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SMART

INTRODUCTION

This simulation is designed to allow you to experience the strategic development of a service-based business.

As a member of a senior management team you are involved in making strategic marketing decisions and implementing strategies to develop the business in competition with several other teams.

A computer-based business model simulates the market response and the operation of your business. Your decisions and those of your competitors influence the responses of this model.

These decisions cover pricing, promotion, facilities, the expansion of the services offered and the market segments that you wish to serve.

To help you evaluate the effect of these decisions several reports are produced. Extra market research is available if you pay for it.

THE SIMULATION

The simulation allows you to test and experiment with marketing and business strategies and share knowledge and experience with your fellow participants. The simulation consists of three stages as follows:

· PREPARATION

· DECISION MAKING

· REVIEW AND DEBRIEFING

PREPARATION

This involves becoming familiar with the basic business situation, defining individual responsibilities, considering objectives, and deciding how to measure and control the business. When doing this it is important to recognise that it takes some time before you fully understand the response of the market and your competitors' strategies. It is probable that you will only fully understand the business towards the end of the simulation after you have made some decisions and analysed their results. Thus your understanding and effectiveness will improve throughout the simulation.

DECISION MAKING

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

· SUBMISSION OF DECISIONS

· SIMULATION OF THE BUSINESS

· ANALYSIS OF RESULTS

· RESEARCHING THE MARKET 

Decision Submission - the decisions must be submitted to the simulation control centre at or before the time specified. You must keep to the schedule since late submission mean that the decisions for the previous period will be used instead. The decisions must be made on the forms provided and must be complete and legible.

Simulation - the decisions are entered into the computer which simulates their impact. This processing takes a few minutes and it is suggested that this time is used to reflect on objectives and strategies.

Results - unless specified otherwise the results are returned to your team's "Board Room". After receiving your results you should, in the limited time available, analyse them and consider to what extent you are meeting your objectives. Then you should decide what further actions are to be taken and to formulate your next set of decisions.

Research - during the analysis period you can submit requests for market research to the Simulation Control Centre. These requests will be processed if there is sufficient time.

REVIEW AND DEBRIEFING

At the end of the simulation you may be asked to present a short Directors' report, and discuss and compare your results with the other teams. The Directors' report should describe the team's objectives, strategies and results as well as discussing the Company's future prospects. To facilitate this it is suggested that each team should adequately document its progress during the simulation. At some time specified by the Simulation Director a statement of measurable objectives may be required.

SITUATION

The business that you are to manage has been in existence for some time. It is a hotel and conference centre with about 110 bedrooms, a large ballroom, bar, restaurant and coffee shop. Thus the core business can be divided into four major parts:

· BEDROOM ACCOMMODATION

· LETTING THE BALLROOM

· SERVING MEALS

· SERVING DRINKS

All prices and costs in the simulation are shown in a universal currency – the Account Unit (AU).

Bedroom Accommodation - the hotel has 110 bedrooms and, so 10,000 room nights are available each quarter. The operation of the bedroom accommodation costs 25,000 AUs each quarter (covering staffing, maintenance etc.) plus 5.00 AUs for every night that a bedroom is occupied. The variable cost of 5 AUs includes a full breakfast that is part of the accommodation charge. The average income per night from a room has been about 50 AUs.

Ballroom Letting - the ballroom can be used for dances, weddings, exhibitions and large conferences. During a three-month period a maximum of about 100 such lettings can be made. In the past each of these lettings has earned about 100 AUs. The fixed cost of the ballroom is 2000 AUs per quarter and each letting costs 50 AUs.

Serving Meals - it is estimated that the dining areas and kitchens can serve a maximum of 50,000 meals to individuals in a three-month period. These meals include both lunch and dinner. The fixed  cost of operating the dining rooms and kitchen is 50,000 AUs per quarter and each meal served costs about 3 AUs. In the past the average income from a meal has been about 10 AUs.

Serving Drinks - the bars have seating and standing for 200 people and, taking into account the average time taken to consume a drink, can serve 100,000 drinks in a three-month period. A quarter's fixed operating cost is 10,000 AUs and each drink served costs, on average, 0.50 AUs. The average price of a drink has been about 0.90 AUs.

Capacity Increases - because the hotel is located on a large site on the outskirts of a major town it is possible to increase the capacity of the core businesses. It takes a full quarter to increase capacity, but this can be done without disrupting business. If capacity is increased the fixed operating costs are increased proportionately. Capacity can only be added in blocks as follows:


Block Size
Capital Expenditure


(capacity/quarter)
Building
Furniture

Bed rooms
1000 bed/nights
200,000 AUs
20,000 AUs

Dining room
10000 meals
200,000 AUs
30,000 AUs

Ball room
1 ball room
125,000 AUs
25,000 AUs

Bar
10000 drinks
50,000 AUs
10,000 AUs

MARKET SECTORS

The hotel's customers come both from companies (industrial customers) and from the general public (consumers). These customers can be subdivided further into the segments that follow.

· LARGE CONFERENCES & EXHIBITIONS

· SMALL CONFERENCES & BUSINESS MEETINGS

· INDIVIDUAL BUSINESS TRAVELLERS

· HOLIDAY TOURS

· SHORT BREAKS

· INDIVIDUAL HOLIDAY MAKERS

· WEDDINGS/PARTIES ETC.

· INDIVIDUAL DINERS

Large Conferences - typically these require accommodation for thirty people and lasts three days (so about 90 bedroom nights are needed on average). It uses the ballroom for all the three days and involves about 180 individual meals in the restaurant or coffee shop. As large companies make payment it is likely to be delayed by about 90 days. In the past about half of large conferences were booked in the preceding quarter.

Small Conferences - typically these last about two days, consists of ten delegates and involves overnight accommodation for about half the delegates (thus about ten bedroom-nights are needed). These small conferences do not make use of the ballroom but involve the use of converted bedrooms for the meetings. A small conference requires, on average, about 30 individual meals. As large companies make payment it is likely to be delayed by about 90 days.

Business Travellers - a typical business traveller stays between one and two nights and eat dinner in the dining room. Payment is usually made by credit card.

Holiday Tours - a typical tour party consists of 20 people plus the tour guide and stay for 3 nights on average. Because of double occupancy the number of bedroom nights is only about 40. The tour group requires, on average, 65 meals. As the tour companies make payment it is likely to be delayed by about 30 days. In the past about seventy five percent of holiday tours were booked in the preceding quarter.

Short Breaks consist of a short, two-night break for couples. Each break is full board and hence involves about four meals in the dining room. Payment is made by a mixture of pre-payment by cheque and by credit card. The prepayment is usually about 20 days early. 

Individual Holidaymakers - the average holidaymaker stays for three days and eats three meals in the restaurant. He pays either by cheque about twenty days before the holiday or by credit card. 

Weddings/Parties Etc. involve the use of the ballroom and are usually for about forty individuals. Most (about 80%) require a meal. Pre-payment is encouraged and typically the bill is settled about 5 days before the event. In the past about twenty five percent of wedding/parties were booked in the preceding quarter.

Individual Diners - several local people use the restaurant for lunch and dinner. Payment is made by a mixture of cash and credit card.

MARKET RESPONSES

Sales are influenced thorough a combination of:

· PRICE

· PROMOTION

· ADDITIONAL FACILITIES

· and COMPETITION

Because the simulation concentrates on strategic rather than tactical issues it is assumed that seasonal and weekly sales patterns are insignificant.

PRICE

Prices are decided on a market sector basis. Bar prices are set separately.

Large Conferences - the price is the average price per delegate day. Hence it must cover the cost of one night's bedroom accommodation, two meals (lunch & dinner) and a thirtieth share in the cost of the ballroom.

Small Conferences - the price is the average price per delegate day. Hence it must cover half a night's bedroom accommodation, one and a half meals and twenty percent of the cost of a bedroom (to cover the cost of the meeting room).

Business Travellers - the price is the average price per traveller day and hence must cover one night's bedroom accommodation and the cost of a dinner.

Holiday Tours - the price consists of the average price per day. Hence it must cover the cost of one night's bedroom accommodation, one and a half dinners in the dining room (taking into account the average occupancy) and one twentieth share of the cost of the tour guide (i.e. one twentieth of one night's accommodation plus a meal).

Short Breaks - the price consists of the average price per day and hence must take into account the cost of one night's accommodation and three meals in the dining room.

Individual Holidaymakers - the price consists of the average price per day and hence must take into account the cost of one night's accommodation and one meal in the dining room.

Weddings/Parties Etc. - the price consists of the average price per guest. Hence it must take into account the 80 percent of the cost of a meal and one-fortieth cost of the ballroom.

Individual Diners - the price consists of the average price of a meal.

Bar Prices - in addition to the individual market sector prices the price of the average drink must be set.

Current Prices

Large Conferences
54.00 AUs

Small Conferences
52.00 AUs

Business Travellers
64.00 AUs

Holiday Tours
40.00 AUs

Short Breaks
45.00 AUs

Individual Holidaymakers
60.00 AUs

Weddings/Parties Etc.
10.00 AUs

Individual Diners
11.00 AUs

Bar Drinks
 0.90 AUs

PROMOTION 

Each of the market segments are influenced by these promotional activities:

· LOCAL PRESS ADVERTISING

· TRADE PRESS ADVERTISING

· BUSINESS PRESS ADVERTISING

· TRADE EXHIBITIONS

· BUSINESS EXHIBITIONS

· SIZE OF SALES FORCE

· INDIVIDUAL MARKET BROCHURES

Local Press Advertising is relatively inexpensive, a regular weekly advertisement in the local newspaper costing 1,000 AUs for the three month period. Less frequent advertisements cost less. 

Trade Press Advertising involves advertising in the magazines of the Travel Trade. A regular, monthly advertisement in the key magazines cost 5,000 AUs for the three-month period.

Business Press Advertising involves advertising in magazines read by businessmen. Regular, monthly advertisements in the key magazines cost 10,000 AUs for the three-month period.

Trade Exhibitions - each quarter there is a single major Travel Trade exhibition. The cost of a small stand at the exhibition is 5,000 AUs. 

Business Exhibitions - each quarter there are two major business exhibitions. The cost of attending each of these is 5,000 AUs.

Size of Sales Force - currently the sales force consists of four people each of whom is paid 5,000 AUs per quarter.

Individual Market Brochures - at present the Company only has a single brochure to describe its offering. However, it is possible to introduce additional brochures for individual markets (e.g. for the Large Conference sector or for the Weddings/Party sector). Because of pressure of work it is only possible to introduce a single new brochure each period. Each new brochure costs 10,000 AUs to produce and print.

ADDITIONAL FACILITIES

In addition to the core services the Company is considering ways of attracting additional customers by extending the services offered to them.

The facilities can be the following:

· INDOOR SWIMMING POOL

· PHYSICAL FITNESS CENTRE

· ADVANCED CONFERENCE FACILITIES

· SQUASH COURTS

· FREE GOLF FOR RESIDENTS

· ENTERTAINMENT

· FACILITIES FOR THE DISABLED

· THEME NIGHTS IN THE DINING ROOM

· BUSINESS TRAVELLER CLUB

These services do not earn income directly.

Indoor Swimming Pool involves an investment of 100,000 AUs for construction and a fixed running cost of 3,000 AUs each quarter.

Physical Fitness Centre involves an investment of 200,000 AUs for construction and a fixed running cost of 2,000 AUs each quarter.

Advanced Conference Facilities involve an investment of 50,000 AUs, for projection TV etc. but running costs are negligible.

Squash Courts involve an investment of 100,000 AUs but running costs are negligible.

Free Golf for Residents involves an agreement with a local club and a fixed running cost of 5,000 AUs each quarter.

Entertainment involves hiring singers, discos etc and involves a fixed running cost of 10,000 AUs each quarter.

Facilities for the Disabled involve an investment of 20,000 AUs but no running costs.

Theme Nights in the Dining Room involve a fixed running cost of about 5,000 AUs each quarter.

Business Traveller Club involves fixed running cost of 5,000 AUs each quarter.

The introduction of a new facility takes three months (i.e. the decision must be made one period before the facility becomes available for guests). The facility may only be discontinued if it has involved no capital expenditure.

MARKET RESEARCH

Market research is available both routinely and also on request. The routine research is free and consists of comments from guests and information about competitors' activities. Additional reports covering more detailed guest research - attitudes to price, promotional awareness and the requirements for the ancillary facilities - may be commissioned.

Guest Research - each guest at the hotel is provided with a form to record his or her perception of overall value for money. In the past only about 5 percent of guests have filled out this form. Guests' responses are broken down into these categories: very poor, poor, average, good & very good. The last period's report is attached.

Competitive Research - for each competitor the following information is published on Price (by market sector), the Facilities Available and an indication of how busy the competition is.

Additional Guest Research - The standard guest research aggregates returns from all market sectors. The additional guest research provides analysis of individual market sectors. However, each sector analysed costs 100 AUs.

Attitude to Price - research into the attitudes to price of prospective customers can be analysed for a selected market sector. This research costs 2,000 AUs for each sector and shows the responses in these categories: cheap, good value, average, a little expensive & very expensive.

Promotion Research - this research, costs 1,000 AUs shows the awareness for a selected sector (aware or unaware) and the perceived quality of the package (poor, average, good or don't know).

Product Research - this research, costs 2,000 AUs, shows the attractiveness for a specified ancillary service. Attractiveness is rated on a four-point scale: major plus, minor plus, neutral and minus.

FINANCIAL SITUATION

Bank Interest Charges - the current interest charge on Long Term Loans is 16% per year (4% per quarter), on Overdrafts it is 20% per year (5% per quarter) and a Cash Balance earns 12% per year (3% per quarter). Loans may not be repaid during the course of the simulation.

Taxation - the corporation Tax rate is 50% of Net Profit. This tax is calculated at year-end and is payable at the end of the first quarter of the following year.

Dividend - the shareholders have, in the past, insisted on a dividend equal to 12% of the Total Equity. This continues provided sufficient profits are made. This dividend is announced at the end of the year and is paid to shareholders in the first quarter of the following year.

Depreciation - The basic building is valued at 2,200,000 AUs and is not depreciated. Capital Investment in the Ancillary Facilities is assumed to add to the value of the basic building and hence is not depreciated. 

However, furniture and fittings (valued at 400,000 AUs) are depreciated at 6% per quarter on a declining balance basis. Replacement of these is done according to a rolling programme, and expenditure roughly equals the depreciation.

Stocks - these consist of drinks, food and consumable bedroom supplies (soap, shampoo etc). The level of stocks is only slightly affected by changes in the level of operation.

Creditors - staff wages and capital investment are paid by the end of the quarter. The only creditors are those who have supplied drinks, food and bedroom consumables (the variable costs of the core business). Typically these are paid 30 days from invoice.

Other Expenses - these cover management costs, staffing of the reception, porters etc., rates and insurance, heating and lighting etc. They amount to 32,000 AUs each quarter.

REPORTS

In each period, in addition to the market research reports, the following management reports are automatically produced:

· USAGE REPORT

· MARKET REPORT

· FUTURE BUSINESS REPORT

· PROMOTION REPORT

· FACILITIES REPORT

· PROFIT & LOSS ACCOUNT

· BALANCE SHEET

Usage Report - this reports on each market sector and core service as follows:

· SALES DEMAND

· USE OF INDIVIDUAL UNITS

· TOTAL UNIT USE

· CURRENT OCCUPANCY

· OCCUPANCY %

· TOTAL UNIT COST

· COST/UNIT OF USE

It is only possible to define the market sector if the item is charged to a room, meals are often shown in the Individual Diner category. Also, as the majority of bar payments are cash this means that the allocation of drinks to the other market sectors is understated.

Market Report - this reports on each market sector as follows:

· SALES INCOME

· VARIABLE COSTS

· PROFIT CONTRIBUTION

· PROFIT PERCENTAGE

· DEBTORS

In addition to the market sector data the report summaries for each core service:

· TOTAL USEAGE

· TOTAL COST

· AVERAGE COST

· CURRENT OCCUPANCY

· OCCUPANCY %

The market report for the last trading period is attached.

Future Business Report - this reports on the confirmed business for each market sector for the following quarter. It shows:

· SALES DEMAND

· CORE UNIT UTILISATION

· SALES INCOME

and summarises:

· TOTAL USEAGE

· FUTURE OCCUPANCY

· OCCUPANCY %

A report showing the business confirmed for the first quarter is attached.

Promotion Report - This report shows the expenditure during the period for each promotional activity. The promotional activity last quarter is attached.

Facilities Report - this report lists the current additional facilities, their operating cost, depreciation and, if they are a new facility, any capital expenditure incurred. Since there are currently no ancillary facilities there is no Facilities Report for the last period.

Profit & Loss - this report shows total sales income, major groups of expenditure and the profit earned from the business during the quarter. The report consists of the following:

· SALES INCOME

· CORE BUSINESS COST

· SALES PROMOTION 

· FACILITIES COSTS

· MARKET RESEARCH

· OTHER EXPENSES

· OPERATING PROFIT

· INTEREST CHARGES

· NET PROFIT

at the year end (periods 4, 8 etc.) the report also shows:

· TAXATION

· EARNINGS

· DIVIDEND

· RETAINED PROFITS

The profit and loss account for the last period is attached.

Balance Sheet - this report shows the balance sheet as at the end of the period. The balance sheet consists of the following:

· ISSUED SHARES

· RESERVES

· TOTAL EQUITY

· TERM LOANS

· NET ASSETS

· FIXED ASSETS

· DEBTORS

· STOCKS

· CASH

· CURRENT ASSETS

· OVERDRAFTS

· TAXATION

· DIVIDEND

· CREDITORS

· CURRENT LIABILITIES

The balance sheet for the previous period is attached.

DECISIONS

Each period you can enter decisions to change price, promotion levels, add to the facilities, increase capacity and borrow money. If you do not wish to change a decision you should enter a dash (-).

PRICE DECISIONS

Prices are all entered in decimal AUs (00.00). 

PROMOTION DECISIONS 

The way in which the promotion decisions are entered depends on the form of the promotion (whether it is press advertising, attendance at an exhibition, size of sales force or a new brochure).

Advertising - the decisions should be entered in terms of the amount that is to be spent on advertising during the period.

Exhibitions - the exhibition decision should be entered in terms of the number of exhibitions to be attended during the period.

Size of Sales Force - the sales force decision should be entered in terms of the total size of the sales force.

Individual Brochures - the number of the market sector should be entered as follows:

1 LARGE CONFERENCES

2 SMALL CONFERENCES

3 BUSINESS TRAVELLER

4 HOLIDAY TOURS

5 SHORT BREAKS

6 HOLIDAY MAKERS

7 WEDDINGS/PARTIES

8 INDIVIDUAL DINERS

If you do not wish to create any market sector brochures you should enter zero or a dash

FACILITY DECISIONS 

If you wish to add an ancillary facility to your offering you should enter Y(es). Otherwise you should enter N(o). The first time a facility is added it takes a quarter before guests can use it. If it involves capital investment it is not possible to discontinue its use. But, if it does not involve a capital investment (e.g. theme nights in the dining room) it is possible to stop offering it by entering N(o).

OTHER DECISIONS

These cover capacity increases (for the core facilities) and new term loans.

Capacity Increases - If you wish to increase the capacity of the core facilities by building new bedrooms, additional dining capacity etc. you should enter the decision in blocks as previously described. You cannot reduce capacity.
Term Loans - The amount (in thousands of AUs) of the additional term loan should be entered.

MARKET RESEARCH

Requests for market research should be entered during the specified periods on a separate decision form. 

Additional Guest Research - You should identify the sectors that are to be analysed.

Attitude to Price - You should identify the sectors that are to be researched.

Promotion Research - You should identify the sectors that are to be researched.

Product Research - You should identify the ancillary service that is to be researched.

PREVIOUS QUARTER'S RESULTS

Usage Report - Quarter 0


Demand
Rooms
Meals
Ball Rm
Bar

Large Conferences
10
900
1800
30
2771

Small Conferences
47
470
1410
0
2894

Business Traveller
373
560
560
0
1723

Holiday Tours
25
1050
1550
0
1540

Short Breaks
414
828
3312
0
1275

Individual Holiday
247
741
741
0
1141

Weddings & Parties
65
0
2080
65
12009

Individual Diners
4386
0
4386
0
39640

Total Usage

4549
15839
95
62993

Current Occupancy

10000
50000
100
100000

Occupancy %

45
32
95
63

Total Cost

47743
97516
6749
41496

Average Cost

10.50
6.16
71.06
0.66

Market Report - Quarter 0


Income
Costs
Profit
Profit %
Debtors

Large Conferences
51094
127786
38308
75
51094

Small Conferences
51485
8027
43458
84
51485

Business Traveller
37359
5342
32017
86
0

Holiday Tours
41386
10670
30716
74
13657

Short Breaks
38408
14714
23694
62
-8450

Individual Holiday
45487
6499
38988
86
-10007

Weddings & Parties
36808
15495
21314
58
-2024

Individual Diners
83922
32978
50944
61
0

Total 
385948
106511
279438
72
95755

Future Business Report - Quarter 0

Market Sector
Demand
Rooms
Meals
Ball Rm
Income

Large Conferences
5
450
900
15
24300

Holiday Tours
19
798
1178
0
30400

Weddings & Parties
16
0
512
16
6400

Total Usage

1248
2590
31


Future Occupancy

10000
50000
100


Occupancy %

12
5
31


Facilities Report - Quarter 0

Facility
Investment
Cost
Status

Indoor Swimming Pool
0
 0
Not Operating

Physical Fitness Centre
0
0
Not Operating

Conference Facilities
0
0
Not Operating

Squash Courts
0
0
Not Operating

Free Golf
0
0
Not Operating

Entertainment
0
0
Not Operating

Disabled Facilities
0
0
Not Operating

Theme Nights
0
0
Not Operating

Traveller's Club
0
0
Not Operating

Total
0
0


Promotion Report - Quarter 0

Promotion
Cost

Local Press
800

Trade Press
5000

Business Press
5000

Trade Exhibitions
5000

Business Exhibitions
5000

Sales Force
20000

New Brochure
0

Total Promotion Cost
40800

Guest Research - Quarter 0
Perceived Value for Money


Total Guests
Total Replies
Very Poor
Poor
Aver.
Good
Very

Good

All Sectors
11955
597
0
0
159
118
319

Profit & Loss - Quarter 0


Current
Y.T.D.

Sales Income
385948
1514854

Core Business Cost
193504
766181

Sales Promotion
40800
163200

Facilities Costs
0
0

Market Research
0
0

Other Expenses
32000
128000

Operating Profit
119644
457473

Interest Charges
2043
32048

Net Profit
117601
425425

Taxation

148899

Earnings

276526

Dividend

288000

Retained Profits

-11474

Balance Sheet - Quarter 0

Share Capital
1500000

Reserves
788526

Owner's Equity
2288526

Term Loans
100000

Net  Assets
2388526

Fixed Assets
2600000

Debtors
95755

Stocks
44524

Cash
99824

Current Assets
240102

Overdrafts
0

Taxation
148899

Dividend
288000

Creditors
14678

Current Liabilities
2388526
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