Executive Challenge Reports

This section lists, describes and explains the reports that may be produced by the simulation. As it covers all the reports that may be produced by all versions (including the Compleat version) it includes reports that may be inappropriate for your own training needs these should be disregarded and you should only use this section for reference. It covers these reporting groups:

PRELIMINARY RESULTS

TEAM RESULTS

BUSINESS RESEARCH

TUTOR'S AUDIT

TEAM COMMENTARIES

RECONCILIATIONS

STANDARD REPORTS

If automatic printing is selected then all the reports associated with and appropriate to the chosen version of the simulation are printed as follows:

1. Preliminary Results are printed for each team in turn. To save time, several teams are printed on a single page and must be divided before being provided to individual teams.

2. Standard Team Results are next printed for each team in turn and each team receives a page (or pages for later periods of the progressive version).

3. Standard Business Research is printed next. This consists of multiple copies of the research (one copy per page). A copy should be provided to each team and the remaining copy kept by the tutor.

4. Standard Tutor's Audit is now printed and provides a summary of relative team performance. The audit should not be shown to teams except at the review.

5. Standard Team Commentaries are the last reports printed automatically. These can be used to record progress, help assessors or shown to teams to stimulate thought and discussion.

After all the standard reports are automatically printed the reporting menu is displayed and, if needed, further reports selected for printing.

REPORTS

This lists the reports produced by the simulation with the later pages describing each report. It covers these reports:
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CASH FLOW - SOURCES
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A
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8
R

COMPANY NEWS
9
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9
S
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10
S

DECISION COMMENTS
10
S

DEMAND SUMMARY
12
S

ECONOMIC VALUE ADDED
12
A

EFFICIENCY LOSSES
13
S

EQUITY 
13
S

FINANCIAL RATIOS
14
S

FINANCIAL SUMMARY
14
S

INCOME STATEMENT
14
S

INVENTORY VALUATION
15
S
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A
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S
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Notes: S-Standard Reports  A- Advanced  Business Analysis  R-Reconciliation

PRELIMINARY RESULTS

This report is produced before the main reports to provide instantaneous feedback to teams. It allows them to work while the main reports are being printed. It shows:

DEMAND SUMMARY

- Sales Demand

- Closing Inventories

FINANCIAL SUMMARY

- Operating Profit

- Cash

- Overdrafts

Sales Demand shows (separately for the products) what the sales would be if there were sufficient inventories.

Closing Inventories shows (separately for the products) the inventory left after all sales were made. If this is zero, then actual sales may be less than demand.

Operating Profit is gross profit less operating expenses. It measures the profit generated by the business before paying bank overdrafts, tax and dividends.

Cash is the amount of cash on hand or held at the bank (at year-end).

Overdrafts are amount of overdrafts and short-term loans owed to the bank (at year-end).

Combined with the worksheets and the previous year's results, the preliminary results allow teams to produce their own accounts manually.

TEAM RESULTS

After the preliminary results, standard team results are produced consisting of:

INCOME STATEMENT

EQUITY 

ASSETS

LIABILITIES

FINANCIAL RATIOS

For the Progressive and Academic versions, the standard results are augmented thus:

Report



  
From year

BREAK-EVEN ANALYSIS


3

PROFIT CENTRE ANALYSIS

3

OPERATIONS BALANCE


4

INVESTMENT CENTRE ANALYSIS

4

OPERATIONS COST ANALYSIS

5

For the years these reports are not produced, they are produced as part of the standard Team Commentaries.

BUSINESS RESEARCH

After the standard team results, standard team research is produced consisting of:

MARKET NEWS

COMPANY REPORTS

COMPANY NEWS

Market News provides information on prices and market shares for all teams and products.

Comparative Accounts provides a summary of financial performance for all teams.

Company News consists of qualitative comments about the teams.

Optionally, a report showing cumulative financial results is available. Also, using the tutor's audit, the tutor can provide other "ad-hoc" market research information.

TUTOR'S AUDIT

The standard audit automatically provides:

DECISION SUMMARY

COMPANY REPORTS

OPERATIONAL BALANCE

MARKET POSITION

MARKET RESPONSES

Additional audit reports can be selected manually thus:

BREAK-EVEN ANALYSIS

EFFICIENCY LOSSES

INVESTMENT CENTRE ANALYSIS

PROFIT ANALYSIS

OPERATING COST ANALYSIS

The tutor's audits show team results in tabular form and so allow a quick comparison and assessment of teams.

TEAM COMMENTARIES

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

The reports automatically produced depend on the simulation

BREAK-EVEN ANALYSIS

ECONOMIC VALUE ADDED

EFFICIENCY LOSSES

INVESTMENT CENTRE ANALYSIS

OPERATING COST ANALYSIS

OPERATIONS BALANCE

PROFIT ANALYSIS

PROFIT CENTRE ANALYSIS

STRENGTHS & WEAKNESSES

All versions automatically produce strengths and weaknesses each period. The assessment and compleat versions produce all reports every period. 

RECONCILIATIONS

These reports are provided to show how the teams' results are calculated and may be used on an "ad-hoc" basis to answer team questions. They consist of:

CASH FLOW - SOURCES

CASH FLOW - USES

CASH MOVEMENT

CAPACITY CHANGES

INVENTORY VALUATION 

MANUFACTURING ACCOUNT

OPERATING EXPENSES

PAYABLES

PRODUCTION

PRODUCTION COSTS

RECEIVABLES

SALES INCOME

Each report and its contents are described in later. So, if a team does not understand how part of their results is arrived at, the appropriate reconciliation can be selected, printed and given to the team to explain and reconcile the calculations.

BUSINESS ANALYSIS REPORTS

These reports are provided to for the infrequent situation where tutor wishes to explore advanced business, finance and strategic issues. Normally, these reports will only be appropriate for use with senior management and after the tutor has gained experience with the simulation. The reports falling into this category are:

BREAK-EVEN ANALYSIS

ECONOMIC VALUE ANALYSIS

INVESTMENT CENTRE ANALYSIS

OPERATING COST ANALYSIS

POLICY EFFECT ON CASH

PROFIT ANALYSIS

PROFIT CENTRE ANALYSIS

THE REPORTS

ASSETS

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

PREVIOUS FIXED ASSETS

DEPRECIATION

FINANCIAL EXPENDITURE

TOTAL FIXED ASSETS

INVENTORIES

RECEIVABLES

CASH

CURRENT ASSETS

TOTAL ASSETS

Previous Fixed Assets is the book value of factory plant and equipment at the end of the previous year.

Depreciation is the value of depreciation of the fixed assets charged to the Income Statement.

Financial Expenditure is the amount spent on purchasing new factory plant and equipment during the year.

Total 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.

Inventories are the total value of finished inventory on hand at the end of the year. (The factory works on a Just-In-Time basis and so raw and inprocess inventories are negligible.)

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

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

Current Assets is the total of receivables, inventory and cash. It represents assets that are required for the day to day operation of the business.

Total Assets is the total of the fixed and current assets. Assets that must be funded by equity long term loans and 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

FIXED COSTS

TOTAL UNIT SALES

BREAK-EVEN (UNITS)

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 between the products.

Average Unit Cost is the total variable cost divided by total unit sales. (Variable costs are those that vary directly with sales volume and so are direct labor & materials and distribution costs.) Without inflation and changes in manufacturing efficiency, changes are due to changes in the mix of sales between the products.

Average Margin is the average price less average unit cost.

Fixed Costs are those costs that do not, directly, vary with sales volume. Examples are promotion, depreciation, overheads, etc.

Actual Unit Sales is the total units of the products sold.

Break-Even (Units) is the point where revenue equals total costs. It is calculated by dividing the fixed costs by the average margin.

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.

CAPACITY CHANGES

This report reconciles capacity changes from one period to the next based on investment in additional machinery:

CURRENT CAPACITY

CAPACITY INCREASE

NEXT YEAR'S CAPACITY

Current Capacity is the productive capacity (in units) for the factory during this year.

Capacity Increase is the decision made by the team.

Next Year's Capacity is the current capacity plus the capacity increase and reflects that it takes a year to increase capacity.

CASH FLOW - SOURCES

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

OPENING RECEIVABLES

SALES INCOME

RECEIVABLES

INCOME FROM CUSTOMERS

OPENING CASH

TOTAL CASH AVAILABLE

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

Sales Income is the value of sales made during the year and shown in the Income Statement.

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

Income from Customers is the sum of opening receivables and sales income less receivables.

Opening Cash is the amount of cash on hand or deposited at the bank at the start of the year.

Total Cash Available is the sum of income from customers and the opening cash.

CASH FLOW - USES

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

OPENING PAYABLES

TOTAL VARIABLE COSTS

PRODUCTION OVERHEADS

OPERATING EXPENSES

CAPITAL EXPENDITURE

TAX PAID 

DIVIDEND 

OPENING OVERDRAFT

PAYABLES

TOTAL CASH NEEDED

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

Total Variable Costs are the total variable costs of manufacturing the products.

Production Overheads are the fixed costs of operating the factory (but not including depreciation).

Operating Expenses are the other expenses associated with the operation of the company.

Capital Expenditure is the value of new capacity purchased during the year.

Tax Paid is the tax paid during the year as shown in the previous year's accounts.

Dividend is the dividend decided the previous year and shown in that year's accounts.

Opening Overdraft is the amount of money borrowed from the bank at the start of the year (from the previous year's Balance Sheet).

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

Total Cash Needed is the sum of opening payables, total variable costs, production overheads, operating expenses, capital expenditure, dividend & tax paid, opening overdraft less payables.

CASH GENERATION

This report shows how the decisions generated or used cash thus:

SALES CHANGE

PROMOTION CHANGE

DESIGN CHANGE

PRODUCTION CHANGE

CAPACITY CHANGE

CASH CHANGE

Sales Change shows the effect of changes to product sales on cash. It calculated as gross profit less changes to receivables.
Promotion Change shows the change in promotional expenditure from the previous to the current period.
Design Change shows the effect of product redesign on cash. It is change to the cost of redesigning the product.
Production Change shows the effect of the amount produced on cash. It is calculated from the change in the value of inventories from the previous to the current period less the change in payables.

Capacity Change shows the effect of changing production capacity on cash. It is the amount invested in fixed assets less depreciation.

Cash Change is the total change in cash before taking new loans (or obtaining additional equity).
CASH MOVEMENT

This report reconciles how movements in cash during the year lead to interest charges and year end cash or overdraft and consists of:

TOTAL CASH AVAILABLE

TOTAL CASH NEEDED

NET CASH POSITION

INTEREST 

CLOSING BALANCE

Total Cash Available is the total cash received from customers and new term loans during the year.

Total Cash Needed is the total cash needed to pay staff, suppliers, taxes and stockholders during the year.

Net Cash Position is the total cash available less the total cash needed.

Interest is the amount of interest earned if the net cash position is positive or it is the overdraft interest if the net cash position is negative. It is calculated by multiplying the net cash by the bank deposit interest rate and shown as a negative expense or by multiplying the average net cash by the overdraft rate.

Closing Balance is the net cash situation less interest. If it is positive, it is transferred to cash in the Balance Sheet and overdrafts are zero. If it is negative, it is transferred to overdraft in the Balance Sheet and cash is zero.

COMPANY NEWS

This research news leaks information about the named companies thus:

Bankers applaud prudent policy - the company has a very large cash balance.

City worried about Solvency - the company has a very large financial leverage and so there is a financial risk.

Cuts Advertising Budget - the company has cut total advertising significantly.

Downsizing Sales Force - the company has cut its sales force size.

Experiences Falling Sales - the company has falling sales revenue.

Growing Rapidly - the company has sales revenue growing rapidly.

Hiring Sales Staff - the company has increased its sales force significantly.

Major Expansion Program - the company has a sizable capacity increase

Major Promotional Push - the company has a sizable advertising increase.

Products Dropped - the company has reduced the possible number of products sold!

Rumors of Liquidity Problems - the company has excessive financial leverage.

Short Time Working in Factory - the company has factory used at less than 90% capacity.

Squeezes Receivables - the company has receivable days reduced below 60 days.

Inventory Shortages hurt Sales - the company has lost significant profit due to inventory shortages.

COMPANY REPORTS

This market research report shows how, in financial terms, the teams compared for the year. It shows key Profit & Loss, Balance Sheet and Financial Ratios:

SALES INCOME

OPERATING PROFIT

NET PROFIT

EARNINGS

TOTAL EQUITY

TERM LOANS

TOTAL ASSETS

RETURN ON ASSETS

RETURN ON EQUITY

FINANCIAL LEVERAGE

Sales Income is the value of products sold and invoiced to customers during the year.

Operating Profit is the profit from the core operations of the companies.

Net Profit before Tax is the operating profit less financial charges.

Earnings are the net profit before tax less tax and, so, represents the profit earned for the stockholders.

Total Equity is the total value of the stockholders' stake in the company.

Total Assets is the total of fixed and current assets.

Return on Assets is the operating profit expressed as a percentage of total assets. So, it shows the profitability of the company from the management viewpoint. 

Return on Equity is earnings expressed as a percentage of total equity. So, it shows the profitability of the company from the stockholder's viewpoint.

Financial Leverage is the bank borrowings (overdrafts) expressed as a percentage of total equity. If fifty percent or below the company is financially sound.

CUMULATIVE RESULTS

This market research report shows how, in financial terms, the teams compared cumulatively. It shows key Profit & Loss, Balance Sheet and Financial Ratios:

CUM. SALES INCOME

CUM. OPERATING PROFIT

CUM. NET PROFIT

CUM. EARNINGS

AVE. RETURN ON ASSETS

AVE. RETURN ON EQUITY

WORST FINANCIAL LEVERAGE

Cum. Sales Income is the cumulative value of products sold and invoiced to customers.

Cum. Operating Profit is the cumulative profit from the core operations of the companies.

Cum. Net Profit is the cumulative net profit before tax.

Cum. Earnings is the cumulative profit earned for the stockholders.

Ave. Return on Assets is the average profitability of the company from the management viewpoint. 

Ave. Return on Equity is the average profitability of the company from the stockholder's viewpoint.

Worst Financial Leverage is the largest financial leverage.

DECISION COMMENTS

After decisions are entered they are checked to see if they are legal, unusual or suggest sophistic thinking.

ILLEGAL DECISIONS

Advertising is Illegally high - the advertising for the named product is unrealistically high.

Advertising is Illegally low - the advertising for the named product is zero and this is not realistic.

Illegally high Receivable Level - the receivable payment period is unrealistically high.

Illegally large Sales Force - the sales force is unrealistically high.

Illegally high Production - the production is unrealistically high.

Illegally high Power - the redesign decision is illegal as the required power is greater than allowable.

Illegally high reduction in Capacity - the capacity reduction will lead to zero or negative capacity!

Illegally low Power the redesign decision is illegal as the required power is less than allowable.
Illegally small Sales Force - reducing the sales force to zero is unrealistic.

Price is Illegally high - the price for the named product is unrealistically high.

Price is Illegally low - the price for the named product is unrealistically low.

UNUSUAL & SOPHISTIC DECISIONS

Advertising merely reallocated - although total advertising is constant the mix between products has changed. This suggests that the team is merely reallocating advertising rather than thinking about the promotion needs of each product separately.

Capacity Increase while Leverage is high - capacity is being increased while financial leverage is excessive.

Capital Investment may cause Liquidity Problems - capital investment plus present borrowing less probable receipts may lead to overleverage.

Receivable Policy is lax - the receivable-day decision is quite high.

Receivable Policy is tight - the receivable-day decision may limit demand somewhat.

Receivable Policy is unusually lax - the receivable day decision is unusually high.

Receivable Policy is unusually tight - the receivable day decision is likely to cause demand to be limited.

Doubling Capacity is unusual - the capacity decision will more than double existing capacity. The team may have entered the total capacity needed rather than just the increase.

Doubling Sales Force is unusual - the sales force has been at least doubled.

Halving Sales Force is unusual - the sales force is being reduced by a half or more. The team may have entered the change in staffing rather than the total. Alternatively, the team may not appreciate the need for a sales force.

Investment is likely to cause Liquidity Problems - capital investment plus present commitments less probable earnings may lead to overleverage.

Investment likely to cause Excessive Leverage - capital investment is likely to cause very excessive financial leverage. Investment in capacity may be excessive and the team may not have realized the impact of this on cash.

Large Price Change - for the named product the price has changed significantly suggesting erratic or irrational decision-making.

Price is less than Variable Cost - for the named product, the price is less than unit variable cost. The team may not have realized that this will cause a loss or may be trying to disrupt the market place by dumping.

Price seems high - for the named product, the price is well above normal. The team may not have understood that this will lead to severely curtailed sales and, probably losses.

Price seems low - for the named product, the price is well below normal. The team may be attempting to dump. However, this decision may be reasonable if the team has sufficient capacity.

Production exceeds Capacity - the required production is above available capacity. The team may have lost track of its capacity or forgotten that it takes a year to install additional capacity (the capacity decision this year leads to extra capacity next year).

Production seems insufficient to meet probable demand - market stimulated but available inventory less than previous demand.

Production is unusually low - action has been taken to simulate demand for the product but production and available inventory is much less than the previous demand. The team may need to improve its forecasting and think more about marketing cause and effect.

Production is well below Capacity - the required production is below 70% of capacity. The team may have lost track of their current capacity, have over expanded or need to stimulate demand.

Promotion seems high - the advertising for the named product is well above the saturation level and so the team is wasting money.

Promotion seems low - promotion is still well above saturation

Sales Forecast seems optimistic - the planned inventory availability for the named product seems significantly greater than probable demand.

Sales Forecast seems very optimistic - the planned inventory availability for the named product is very significantly greater than probable demand.

Unusual Advertising Change - the change in promotion for the named product is unusually large.

Unusually large change in Receivable Policy - the receivable-day decision involves an unusually large change.

Unusually large Sales Force - the sales force will become unusually large.

Unusually small Sales Force - the sales force may become unusually small and in effective.

Will not contribute to Profits - the named product has no production or inventories for available for sale.

Is likely to lose Money - the product is likely to lose money as its forecast gross profit is less than the promotion to be spent on it.

DEMAND SUMMARY

This preliminary report shows:

SALES DEMAND

CLOSING INVENTORIES

Sales Demand is the amount, in units, that the customers will buy provided there is sufficient capacity and inventories.

Closing Inventories is the amount, in units, of finished inventory left at the end of the year. If this is zero then, probably, some sales will have been lost and actual unit sales will be less than the sales demand.

ECONOMIC VALUE ADDED

This analysis shows the creation of value (wealth) for the stockholders. It assumes that, besides the cost items shown in the Income Statement, stockholders must receive a minimum return on their investment - a return that covers bank interest, economic, industry and business risk

OPERATING PROFIT

COST OF DEBT

COST OF EQUITY

TOTAL CAPITAL COST

ECONOMIC VALUE ADDED

DEBT COST %

EQUITY COST %

AVERAGE CAPITAL COST %

Operating Profit is obtained from the Income Statement.

Cost of Debt is the total cost of funding loans and overdrafts plus any interest premiums less any interest income received.

Cost of Equity is the minimum earnings (before tax) that are acceptable to the stockholders. It is the total equity multiplied by the return required for a company as risky as this one. We have incorporated a mandatory dividend rate that reflects this risk. But as this is after tax, the cost of equity reflects this dividend on a pre-tax basis.

Total Capital Cost is the sum of the costs of debt and equity.

Economic Value Added is the difference between operating profit and the total capital cost. As such it is the wealth created by the management or, if negative, the wealth destroyed by management.

Debt Cost % is the cost of debt expressed as a percentage of non-equity funding (i.e. funding via loans, overdrafts, unpaid taxes and dividends and payables). 

Equity Cost % is the cost of equity expressed as a percentage of equity funding.
Average Capital Cost % is the total capital cost expressed as a percentage of the total assets. Thus it is a weighted average cost of capital taking into account interest bearing debt, non-interest bearing debt (unpaid taxes, dividends & payables) and equity.

EFFICIENCY LOSSES

This report analyses the where better forecasting and control could reduce losses and so increase profit.

EXCESS PROMOTION

SALES LOSSES

IDLE CAPACITY

LEVERAGE PREMIUM

EFFICIENCY LOSS

OPERATING PROFIT

POTENTIAL PROFIT

Excess Promotion is the expenditure wasted because advertising plus the sales force cost are more than necessary to penetrate fully into the market and make all the prospective customers aware of the company and its offerings.

Sales Losses is the gross profit lost because it was not possible to meet sales demand and actual sales were less than possible.

Idle Capacity is the cost of operating the factory below capacity.

Leverage Premium is extra interest charged by the bank because financial leverage is too high.

Efficiency Loss is the total of excess promotion, sales losses and idle capacity.

Operating Profit is the profit from normal business operations as shown in the Income Statement.

Potential Profit is the sum of efficiency losses and operating profit and so shows what the profit might have been if the team had been better at forecasting and control.

EQUITY 

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

ISSUED STOCKS

RESERVES

TOTAL EQUITY

Issued Stocks is the total amount of equity originally invested by the stockholders as stock capital.

Reserves are the accumulation of retained earnings from the Income Statement. So, it represents the accumulated earnings generated for the stockholders less dividends.

Total Equity is the total of owner's equity and reserves and so is the total current investment by the stockholders in the company.

FINANCIAL RATIOS

This market research report shows how, in financial terms, the teams compared for the year. It shows key Profit & Loss, Balance Sheet and Financial Ratios:

OP. PROFIT PERCENT

RETURN ON ASSETS

RETURN ON EQUITY

FINANCIAL LEVERAGE

Op. Profit Percent is the operating profit expressed as a percentage of sales revenue. So, it shows the profitability of the company from business operation viewpoint. 

Return on Assets is the operating profit expressed as a percentage of total assets. So, it shows the profitability of the company from the management viewpoint. 

Return on Equity is earnings expressed as a percentage of total equity. So, it shows the profitability of the company from the stockholder's viewpoint.

Financial Leverage is the bank borrowings (overdrafts) expressed as a percentage of total equity. If fifty percent or below the company is financially sound.

FINANCIAL SUMMARY

This preliminary report shows several key measures of the business thus:

OPERATING PROFIT

CASH

OVERDRAFTS

Operating Profit is the sales revenue less cost of sales and operating expenses. 

Cash is the cash (if any) on hand at the end of the year.

Overdrafts is the amount of money (if any) owed to the bank at the end of the year.

INCOME STATEMENT

This key financial report shows how the income and costs associated with the year's trading lead to profit thus:

SALES INCOME

COST OF GOODS SOLD

GROSS PROFIT

OPERATING EXPENSES

INVENTORY DISPOSAL

OPERATING PROFIT

INTEREST

NET PROFIT 

TAXATION

EARNINGS

DIVIDEND

RETAINED EARNINGS

Sales Income is the total income from products sold and invoiced (but not necessarily paid for) during the year.

Cost of Goods Sold is the cost to manufacture the products sold.

Gross Profit is sales income less cost of goods sold.

Operating Expenses are all the other costs and expenses incurred during the year to operate the business.

Inventory Disposal is the value of any previous product designs disposed of.

Operating Profit is gross profit less operating expenses and inventory disposal shows the profit made by the core business.

Interest is the amount paid (positive) to the banks for the overdraft or received (negative) from banks for cash.

Net Profit is operating profit less interest. It shows the profit made after paying for bank borrowings.

Taxation is the amount to be paid to the government.

Earnings are net profit before tax less taxation. It shows the profit made on behalf of the stockholders.

Dividend is the portion of earnings to be paid to stockholders.

Retained Earnings are the portion of earnings kept by the company to be used to fund expansion and future growth.

INVENTORY VALUATION

This report reconciles how the value of finished product inventories are calculated thus:

CLOSING INVENTORIES

UNIT COST

INVENTORY VALUE

Closing Inventories is the amount (in units) of each product left at the end of the year.

Unit Cost is the unit variable cost for each product.

Inventory Value is the closing inventories multiplied by the unit cost. It is the value of inventories on hand at the end of the year and its sum is shown in the assets in the year-end Balance Sheet.

INVESTMENT CENTRE ANALYSIS

This report analyses individual products on an investment center basis. That is to say, it extends profit center analysis to include the assets directly used by the product or market thus:

RECEIVABLES

INVENTORY VALUE

FIXED ASSETS

TOTAL ASSETS

RETURN %

CASH FLOW

CAPITAL CHARGE

RESIDUAL PROFIT

Receivables are the amount of money owed by customers for the product.

Inventory Value is the value of inventory remaining. The inventories are valued at book value. This implies that the investment center is fully responsible for these inventories.

Fixed Assets is the value of fixed assets required to support the center's activity. To differentiate between this investment center and operational units these assets are valued at replacement cost.

Total Assets is the sum of receivables, inventory and fixed assets. Payables are not netted off this figure, as they are the responsibility of the operational units.

Return % is the contribution (from the Profit Center report) expressed as a percentage of the total assets.

Cash Flow is the contribution plus depreciation less increases in total assets during the period. Thus it shows whether the center is a user or source of cash or in balance.

Capital Charge is the notional interest charged on the assets.

Residual Profit is the contribution less the capital charge. So, it represents, for the product, the profit or economic value added after a notional charge on assets.

LIABILITIES

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

OVERDRAFTS

TAXATION

DIVIDEND

PAYABLES

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 the parent company's taxes.)

Dividend is the amount of dividends for payment to the parent company in the following year.

A payable is the money still owed to suppliers at the end of the year.

Current Liabilities is the sum of overdrafts, taxation, dividend and payables.

MANUFACTURING ACCOUNT

This report reconciles how the costs associated with the manufacture of the product were derived thus:

OPENING INVENTORY

TOTAL VARIABLE COSTS

PRODUCTION OVERHEADS

DEPRECIATION

INVENTORIES

COST OF GOODS SOLD

Opening Inventory is the value of inventory on hand at the start of the year (from the previous year's Balance Sheet).

Total Variable Costs are the total direct cost of manufacturing the products.

Production Overheads are the fixed costs of operating the factory.

Depreciation is the proportion of the cost the fixed assets charged to the costs for the year.

Inventories are the value of inventory on hand at the end of the year.

Cost of Goods Sold is the sum of opening inventory, total variable inventory, production overheads and depreciation less inventories. Cost of Sales is the value of the product sold, during the year, to customers.

MARKET DECISIONS

This report records the team's decisions separately for product offered thus:

SELLING PRICE

ADVERTISING

PRODUCTION

POWER

Selling Price is the amount to charge for the product.

Advertising is the amount to be spent on the product.

Production is the target amount to produce for the product. However, if capacity is less than the total production for all products, then the actual production will be less than this target.

Power is the power decided for the product.

MARKET NEWS

This market research provides information about the teams in the marketplace thus:

PRICE

MARKET SHARE

POWER

Price is shown for each team and each product offered.

Market Share is shown for each team and each product offered. The share is calculated based on unit demand rather than unit sales or sales income. Because it is based on demand, it shows the relative marketing performance of the teams. If it was based on unit sales or sales income, it could be distorted by inventory shortages.

Power is the current power of the product.

MARKET POSITION

This report provides the tutor comparative information about the teams in the marketplace thus:

PRICE

MARKET SHARE

CONTRIBUTION

Price is shown for each team and each product offered.

Market Share is shown for each team and each product offered. The share is calculated based on unit demand rather than unit sales or sales income. Because it is based on demand, it shows the relative marketing performance of the teams. If it was based on unit sales or sales income, it could be distorted by inventory shortages.

Contribution is the gross profit less promotion cost. It is the contribution from the product to the total company profits.

MARKET RESPONSE

This report identifies how the teams' decisions influenced sales thus:

PRICE EFFECT

PROMOTION EFFECT

POWER EFFECT

MARKETING EFFECT

Price Effect is the effect of the team's price decisions on customers. Where the price is relatively low, this will be above 1.00. Where the price is relatively high, this will be below 1.00.

Promotion Effect is the combined effect of advertising, promotion and sales force activity. When the market is fully penetrated and fully aware, this will equal 1.00.

Power Effect is the effect of the product power decision on sales. A relatively powerful product will show an effect above 1.00 and a relatively under powered product will show an effect below 1.oo

Marketing Effect is combines price, promotion and power effects.

This report helps explain competitive differences between teams in the marketplace. During the simulation it should not be shown to the teams (but can be used as the basis of market research and discussion during the review).

OPERATING COST ANALYSIS

This report analyses operational unit costs to identify variances thus:

 ASSET AGE VARIANCE

 CAPACITY VARIANCE

 SCHEDULE VARIANCE

 TOTAL VARIANCES

 RECOVERED COSTS

 COST OF GOODS SOLD

Asset Age Variance is the difference between actual depreciation and depreciation at replacement cost. As fixed assets age their book value reduces and this reduces depreciation. So, usually, the asset age variance is negative.

Capacity Variance is the cost of idle capacity (where total production is less than capacity).

Schedule Variance is the cost of supplying from inventories when fulfilling sales. It occurs when unit sales and production are not exactly balanced. Depending on the method of valuing inventories 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 shows whether the unit is wasting money (positive variance) or saving money (negative variance).

Recovered Costs is the cost of operation charged out to the product profit centers.

Cost of Goods Sold is the total cost of operating the unit as charged to the Income Statement. It is the sum of total variances and recovered costs.

OPERATING EXPENSES

This report reconciles the calculation of operating expenses thus:

TOTAL ADVERT+PROMOTION

SELLING COSTS

G+A OVERHEADS

REDESIGN COSTS

OPERATING EXPENSES

Total Advert+Promotion is the total that has been spent on advertising and promoting the individual products.

Selling Costs is the cost of the sales force.

G+A Overheads are the overheads associated with running the business with the exception of the factory.

Redesign Costs are the costs associated with changing the product(s) power.

Operating Expenses is the sum of total advertising & promotion, selling costs and G & A overheads.

OPERATIONS BALANCE

This report analyses the balance between demand, capacity and production thus:

TOTAL UNIT DEMAND

TOTAL UNIT SALES

CURRENT CAPACITY

TOTAL PRODUCTION

CAPACITY USE

TOTAL INVENTORIES

Total Unit Demand is the total for all the products.

Total Unit Sales is the total for all the products. If less than the total demand, then sales are being lost because of inventory shortages (due to a lack of capacity or the wrong mix of products being produced).

Current Capacity is the total capacity available during the year. Ideally, when all is in balance, it should match demand and equal total production.

Total Production is the total amount actually produced in the factory. For lowest unit manufacturing costs this should be the same as the current capacity. If total production is less than total unit demand, inventories will falling or sales lost or both. If total production is above total demand, inventories will be increasing.

Capacity Use is total production expressed as a percentage of total capacity.

Total Inventories is the total number of units of finished products. If the production mix is wrong this can be positive even though sales may be less than demand.

OTHER DECISIONS

This report records the other decisions made by the team thus:

SALES FORCE SIZE

CAPACITY INCREASE

Sales Force Size is the total number of people employed to sell the products.

Capacity Increase is the extra number of units of production purchased this year for use next year onwards.

PAYABLES

This report reconciles how payables (money owed to suppliers) is calculated from:

TOTAL VARIABLE COST

PAYABLE FRACTION

PAYABLES

Total Variable Costs are the total variable cost to manufacture the products during the year.

Payable Fraction is the average time taken to pay suppliers expressed as a fraction of a year.

Payables are the amount owed to suppliers at year-end. It is calculated by multiplying total variable costs by the payable fraction.

PRODUCTION

This report reconciles inventories, production and sales thus:

OPENING INVENTORIES

ACTUAL PRODUCTION

AVAILABLE INVENTORY

SALES DEMAND

CLOSING INVENTORIES

Opening Inventories is the amount of finished inventories left at the end of the previous year.

Actual Production is the amount actually produced during the year.

Available Inventory is the total of opening inventories and production and, so, is the amount available to sell during the year.

Sales Demand is the total demand for the product during the year based on the price, promotion and receivable days decisions.

Closing Inventories is the amount of finished inventories available after servicing demand. If the available inventory is greater or equal to demand, closing inventories equal available inventory less sales demand and actual sales equal sales demand. However, if demand is greater than available inventories, closing inventories will be zero and actual sales will equal the available inventory.

PRODUCTION COSTS

This report reconciles the variable production cost thus:

ACTUAL PRODUCTION

UNIT COST

VARIABLE COST

Actual Production is the amount actually produced during the year.

Unit Cost is the direct cost to produce one unit of the product.

Variable Cost is actual production multiplied by unit cost. The variable costs summed across all products are used in the manufacturing account to calculate cost of sales.

PROFIT ANALYSIS

This report shows how business policy influences changed in the level of profit between the previous and current year thus:

PRICE CHANGE CONTRIBUTION

GROWTH CONTRIBUTION

PRODUCT MIX CONTRIBUTION

PRODUCTION CONTRIBUTION

INVESTMENT CONTRIBUTION

PROMOTION CONTRIBUTION

DEVELOPMENT CONTRIBUTION

PROFIT CHANGE

Price Change Contribution is the profit change due to changes in prices based on the current year's volume.

Growth Contribution is the profit change due to changes in sales volume at the previous year's price and margin.

Product Mix Contribution is the profit change due to changes in profit margin and based on the previous year's volume.

Production Contribution is effect on profits of changing levels of production and production overheads.

Investment Contribution is the effect on profits as depreciation changes as assets age and are replaced.

Promotion Contribution is the change in total promotion expenditure.

Development Contribution is the change due to product redevelopment Contribution.

Profit Change is the sum of the impact of price changes, growth, product mix, production, investment, promotion, and development.

PROFIT CENTRE ANALYSIS

This report analyses the profits the individual contribution of products thus:

SALES INCOME

COST OF SALES

GROSS PROFIT

OTHER COSTS

CONTRIBUTION

GROSS PROFIT %

CONTRIBUTION %

Sales Income is the revenue for the products sold.

Cost of Sales is the direct cost of manufacturing the products sold.

Gross Profit is sales income less gross profit. It represents the profit earned by the product after considering direct manufacturing costs.

Other Costs is the advertising and promotion for the product plus a proportion of the selling costs and reformulation costs.

Contribution is the gross profit less promotion cost. It is the contribution from the product to the total company profits.

Gross Profit % is the gross profit expressed as a percentage of sales income.

Contribution % is contribution expressed as a percentage of sales income.

RECEIVABLES

This report reconciles how receivables (money owed by customers) is calculated from:

SALES INCOME

RECEIVABLE FRACTION

RECEIVABLES

Sales Income is the value of products sold and invoiced to customers during the year.

Receivable Fraction is the receivable days expressed as a decimal fraction of the number of days in the year.

Receivables are the amount of money owed by customers at year-end. It is calculated by multiplying sales income by the receivable fraction.

SALES INCOME

This report reconciles how sales income is calculated thus:

ACTUAL SALES

SELLING PRICE

SALES INCOME

Actual Sales is the actual amount of each product actually sold (and invoiced) during the year. If there are capacity problems or the wrong mix of products scheduled, actual sales will be less than demand.

Selling Price is the price obtained for the products.

Sales Income is actual sales multiplied by price and so is the amount of revenue earned for each product. The sum of these is the total sales income shown in the Income Statement.

STRENGTHS & WEAKNESSES

These are comments provided in the Team Commentaries report showing where the teams are apparently strong and where they are apparently weak.

STRENGTHS

Return is good - the return for the named product is greater than 45% and so is excellent.

Return seems good - the return for the named product is between 35 and 45% and so is good.

Return on Assets is good - the return on assets is greater than 30% and so is good.

Return on Assets seems good - the return on assets is between 25 and 30% that is quite good.

Return on Equity is good - the return on equity is greater than 30% and so is good.

Return on Equity seems good - the return on equity is between 25 and 30% that is quite good.

Is comparatively Dominant - compared to the other teams this team has high potential and actual profits and so, seems to become dominant in the market.

WEAKNESSES

Banks charge premium interest because of high Financial Leverage - the banks are charging extra interest because the team's financial leverage is too high.

Business is Loss Making - the operating profit is negative and so immediate action is needed.

Capacity Shortage - total production requested is up to 15% greater than capacity.

Financial Leverage is high - financial leverage is between 55 and 80% is a risk.

Financial Leverage seems high - financial leverage is between 45 and 55% and is worrying the banks.

Cash Use is significant - the cash used by product is between two and four times contribution.

Cash Use is very significant - the cash used by product is more than four times contribution.

Customers are happy with Receivable Policy - the receivable policy of between 80 and 100 days is lax.

Customers are very happy with Receivable Policy - the receivable policy of over 100 days is very lax.

Customers Complaining about Receivable Policy - a significant number of sales are being lost due to receivable day decision of less than 45 days.

Customers feel is a Bargain - the selling price for the named product is low causing possible margin problems.

Customers feel is Very Cheap - the selling price is very low and, so, almost certainly is causing margin problems.

Customers feel Receivable Policy is tight - sales are being lost due to receivable day decision of between 45 and 58 days.

Customers feel is a Bargain - the low selling price for the product is causing possible margin problems.

Does not Contribute to Profits - there are no sales for the named product.

Is Effective but Inefficient - compared to the other teams this team has high potential but low actual profits.

Is Comparatively Weak - compared to other teams this team has low potential and actual profits.

Is Efficient but Ineffective - compared to the other teams this team has low potential but high actual profits. So, it is not losing profit because of poor forecasting and control. But, equally, it is not marketing effectively.

Is insufficiently Profitable - the profitability of the named product lies below the overdraft rate and, so, the product is insufficiently profitable.

Many Customers have not heard - the total promotion (advertising + sales force) for the named product is very low and so market awareness is low.

Market not served - the market is no longer served by any products.

Most Customers have heard - the total promotion (advertising + sales force) for the named product is reaching saturation.

Most Customers feel Price is high - the selling price is causing significant customer resistance.

No Contribution - the named product is making an actual loss. This may be due to too low a price or too high promotion or both.

Poor Return for Stockholders - the return on equity of between 8 and 12% is close to the mandatory dividend and so, from the stockholders viewpoint, the company may be insufficiently profitable.

Poor Return on Assets - the return on assets of between 10 and 20% is below overdraft rate and so the company is insufficiently profitable.

Possible Cannibalization - the products have been redesigned and two or more are so similar that they may be competing against each other.
Profitability seems low - the profitability of the named product lies between 18 and 30% and so is rather close to the cost of money (overdraft rate).

Promotion seems high - the total promotion (advertising + sales force) has reached saturation and money may be being wasted.

Stockholders are Revolting - the stockholders' return on equity is below 8% and, so, is well below the mandatory dividend.

Significant Capacity Shortage - the total production decided is more than 15% greater than capacity. Perhaps the team has forgotten about the one year's delay in installation.

Significant Idle Capacity - total production is less than 80% of capacity and so there is significant idle capacity.

Significant Risk of Bankruptcy - financial leverage is above 120% and so the company is at great risk of bankruptcy.

Significant Inventory Shortage - more than 10 units of sales of the named product were lost through inventory shortages.

Solvency Risk due to Financial Leverage - financial leverage is between 80 and 120% and so is a major risk.

Some Customers have not heard of - the total promotion (advertising + sales force) for the named product is low.

Some Customers feel Price may be high - the selling price for the named product is causing some customer resistance.

Some Idle Capacity - total production is between 95 and 80% of actual capacity.

Inventories are high - inventories of the named product are quite high.

Inventories are very high - inventories of the named product are very high.

Inventory restricts Sales - some sales of the named product are lost through inventory shortage.

Inventories seem high - the inventories of the named product are between 20 and 40% of a year and so seem high.

Unusual Market - the design decision means that the product has been changed to the extent that it no longer serves its original market.

Very poor Return on Assets - the return on assets is between 0 and 10% and so is well below the bank interest rate.

Zero or Negative Margin makes Break-Even impossible to calculate - the average price is less than average cost and so it is not possible to calculate break-even.

WORKSHEETS

These groups of reports are provided to produce output that can be used to check the manual calculations done on the worksheets. So, for each worksheet there is a matching group of reports.
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