTEREST PAID is also obtained from the P & L Account.

COST OF EQUITY is the minimum earnings that are acceptable to the shareholders. It is the total equity multiplied by the return required for a company as risky as this one.

TOTAL CAPITAL COST is the sum of bank interest and the cost of equity.

ECONOMIC VALUE ADDED is the difference between operating profit and the total capital cost. It is the value added (or wealth generated) by the management on a pre-tax basis.

AVERAGE CAPITAL COST is the total capital cost divided by the net assets (shareholders' equity plus total bank borrowings).

EFFICIENCY LOSSES

This report shows losses caused by poor forecasting and interpretation of market needs:

OVER PROMOTION

OVER SOPHISTICATION

SALES LOSSES

OVER CAPACITY

FINANCING LOSSES

LOST PROFIT

OPERATING PROFIT

POTENTIAL PROFIT

OVER PROMOTION is the amount of overspends on promoting the product.

OVER SOPHISTICATION is the gross profit lost because an over sophisticated product is offered and this depresses sales.

SALES LOSSES is the gross profit lost because demand exceeds the capability to supply.

OVER CAPACITY is the cost of idle plant based on unrecovered factory overheads, indirect labour and depreciation.

FINANCING LOSSES is the cost of gearing premium plus the spread when there are both cash and term loans.

LOST PROFIT is the total of over promotion, over sophistication, sales losses and financing losses.

NET PROFIT is the actual net profit achieved.

POTENTIAL PROFIT is the sum of lost profit and net profit and so represents the profit that might have been earned with better forecasting and control.

EQUITY & TERM LOANS

This report shows the long term funding of the business. It consists of:

OWNER'S EQUITY

RESERVES

TOTAL EQUITY

TERM LOANS

CAPITAL EMPLOYED

OWNER'S EQUITY is the total amount supplied by the shareholders as share capital.

RESERVES are the accumulation of retained earnings from the Profit & Loss Account. So, it represents the accumulated profit generated on behalf of the shareholders less dividends.

TOTAL EQUITY is the total of owner's equity and reserves and so is the total current investment by the shareholders in the company.

TERM LOANS is the total of the long-term loans from the bank. Normally these are for five or more years and early retirement may incur a charge.

CAPITAL EMPLOYED is the sum of total equity and the long-term loans. So, it represents the long-term funds used by the business.

FINANCIAL EXPENSES

This report shows how the interest charge is arrived at and consists of:

TERM LOAN INTEREST

INTEREST EARNED

OVERDRAFT INTEREST

PREMIUM INTEREST

FINANCIAL EXPENSES

TERM LOAN INTEREST is the amount of interest paid on any term loans.

INTEREST EARNED occurs if average cash is positive. It is shown as a negative expense!

OVERDRAFT INTEREST occurs if the average cash is negative.

PREMIUM INTEREST occurs if the company is overgeared (if capital gearing is above about fifty percent). The amount of premium interest depends on the degree of over gearing.

FINANCIAL EXPENSES is the sum of the term loan, overdraft and premium interest less interest earned on cash.

FIXED ASSET CHANGES

This report shows how the value of fixed assets changed during the year thus:

OPENING FIXED ASSETS

INVESTMENT IN PLANT

INVESTMENT IN FIXTURES

DEPRECIATION

FIXED ASSETS

OPENING FIXED ASSETS is the value of fixed assets shown on the previous year's balance sheet.

INVESTMENT IN PLANT is the value of the purchase of new blocks of capacity purchased during the year.

INVESTMENT IN FIXTURES is the value of fixtures required in production as new products are introduced.

DEPRECIATION is the value of depreciation of the fixed assets charged to the profit and loss account.

FIXED ASSETS is the opening fixed assets investment in plant and fixtures less depreciation. It is the value shown on the balance sheet at year-end.

KEY MEASURES

This report shows several key measures of business performance thus:

SALES GROWTH %

GROSS PROFIT % 

OPERATING PROFIT %

ASSET TURNOVER

RETURN ON ASSETS %

RETURN ON EQUITY %

CAPITAL GEARING

DEBTOR DAYS

INVENTORY DAYS

SALES GROWTH % is the increase in sales from last year to this expressed as a percentage of last year's sales.

GROSS PROFIT % is the gross profit expressed as a percentage of the sales revenue.

OPERATING PROFIT % is operating profit expressed as a percentage of the sales revenue.

ASSET TURNOVER is the sales revenue divided by total assets. It shows how hard assets (fixed and current) are being worked. Net assets times profit to sales gives return on assets.

RETURN ON ASSETS % is operating profit expressed as a percentage of total assets. So, it measures the profitability of the core business.

RETURN ON EQUITY % are the earnings expressed as a percentage of total equity. It shows profitability from the point of view of the shareholders.

CAPITAL GEARING is the net bank borrowings (term loans plus overdrafts less cash) expressed as a percentage of total equity (owners' equity plus reserves). If this exceeds fifty percent the bankers will believe that there is a solvency risk and may charge a premium on interest.

DEBTOR DAYS is debtors expressed as the number of days sales. It is calculated by multiplying debtors by 365 and dividing by sales revenue. It is the average time taken for customers to pay and depends on the markets served.

INVENTORY DAYS is the inventory value expressed as the number of days sales. It is calculated by multiplying the inventory value by 365 and dividing by sales revenue. It shows how many days of inventory are held in warehouses and the distribution pipeline. It varies with to the geographic coverage of the business.

MANUFACTURING COSTS

This report shows how the production cost is arrived at.

AVAILABLE CAPACITY

ACTUAL PRODUCTION

MATERIAL COST

DIRECT LABOUR COST

INDIRECT LABOUR COST

PRODUCTION OVERHEADS

DEPRECIATION

MULTIPLE PRODUCT COST

MANUFACTURING COST

MFG. COST/UNIT

AVAILABLE CAPACITY is the maximum that can be made in the year.

ACTUAL PRODUCTION is the total amount produced by the factory to service sales demand and changes in the inventory pipeline.

MATERIAL COST is the actual production multiplied by the unit material cost.

DIRECT LABOUR COST is the actual production multiplied by the unit direct labour cost.

INDIRECT LABOUR COST is the available capacity multiplied by the indirect labour cost per unit of capacity.

PRODUCTION OVERHEADS are the overheads associated with production.

DEPRECIATION is the charge for the use of fixed assets by production.

MULTIPLE PRODUCT COST is the extra factory costs associated with making two or more products.

MANUFACTURING COST is the sum of the costs of materials, labour, indirect labour, overheads, depreciation and multiple products.

MFG. COST/UNIT is the manufacturing costs divided by the actual production.

MANUFACTURING COST CENTRE

This analyses the manufacturing unit costs to identify variances thus:

ASSET AGE VARIANCE

CAPACITY VARIANCE

SCHEDULE VARIANCE

TOTAL VARIANCES

RECOVERED COSTS

COST OF SALES

ASSET AGE VARIANCE is the difference between actual depreciation and depreciation at replacement cost. Since, as fixed assets age their book value reduces. In turn, this reduces depreciation. So, usually, the asset age variance is negative.

CAPACITY VARIANCE is the cost of idle capacity.

SCHEDULE VARIANCE is the cost of supplying from inventory when fulfilling sales. It occurs when unit sales and production are not exactly balanced. Depending on the method of valuing inventory and whether sales exceed production or visa versa this variance may be negative or positive.

TOTAL VARIANCES is the sum of asset age, capacity and schedule variances. Whether the variance is positive or negative indicates whether the unit is wasting money (positive variance) or saving money (negative variance).

RECOVERED COSTS is the cost of operation charged out to the market profit centres.

COST OF SALES is the total cost of the product sold as charged to the Profit & Loss account. It is the sum of total variances and recovered costs.

MARKET BALANCE

This report is shows how the companies served the markets thus:

ACTUAL SALES

TOTAL DEMAND

SALES TO DEMAND %


TOTAL POTENTIAL

DEMAND TO POTENTIAL %

CUMULATIVE ACTUAL SALES

CUMULATIVE TOTAL DEMAND

CUM. SALES TO DEMAND %


CUMULATIVE TOTAL POTENTIAL

CUM. DEMAND TO POTENTIAL %

CUMULATIVE GROWTH IN SALES %

CUMULATIVE GROWTH IN DEMAND %

CUMULATIVE GROWTH IN POTENTIAL %

ACTUAL SALES is the year's total unit sales made by all the companies. 

TOTAL DEMAND is the year's total demand generated by all the companies. Provided there are no capacity problems, this will equal actual sales.

SALES TO DEMAND % is the total unit sales expressed as a percentage of the total demand and so shows the impact of current capacity problems.

TOTAL POTENTIAL is the year's total potential across all markets.

DEMAND TO POTENTIAL % is total demand expressed as a percentage of the total potential.

CUMULATIVE ACTUAL SALES is the total unit sales made by all companies since the beginning of the simulation.

CUMULATIVE TOTAL DEMAND is the total demand for all companies from the start of the simulation.

CUM. SALES TO DEMAND % is the cumulative unit sales expressed as a percentage of the cumulative demand and so shows the long-term impact of any capacity problems.
CUMULATIVE TOTAL POTENTIAL is the accumulated potential from the start of the simulation.

CUM. DEMAND TO POTENTIAL % is the cumulative demand for all companies from the start of the simulation.

CUMULATIVE GROWTH IN SALES % is the geometric average growth rate in unit sales.

CUMULATIVE GROWTH IN DEMAND % is the geometric average growth rate in demand.

CUMULATIVE GROWTH IN POTENTIAL % is the geometric average growth rate in potential.

MARKET CONTRIBUTION

This report shows how the market contributed to profits thus:

REVENUE

COST OF SALES

GROSS PROFIT

GROSS PROFIT %

MARKET EXPENSES

CONTRIBUTION

CONTRIBUTION %

REVENUE is the value of sales to the market.

COST OF SALES is the manufactured cost of the products sold plus the cost of distributing them. The manufactured cost covers materials, direct labour, marginal indirect labour and depreciation. Depreciation is charged assuming the plant is new (replacement cost).

GROSS PROFIT is sales revenue less the cost of sales.

GROSS PROFIT % is gross profit expressed as a percentage of sales revenue. It shows the gross margin charged on manufacturing and distribution costs.

MARKET EXPENSES are the costs of promotion and the marketing office.

CONTRIBUTION is gross profit less market expenses. It is the profit earned by the market after charging for all the activities required to serve the market.

CONTRIBUTION % is contribution expressed as a percentage of sales revenue. It shows the net margin earned by the market.

MARKET MIX

This report shows how each market contributed to the company's portfolio of markets in terms of the mix of the business:

INCOME MIX

CONTRIBUTION MIX

PRODUCTION MIX

CASH FLOW MIX

INCOME MIX is the sales income from the market expressed as a percentage of the total sales income.

CONTRIBUTION MIX is the profit contribution from the market expressed as a percentage of the contribution from all markets.

PRODUCTION MIX is the production needed for the market expressed as a percentage of the total production needs. So, it shows the extent to which the market makes use of production resources.

CASH FLOW MIX is the cash flow produced or used by the market expressed as a percentage of the total cash generated from the markets.

MARKET PORTFOLIO

This report shows how each market contributed to the company's portfolio of markets thus:

CONTRIBUTION

CUMULATIVE CONTRIBUTION

TOTAL ASSETS

RETURN ON ASSETS

PREVIOUS ASSETS

CASH FLOW

CUMULATIVE CASH FLOW

CONTRIBUTION is the profit earned by the market after charging for all the activities required to serve the market.

CUMULATIVE CONTRIBUTION is the accumulation of contribution since the market was entered. So, it shows the market's long term contribution to profits.

TOTAL ASSETS are the sum of debtors, inventory value and fixed assets.

RETURN ON ASSETS is the contribution expressed as a percentage of the total assets.

PREVIOUS ASSETS are the assets at the end of the previous year.

CASH FLOW is an estimate of the cash generated or used by the market. It is calculated by adding the contribution to the previous assets and subtracting the total assets.

CUMULATIVE CASH FLOW is the accumulation of cash flow since the market was entered. So, it shows the market's long term contribution to cash flow.

MARKET POTENTIALS

This report provides research into the potentials for all of the worlds markets. For each market it shows:

NOMINAL PRICE

NOMINAL PRODUCT

MARKET POTENTIAL

NOMINAL PRICE is the price that is likely to be desired by the average customer buying the nominal product.

NOMINAL PRODUCT is the model number of the product that is likely to be attractive to the majority of customers.

MARKET POTENTIAL is an estimate of the total annual sales that could be obtained when the market is fully penetrated and where the nominal product is offered at the nominal price.

MARKET PROFIT CENTRE

This report treats each market as a profit centre and shows how profitable the market was thus:

CONTRIBUTION

INVENTORY VALUE

DEBTORS

FIXED ASSETS

TOTAL ASSETS

RETURN ON ASSETS

CONTRIBUTION is the profit earned by the market after charging for all the activities required to serve the market.

INVENTORY VALUE the value of inventory in the market's warehouses or enroute to those warehouses.

DEBTORS are the amount of money owed by customers to the company.

FIXED ASSETS is the value of assets required to provide the product sold in the market. It is calculated by multiplying the cost of replacing a single unit of capacity by the number of units sold.

TOTAL ASSETS are the sum of debtors, inventory value and fixed assets.

RETURN ON ASSETS is the contribution expressed as a percentage of the total assets.

MARKET REPORT

This report provides basic information about sales to the markets served by the company thus:

UNIT SALES

PRICE

REVENUE

PROMOTION

DISTRIBUTION

UNIT INVENTORY

DEBTORS

UNIT SALES are the amount of product, in units, sold to customers in the market.

PRICE is the price obtained for the product sold.

REVENUE is the value of sales and equals unit sales times price.

PROMOTION is the amount decided to spend on promoting the product in this market.

DISTRIBUTION is cost of distribution to the market.

UNIT INVENTORY is the number of units of inventory in the market's warehouses or enroute to those warehouses.

DEBTORS are the amount of money owed by customers to the company.

NEWS FLASHES

This report provides market research information in the form of news flashes as part of the standard business research reports. These news flashes, based on team results, are in the form of fuzzy, qualitative comments and are from this list:

    BANKERS APPLAUD PRUDENT CASH POLICY

 
    BANKERS WORRIED ABOUT SOLVENCY

    HAD MAJOR INVENTORY SHORTAGES

    HAD PROBLEMS MEETING DEMAND

    HAS MAJOR FACTORY EXPANSION

    MAJOR NEW PRODUCT DEVELOPMENT

    RUMOURS OF LIQIDITY PROBLEMS

BANKERS APPLAUD PRUDENT CASH POLICY indicates that, for the designated company, the bankers feel that its cash balances are high.

BANKERS WORRIED ABOUT SOLVENCY indicates that, for the designated company, the bankers feel that its debts are threatening its solvency.

HAD MAJOR INVENTORY SHORTAGES indicates that, the designated company had major problems meeting demand and had low levels of customer service.
HAD PROBLEMS MEETING DEMAND indicates that, the designated company had some problems meeting demand and with customer service 

HAS MAJOR FACTORY EXPANSION indicates that, the designated company's expenditure on new capacity is remarkably high. 

MAJOR NEW PRODUCT DEVELOPMENT indicates that, the designated company's expenditure on new product development is remarkably high. 

RUMOURS OF LIQIDITY PROBLEMS indicates that, for the designated company, the bankers feel that its debts are high.

OPERATING EXPENSES

This report shows how expenses other than factory costs are arrived at in the Profit & Loss Account thus:

TOTAL PROMOTION

MARKET OVERHEADS

DISTRIBUTION

MARKET RESEARCH

GENERAL OVERHEADS

ROYALTY

PRODUCT DEVELOPMENT

OPERATING EXPENSES

TOTAL PROMOTION is the total across all markets served.

MARKET OVERHEADS is the total cost of operating offices in the markets served.

DISTRIBUTION is the total cost of distributing the products to the markets.

MARKET RESEARCH is the cost of marketing and business research.

GENERAL OVERHEADS is the cost of operating the accounting and general offices.

ROYALTY is the royalty charged per unit sold.

PRODUCT DEVELOPMENT is the amount spent on new product development.

OPERATING EXPENSES is the sum of promotion, marketing overheads, distribution, market research, general overheads and product development.

OTHER INFORMATION

This report provides additional information about the status of the company thus:

CURRENT PRODUCT

LATEST PRODUCT

COST OF NEXT PRODUCT

CAPACITY FORECAST

CAPACITY USE %

SERVICE LEVEL %

REQUIRED DIVIDEND

DIVIDEND BACKLOG

CURRENT PRODUCT is the model number of the most sophisticated product available for sale during the year.

LATEST PRODUCT is the model number of the product available for sale in the coming year. So, it reflects the outcome of the year's product development.

COST OF NEXT PRODUCT is the cost to complete development of the next product in the next year (net of any earlier development).

CAPACITY FORECAST is a forecast of factory capacity at the end of the current year including any capacity purchases during the year less any deterioration in plant.

CAPACITY USE % is the percentage of the factory capacity available during the year that was needed for production.

SERVICE LEVEL % is a forecast of the percentage of demand that was met during the year.

REQUIRED DIVIDEND is the amount of dividend required for the parent company for the current year.

DIVIDEND BACKLOG is the backlog of dividend payments for the parent company.

PENETRATION

This report shows the extent to which the company has penetrated into the possible market by measuring:

MARKET PENETRATION

GEOGRAPHIC PENETRATION

PRODUCT PENETRATION

MARKET PENETRATION is the percentage of the world (based on unit sales) that is covered by the company. It is the sum of the unit sales potentials for the markets served by the company expressed as a percentage of the whole world's unit potential.

GEOGRAPHIC PENETRATION is markets served expressed as a percentage of the total number of possible markets. A low number shows expansion possibilities but at the risk of "too many eggs in too few baskets"!

PRODUCT PENETRATION is the percentage of the world (based on unit sales) that desires the products offered. It is the sum of the unit sales potentials for the markets that require a product of equal or less complexity than the most complex product offered by the company expressed as a percentage of the whole world's unit potential.

Although, market and product penetration are based on unit sales potential, it might be useful to provide the figures based on potential revenue or potential contribution. Here potential revenue would take into account differing price sensitivities and levels. And, based on contribution, would take this further, taking into account different propensity to generate profits.

PRELIMINARY RESULTS

This report is provided before the main results and shows several key results:

TOTAL MARKET SHARE

TOTAL UNIT SALES

SALES INCOME

OPERATING PROFIT

CASH

OVERDRAFT

LATEST PRODUCT

TOTAL MARKET SHARE is the company's total sales income expressed as a percentage of the total sales incomes of all the competing companies.

TOTAL UNIT SALES is the total units of all product types sold in all markets.

SALES INCOME is the value of sales made during the year.

OPERATING PROFIT is gross profit less operating expenses. It measures the profit generated by the core business.

CASH is the amount of cash on hand or held at the bank at the end of the year.

OVERDRAFTS are the amount owed in overdrafts at the end of the year.

LATEST PRODUCT is the model number of the product available for sale in the coming year. So, it reflects the outcome of the year's product development.

PRODUCTION NEEDS

This report shows how the factory attempted to fulfil sales needs. It shows:

SALES DEMAND

REQUIRED INVENTORY

OPENING INVENTORY

PRODUCTION NEED

AVAILABLE CAPACITY

SHORTFALL

ACTUAL PRODUCTION

UNIT SALES

CLOSING INVENTORY

SALES DEMAND is the total demand generated across all the markets served.

REQUIRED INVENTORY is the inventory required at the sales demand level of sales to maintain the inventory delivery pipeline and finished inventory in the market warehouses at a minimum level to serve customer needs.

OPENING INVENTORY is the inventory in the pipeline and the market warehouses at the start of the trading year.

PRODUCTION NEED is the sales demand plus the required inventory less the opening inventory

AVAILABLE CAPACITY is the production capacity available during the year.

SHORTFALL is the difference between the production needs and available capacity. (If capacity exceeds the production needs the shortfall is zero).

ACTUAL PRODUCTION is the lower of available capacity or production needs.

UNIT SALES is the actual amount sold. If there is sufficient capacity this equals sales demand. Otherwise it is less.

CLOSING INVENTORY is the inventory in the pipeline and the market warehouses at the end of the trading year. If there is sufficient capacity, this equals required inventory. Otherwise it is less.

PROFIT & LOSS ACCOUNT

This report shows how well the company traded during the year thus:

SALES INCOME

COST OF SALES

GROSS PROFIT

OPERATING EXPENSES

OPERATING PROFIT

FINANCIAL EXPENSES

NET PROFIT 

TAXATION

EARNINGS

DIVIDEND

RETAINED EARNINGS

SALES INCOME is the value of sales made during the year.

COST OF SALES is the cost of the products sold.

GROSS PROFIT is sales revenue less the cost of sales.

OPERATING EXPENSES are the other expenses (promotion, distribution, new product development etc.) associated with the core business.

OPERATING PROFIT is gross profit less operating expenses. It measures the profit generated by the core business.

FINANCIAL EXPENSES is the total of interest paid on long term loans and overdrafts less interest earned on any cash balances.

NET PROFIT is the operating profit less financial expenses.

TAXATION is the amount due to be paid or, if negative, the amount transferred to a taxation reserve (to be set against future tax liabilities).

EARNINGS are operating profit less interest paid and taxation. It is the profit earned on behalf of the shareholders.

DIVIDEND is the amount that has been decided to pay to the shareholders.

RETAINED EARNINGS are earnings less the dividend. It is the amount that is to be added to reserves in the Balance Sheet.

PROFIT ANALYSIS

This report shows how business policy influences changed in the level of operating profit from one year to the next thus:

GROWTH POLICY

PRICE POLICY

MARKET MIX POLICY

PROMOTION POLICY

RESEARCH POLICY

DEVELOPMENT POLICY

ASSET AGE POLICY

CAPACITY USE POLICY

PROFIT CHANGE

GROWTH POLICY is the profit change due to changes in sales volume at the previous price and margin.

PRICE POLICY is the profit change due to changes in prices based on current volume.

MARKET MIX POLICY is the profit change due to changes in profit margin and based on current volume.

PROMOTION POLICY is the change in total promotion expenditure.

RESEARCH POLICY is the change in expenditure on market research.

DEVELOPMENT POLICY is the change in expenditure in product development.

ASSET AGE POLICY is the effect on profits as depreciation per unit changes as assets age.

CAPACITY USE POLICY is effect on profits of changing levels of idle capacity based on standard depreciation and production overheads.

PROFIT CHANGE is the sum of the above and equals the change in operating profit from one year to the next.

STRENGTHS & WEAKNESSES

Based on team results, this report provides a series of qualitative comments on team strengths and weaknesses from this list:

                CAPACITY LIMITED SALES

                CAPITAL GEARING IS HIGH

                CAPITAL GEARING SEEMS HIGH

                CUMULATIVE LOSS CAUSES NEGATIVE EQUITY

                DID NOT ADD VALUE

                HIGH GEARING CAUSES PREMIUM INTEREST CHARGES

                IS A DOMINANT CONTRIBUTOR

                IS A PERIPERAL CONTRIBUTOR

                IS A SIGNIFICANT CONTRIBUTOR

                LOANS AND CASH

                MADE NO NET CONTRIBUTION

                ON WITHDRAWL DID NOT MILK RELATIONSHIP

                PRODUCT SEEMS OVER SOPHISTICATED

                PRODUCT SEEMS UNDER SOPHISTICATED

                PRICE SEEMS HIGH

                SOLVENCY RISK

                WAS A NET CASH DRAIN

CAPACITY LIMITED SALES indicates that sales demand and changes in inventory levels were higher than factory capacity

CAPITAL GEARING IS HIGH indicates that there is a significant solvency risk.

CAPITAL GEARING SEEMS HIGH indicates that high debts mean there is some liquidity risk.

CUMULATIVE LOSS CAUSES NEGATIVE EQUITY flags the fact that cumulative losses have been so large that they now exceed the amount of equity provided by the parent company.

DID NOT ADD VALUE indicates that the market made some profits but not enough to cover the cost of the capital used by the market.

HIGH GEARING CAUSES PREMIUM INTEREST CHARGES indicates that high levels of debt are casing the banks to charge premium interest.

IS A DOMINANT CONTRIBUTOR indicates that the market is the major contributor to profits.

IS A PERIPERAL CONTRIBUTOR indicates that the market is a minor contributor to profits.

IS A SIGNIFICANT CONTRIBUTOR indicates that the market is a major contributor to profits.

LOANS AND CASH indicates that the company has both long term loans and a significant cash balance.

MADE NO NET CONTRIBUTION indicates that the market made a loss.
ON WITHDRAWL DID NOT MILK RELATIONSHIP indicates that the company withdrew from the market before it had milked the market. 
PRODUCT SEEMS OVER SOPHISTICATED indicates that the product offered to the market is significantly more sophisticated than required.
PRODUCT SEEMS UNDER SOPHISTICATED indicates that the product offered to the market is significantly less sophisticated than required. 

PRICE SEEMS HIGH indicates that the price charged in the market is significantly higher than acceptable. 

SOLVENCY RISK indicates that a high level of debts is risking the solvency of the company and that the banks may bankrupt it.

WAS A NET CASH DRAIN indicates that on withdrawing from the market it had been a drain on cash.

TEST MARKETS

This report provides research into a possible offering for a market.

TEST PARAMETERS

SALES FORECASTS

SENSITIVITIES

TEST PARAMETERS these are the values of price, promotion and product that were tested.

SALES FORECASTS forecast of sales assumes that the competitors continue with their current decisions and takes into account trends in market size and consumer awareness.

SENSITIVITIES these are for price, promotion and product and suggest how customers might react to marginal changes in the decisions. A LOW sensitivity suggests that there will be little change in the sales volume as the factor is changed. A HIGH sensitivity suggests the reverse. (These sensitivities may change over time and depend on the actual value of the decisions tested).

WORKSHEETS

To help teams reconcile their manual calculations several work sheets are provided as follows:

WORKSHEET 1

WORKSHEET 2

WORKSHEET 3

WORKSHEET 4

WORKSHEET 1 reconciles the following calculations:

SALES INCOME

MARKET COSTS

PRODUCTION NEEDS

WORKSHEET 2 reconciles the following calculations:

CAPACITY CHANGES

PRODUCTION NEEDS

FIXED ASSET CHANGES

MANUFACTURING COSTS

COST OF SALES

OPERATING EXPENSES 

WORKSHEET 3 reconciles the following calculations:

SOURCES OF CASH

USES OF CASH

CASH FLOW SUMMARY

FINANCIAL EXPENSES

CASH BALANCE

WORKSHEET 4 reconciles the following calculations:

PROFIT & LOSS ACCOUNT

EQUITY & TERM LOANS

ASSETS

CURRENT LIABILITIES

KEY MEASURES
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