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EXECUTIVE CHALLENGE

an exploration of business

(Power Boat Edition)

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 simulates the operation of your business. Your decisions and those of your competitors influence the responses to this model. These decisions cover pricing, sales promotion, production, sales staff and capital investment. Based on the response to these decisions, sales demand is generated and several business reports produced. 

Your objective is 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. It is important to recognize that it takes time before you fully understand the response of the market, the strategies of your competitors and all the facets of the business that you are managing. It is probable that you will only fully understand the business towards the end of the simulation and so your understanding and the effectiveness of your decision making will improve throughout the simulation.

DECISION MAKING

Once the initial preparation is complete the operation of the business is 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 center 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 are 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 may take sometime and this time should be used to reflect on your objectives and strategies and to update your business control systems. 

RESULTS - initially the sales demand figures, inventories, profit and cash and overdrafts are returned to each team. Later a profit and loss statement, balance sheet and market research information is provided.

REVIEW

At the end of the simulation there is a short review of the results and you may be asked to make a short presentation.

THE BUSINESS SITUATION

The business that you are to manage has been operating for several years. The company is a wholly owned subsidiary of another company that, with the bank, funds the business.

PRODUCTS

The company currently makes and sells three boats. These boats (named X, Y and Z) are similar but use a different power unit. 

Product
Power

Boat X
10

Boat Y
20

Boat Z
40

Boat X for the sport fishing market and so only needs a low power unit. Boat Y for the family cruising market and so needs a medium sized power unit. Boat Z is for the water skiing market and so needs a powerful motor.

PRICE AND COST INFORMATION

All prices and costs are measured in thousands of dollars.

CURRENT PRICE - up to the start of the simulation all companies have charged the same price as follows:

Product
Price

Boat X
$47

Boat Y
$65

Boat Z
$94

The price differences reflect differing levels of the motive unit and differing market situations.

Once the simulation starts companies are free to change the price for their boats. 

UNIT COST - the unit cost covers all variable manufacturing costs (i.e. wages, materials and power unit). Wages and materials amount to $20. The power unit costs $1 per unit of power and so costs vary between the boats as follows:

Product
Unit Cost

Boat X
$30

Boat Y
$40

Boat Z
$60

REDESIGN COSTS - a boat's power unit is changed there is a one-time cost of $100. This covers redesign and testing. Old inventories are sold off at cost. The smallest power unit available is 5 and the largest power unit has a power of 300. 

PRODUCTION OVERHEADS - the production overheads depend on the current plant capacity and cover indirect manufacturing costs. Overheads are $3 per unit of capacity.

DEPRECIATION - factory machines depreciate at ten percent per year. Thus if the value of the fixed assets at the start of the year is $1000 the depreciation is $100 for the year (this is further illustrated in the history). 

MARKETING EXPENSES - consist of the total advertising and promotion expenses (which are decisions made by the team) plus the cost of the sales force (sales staff cost $25 each per year). 

GENERAL OVERHEADS - there are general and administrative overheads of $2500 each year. 

FINANCING CHARGES - financing charges consist of two parts - bank interest and dividends paid to the parent company. Bank interest is 20% per annum provided bank borrowings are less than half the value of equity (if borrowings exceed this the banks may view the company as risky and increase interest rates appropriately). Interest earned on any cash balances is 10% per annum. Interest payments or receipts are paid in the current year.

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

FACTORY

Currently the company has the capacity to manufacture 200 units. As all the boats involve the same amount of labor and equipment to produce, the factory capacity can be split between the products. 

To increase the current factory capacity it is necessary to invest capital in new machinery and this costs $20 per unit of capacity. However, because of lead times the new machinery is not available until the year following purchase.

TAXATION

Corporation tax equal to fifty percent of the net profit after interest must be paid in the following year.

MARKETING

The market can be influenced in four ways, by:

· PRICE

· PROMOTIONAL EXPENDITURE

· SALES FORCE

· POWER UNIT

PRICE - The market for an individual boat is price sensitive. Therefore, high prices are likely to depress demand and low prices are likely to stimulate demand.

PROMOTIONAL EXPENDITURE - The amount spent on promoting an individual boat influences, over time, the customers' awareness of the boat.

SALES FORCE - The sales force influences the degree of distribution of the boats. There are currently two in the sales force.

POWER UNIT - This is the size of the power unit. If it is changed a redesign cost is incurred.

USES OF FUNDS

It is necessary to finance:

· INVENTORIES

· ACCOUNTS RECEIVABLE

· FIXED ASSETS

INVENTORIES - Inventories consist of finished inventories that are valued at the direct unit cost.

ACCOUNTS RECEIVABLE - Customers do not pay immediately and the delay in payment is 73 days (which means that some 20% of the year's sales revenue is outstanding at year-end). This is unlikely to change in the foreseeable future.

FIXED ASSETS - The current value of the factory and machinery must be financed.

SOURCE OF FUNDS

The finance for the company is available from:

· PARENT COMPANY EQUITY

· BANK LOANS

· ACCOUNTS PAYABLE

EQUITY - The parent company has funded the initial development of the company. This initial equity funding amounts to $4000.

BANK LOANS - Future expansion of the company can be financed by the bankers. This is done automatically, provided the financial leverage ratio (the ratio of overdrafts to total equity) is kept below 50%.

ACCOUNTS PAYABLE - The value of accounts payable equals about twenty per cent of the total variable production costs.

DECISIONS

The decisions to be made each year are as follows:

· PRICE

· POWER

· PROMOTION

· PRODUCTION

· NUMBER OF SALES STAFF

· ADDITIONAL CAPACITY

PRICE - a price must be set for each type of boat, (in thousands of dollars).

POWER - For each type of boat, a power must be set.

PROMOTION - For each type of boat, advertising and promotional expenditure must be set (in thousands of dollars). You must total this expenditure and enter the total as a check. 

PRODUCTION - For each type of boat, the amount to produce must be set. As a check, you must total the production and enter this figure. (Note: If there is insufficient capacity then a proportionally lesser amount is produced.)

NUMBER OF SALES STAFF - The number of sales staff must be entered with the total cost of the sales force. 

ADDITIONAL CAPACITY - The number of additional units of capacity must be entered with the total cost of the new capacity. (It is not be possible to reduce factory capacity by entering a negative number). 

RESULTS

Initially, you are informed of the sales demand for each type of boat, the amount of inventory available at the end of the year, the operating profit, cash and overdrafts. Shortly after this you may receive full results or you may be asked to calculate a profit and loss account and balance sheet. If you are asked to do these calculations you will be given worksheets to help you.

Besides company specific results, you receive market research information as follows:

· PRICES

· POWER

· MARKET SHARE

· COMPARATIVE ACCOUNTS

· INDUSTRY NEWS

The market share figures are based on estimates of demand based on the current price, promotion, power and sales force size. So, it is an indicator of potential demand. Actual market shares may be different because of the lack of ability to deliver and the disposal of old inventories. The comparative accounts show key financial results and the industry news (in the form of editorial comments) is only produced occasionally.

TRADING HISTORY

The company has been trading for three years. Year -2 was the first year of operation, -1 the second year and 0 the third and most recent year.

The trading history consists of the decisions and the results produced by these.

You should analyze these results to evaluate how the company has been performing.

POWER BOAT CHALLENGE - HISTORY YEAR -2

DECISIONS            BOAT-X    BOAT-Y    BOAT-Z 

PRICE                    47        65        94

PROMOTION                75       100        75       

PRODUCTION               45        75        30       

POWER                    10        20        40

DECISION             NUMBER      COST

SALES FORCE               2        50

NEW CAPACITY             50      1000

PRODUCTION           BOAT-X    BOAT-Y    BOAT-Z 

OPENING INVENTORIES       0         0         0

ACTUAL PRODUCTION        45        75        30       

AVAILABLE INVENTORY      45        75        30

SALES DEMAND             40        74        26       

ENDING INVENTORY          5         1         4

UNIT COST            BOAT-X    BOAT-Y    BOAT-Z

BASIC COST               20        20        20

POWER                    10        20        40

UNIT COST                30        40        60

PRODUCTION COST      BOAT-X    BOAT-Y    BOAT-Z 

ACTUAL PRODUCTION        45        75        30

UNIT COST                30        40        60

VARIABLE COST          1350      3000      1800      

INVENTORY VALUATION  BOAT-X    BOAT-Y    BOAT-Z 

ENDING INVENTORY          5         1         4

UNIT COST                30        40        60

CLOSING INVENTORIES     150        40       240       

SALES INCOME         BOAT-X    BOAT-Y    BOAT-Z 

UNIT SALES               40        74        26

PRICE                    47        65        94

SALES INCOME           1880      4810      2444      

CAPACITY                          150

MANUFACTURING ACCOUNT

OPENING INVENTORIES                 0

VARIABLE COSTS                   6150

PRODUCTION OVERHEADS              450

DEPRECIATION                      300

CLOSING INVENTORIES               430

COST OF GOODS SOLD                         6470

EXPENSES

PROMOTION                         250

SELLING COSTS                      50

GENERAL OVERHEADS                2500

OPERATING EXPENSES                         2800

POWER BOAT CHALLENGE - HISTORY YEAR -1

DECISIONS            BOAT-X    BOAT-Y    BOAT-Z 

PRICE                    47        65        94

PROMOTION               125       150       125       

PRODUCTION               60       100        40       

POWER                    10        20        40

DECISION             NUMBER      COST

SALES FORCE               2        50

NEW CAPACITY              0         0

PRODUCTION           BOAT-X    BOAT-Y    BOAT-Z 

OPENING INVENTORIES       5         1         4

ACTUAL PRODUCTION        60       100        40       

AVAILABLE INVENTORY      65       101        44

SALES DEMAND             56        97        35       

ENDING INVENTORY          9         4         9

UNIT COST            BOAT-X    BOAT-Y    BOAT-Z

BASIC COST               20        20        20

POWER                    10        20        40

UNIT COST                30        40        60

PRODUCTION COST      BOAT-X    BOAT-Y    BOAT-Z 

ACTUAL PRODUCTION        60       100        40

UNIT COST                30        40        60

VARIABLE COST          1800      4000      2400      

INVENTORY VALUATION  BOAT-X    BOAT-Y    BOAT-Z 

ENDING INVENTORY          9         4         9

UNIT COST                30        40        60

CLOSING INVENTORIES     270       160       540       

SALES INCOME         BOAT-X    BOAT-Y    BOAT-Z 

UNIT SALES               56        97        35

PRICE                    47        65        94

SALES INCOME           2632      6305      3290     

CAPACITY                          200

MANUFACTURING ACCOUNT

OPENING INVENTORIES               430

VARIABLE COSTS                   8200

PRODUCTION OVERHEADS              600

DEPRECIATION                      370

CLOSING INVENTORIES               970

COST OF GOODS SOLD                         8630

EXPENSES

PROMOTION                         400

SELLING COSTS                      50

GENERAL OVERHEADS                2500

OPERATING EXPENSES                         2950

POWER BOAT CHALLENGE - HISTORY YEAR 0

DECISIONS            BOAT-X    BOAT-Y    BOAT-Z 

PRICE                    47        65        94

PROMOTION               150       150       150       

PRODUCTION               60       100        40       

POWER                    10        20        40

DECISION             NUMBER      COST

SALES FORCE               2        50

NEW CAPACITY              0         0

PRODUCTION           BOAT-X    BOAT-Y    BOAT-Z 

OPENING INVENTORIES       9         4         9

ACTUAL PRODUCTION        60       100        40       

AVAILABLE INVENTORY      69       104        49

SALES DEMAND             64        97        40       

ENDING INVENTORY          5         7         9

UNIT COST            BOAT-X    BOAT-Y    BOAT-Z

BASIC COST               20        20        20

POWER                    10        20        40

UNIT COST                30        40        60

PRODUCTION COST      BOAT-X    BOAT-Y    BOAT-Z 

ACTUAL PRODUCTION        60       100        40

UNIT COST                30        40        60

VARIABLE COST          1800      4000      2400      

INVENTORY VALUATION  BOAT-X    BOAT-Y    BOAT-Z 

ENDING INVENTORY          5         7         9

UNIT COST                30        40        60

CLOSING INVENTORIES     150       280       540       

SALES INCOME         BOAT-X    BOAT-Y    BOAT-Z 

UNIT SALES               64        97        40

PRICE                    47        65        94

SALES INCOME           3008      6305      3760     

CAPACITY                          200

MANUFACTURING ACCOUNT

OPENING INVENTORIES               970

VARIABLE COSTS                   8200

PRODUCTION OVERHEADS              600

DEPRECIATION                      333

CLOSING INVENTORIES               970

COST OF GOODS SOLD                         9133

EXPENSES

PROMOTION                         450

SELLING COSTS                      50

GENERAL OVERHEADS                2500

OPERATING EXPENSES                         3000

POWER CHALLENGE - FINANCIAL HISTORY

PROFIT & LOSS ACCOUNT   YEAR-2    YEAR-1    YEAR 0

SALES INCOME              9134     12227     13073

COST OF GOODS SOLD        6470      8630      9133

GROSS PROFIT              2664      3597      3940

OPERATING EXPENSES        2800      2950      3000

OPERATING PROFIT          -136       647       940

INTEREST CHARGES           173       203       136

PRETAX PROFIT             -309       444       804

TAXATION                  -154       222       402

EARNINGS                  -155       222       402

DIVIDEND                   400       345       332

RETAINED EARNINGS         -555      -122        70

BALANCE SHEET 

EQUITY                  YEAR-2    YEAR-1    YEAR 0

STOCK CAPITAL             4000      4000      4000

RESERVES                  -555      -677      -607

TOTAL EQUITY              3445      3323      3393

ASSETS                  YEAR-2    YEAR-1    YEAR 0

PREVIOUS ASSETS           3000      3700      3330

DEPRECIATION               300       370       333

CAPITAL EXPENDITURE       1000         0         0

TOTAL FIXED ASSETS        3700      3330      2997

INVENTORIES                430       970       970

ACCOUNTS RECEIVABLE       1827      2445      2615

CASH                         0         0         0

CURRENT ASSETS            2257      3415      3585

TOTAL ASSETS              5957      6745      6582

LIABILITIES             YEAR-2    YEAR-1    YEAR 0

OVERDRAFTS                1035      1216       814

ACCOUNTS PAYABLE          1230      1640      1640

TAXATION                  -154       222       402

DIVIDEND                   400       345       332

TOTAL LIABILITIES         2511      3422      3188

NET ASSETS                3445      3323      3393

KEY RATIOS              YEAR-2    YEAR-1    YEAR 0

GROSS PROFIT %              29        29        30

OPERATING PROFIT %          -1         5         7

RETURN ON CAPITAL           -4        19        28

RETURN ON EQUITY            -4         7        12

FINANCIAL LEVERAGE          30        37        24

This simulation is one of a comprehensive range developed by Jeremy Hall of 

Hall Marketing, Studio 11, Colman's Wharf, 45 Morris Road, London, E14 6PA 

Phone 020 7537 2982, Web http://www.simulations.co.uk 

e-mail jeremyhall@simulations.co.uk

© 1995 & 2000 Hall Marketing                             POWEUS.DOC
                                         Page 3

