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UMIX

An exploration of business functions and relationships

INTRODUCTION

As far as it is possible, the group will be divided into teams of four. After an initial briefing, the teams have the opportunity to do their planning and then make their decisions at the times specified by the simulation director.

Although UMIX embraces most of the activities necessary to the buying of materials, producing products and selling them at a profit, it has been designed to emphasise two quite different relationships, both of which are key elements in the success of any business. The first is a financial one and concerns the relationship between profit and cash. The second concerns the conflicts, which arise between the main internal functions of a business and the difficulty in establishing the team approach, needed to deal with these conflicts. Understanding this is a pre-requisite to understanding internal control systems, i.e. what makes companies tick.

To highlight this functional relationship each team member takes a specific responsibility (for Sales, Production, Purchasing or Finance) and after the initial session and all contact with the Simulation Director will be on a departmental basis. Each team member will do their own planning and pass their own decisions to the Simulation Director who, in turn, will let him/her (and only him/her) have the report for their own department.

This approach also applies to the participants’ manuals. Clearly, not all the details of every part of the company are known to all, so this manual gives only general information about the business (that which all managers will have). The details of each department are given in separate manuals. Each team member will be given the one appropriate to his/her department after roles have been agreed.

THE SITUATION

As part of a take-over, a large company has acquired UMIX. However, it is seen as very peripheral to the core business and it has been decided to use it to develop high flyers. So, management from the parent company will be rotated into UMIX and may be rotated between the functions within UMIX. 

UMIX is a small engineering company that produces and sells a unique design of small concrete mixer. Besides its four directors, it now employs eighteen people.

The company is operating fairly well but because of its peripheral position to the parent company no major changes are envisaged. Rather the need is to put the business on a sound basis and the responsibility for this rests with you (the four directors).

FINANCE

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

Borrowing: The company has an arrangement with its bank for an overdraft facility of 30,000 AUs that is guaranteed by the parent company.

Customer Credit: UMIX’s sales are a very small part of their customers' business and the customers are unlikely to react to pressure for the payment of outstanding accounts. However, cash discounts as a reward for prompt payment can be offered.

The company's financial year runs from October one year to September the following year. This exercise starts in April - half way through a trading year. For your convenience the week numbering starts at 1.

Extracts from the statutory accounts for the company's last year (October to September) are shown in the Appendix II. Some figures for the last half of the last year (October to March) may be available later.

All taxes are ignored including VAT and Corporation Tax.

MARKETS AND PRODUCTS

The UMIX is a small concrete mixer aimed at the D-I-Y and one-man jobbing builder market. It is sold as a flat-pack kit and is assembled from this by the user. The design was developed by the company founder and has some unique features. However, these are possible only because of the small capacity of these machines and further development of this design is not practicable.

The company makes and sells three versions of electric mixer. The three models are the U50 (50-litre capacity), the U75 (75-litre capacity) and the U100 (100-litre capacity).

Although Umix has no direct competition their price levels must stay well below those of conventional mixers which are available down to 120-litres.

Sales are highly seasonal (See Appendix I) and delivery is of prime importance. The product is unsuitable for sale overseas and export enquiries cannot be considered. However, domestic demand is growing rapidly and sales this year are expected to double those for last year. But this will only happen if prices and delivery can be maintained.

Demand for the product is still well below the level that would be of interest to large D-I-Y groups or large builders merchants chains and sales of all models are made directly to the smaller independent builders' suppliers. As these suppliers' inventories are limited the company must carry the main supporting inventory.

These small suppliers form defensive trade associations and prices and opportunities for discounts must apply equally to all customers.

Sales arise from point-of-sale displays and personal contact. Advertising or other forms of promotions are unlikely to be effective and the company can not afford these.

DISTRIBUTION

All inventories of saleable items are held at the factory. Prices are quoted ex-works and the customer pays for delivery.

SALES

Pricing: The company issues a Price List and must give one month's notice of increases in this. (List prices have been steady for some time at U50 = 80 AUs, U75 = 110 AUs and U100 = 150 AUs.)

Models are sometimes offered at a discount below list price.

Delivery: The company offers a firm delivery period on new orders that it can review each month. No notice need be given of changes in the delivery offered. The orders received each week are subject to a delivery date based on the current offer and, if sufficient goods are available, they will be delivered automatically on this date. Failure to meet delivery dates is known to affect future orders. Orders are not deliverable before the promised date.

PRODUCTION

The production department has two units, a fabrication unit with two independent fabrication lines and an assembly unit, where much of the work is done by hand. The assembly of each of the products requires both parts made in the Fabrication unit and parts bought in from outside suppliers.

The fabrication unit employs four people, all with equal skill, and the assembly unit six people, all equally skilled at a lower level and on a lower rate. The production sequence for each model is -

Materials needed for fabrication and the Components needed for assembly are bought in and held in inventory.

Materials are drawn from inventory, fabricated, and returned to inventory as Fabricated Parts.
Fabricated parts and components are drawn from inventory, assembled, and returned to inventory as Finished Units.

Any model can be made on each of the two Fabrication lines but it is not possible for both lines to work on the same model at the same time.

The production lead-time is two weeks (i.e. the shortest time possible between materials and components arriving in the plant and finished goods leaving it is two weeks). Materials and components must be in inventory the week before they are used in production. Fabricated parts can be used the same week in which they are produced, but finished units must be completed the week before they are delivered.

PURCHASING

The materials and components for each model are different and unique to the model (i.e. there are no common parts). They are ordered and inventoried in sets and all references to inventory quantities are in sets. Each set of materials or set of components is the quantity required for one finished unit.

There is no scrap or wastage of materials, components or finished units.

Both materials and components are ordered once each month for a single delivery. Deliveries are not always made at the due date. As UMIX's material purchases are a very small part of their suppliers businesses, the suppliers have no reason to respond to pressure from the company.

COMPANY CALENDAR

The company's year is from April to March. Each week is numbered from the first week in April, which is Week 1, to the last week in March, which is Week 52.

May, August, November and February are five-week months; all other months have four weeks. (E.g. April is Weeks 1, 2, 3 & 4 and May is Weeks 5, 6, 7, 8 & 9,)

The Production Department closes for its annual holiday for the last two weeks of August (weeks 21 & 22) each year.

During Production's annual holiday the stores are also closed, no finished goods are shipped and no purchased items can be received. However, the offices work normally, incoming orders are processed, cheques are banked and payments made.

Your team takes over the management of this company from the beginning of April, i.e. from Week 1.

The records kept by the outgoing directors were inadequate. These documents are now with the auditors, who are not prepared to deal with requests for information at this time.

DECISIONS AND REPORTS

The decisions made by the directors and the information they receive are summarised below. Details are given in the departmental manuals.

Function
Decisions
Results

Sales
1. List price
1. Actual shipments (Sales)


2. Current month’s price
2. Overdue orders


3. Lead Time
3. New Orders



4. Order Book

Production
1. Shifts required
1. Actual production


2. Quantity to produce
2. Labour and overhead costs


3. Priorities
3. Production efficiency

Purchasing
1. Material Orders
1. Material Deliveries


2. Component Orders
2. Outstanding orders


3. Delivery Dates
3. Material Inventories

Finance
1. Supplier payments
1. Cash receipts


2. Payment discounts
2. Costs



3. Bank account



4. Debtors & Creditors

REMINDERS

Capital is limited and the parent company will not increase this until you have shown that the business is viable. The bank will not allow overdraft above the agreed level. (The only source of funds are the profits you make!) 

Your company has no commercial strength.

Inflation is low and will not be a factor during the simulation.

Although there is no direct competition the market is still very price elastic.

Teams may not trade with one another.

Read the brief. Most difficulties arise from not reading this carefully.
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Appendix 1 – Pattern of Past Sales Revenue

 Last 12 months Sales History

This simulation is one of a comprehensive range of Computer Aided Management Education simulations developed by Hall Marketing, Studio 11, Colman's Wharf, 45 Morris Road, London E14 6PA.
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