RETAIL CHALLENGE

BACKGROUND NOTES

The purpose of these notes is to provide information about:

TIME TABLES

THE SIMULATION MODEL

INITIAL SWOT

TRANSPARENCY MASTERS

TIME TABLES

This simulation can be used in several ways:

NORMALLY IN A SINGLE SESSION

IN AN ABBREVIATED SESSION

SPREAD OVER A COURSE

OTHER TIME TABLE ISSUES

NORMAL TIME TABLE

Here the simulation is used with students, trainees, functional specialists, junior managers and supervisors. Normally, thirty minutes should be sufficient for each decision period after the first. However, you may need to extend this if you have more than six teams or the participants have very little business knowledge. Eight trading periods (quarters) are run in just less than seven hours thus:

Time
Activity

00:00 - 00:15
Simulation Briefing

00:15 - 01:30
Familiarization & Preparation

01:30
Submit Decisions for Quarter 1

02:30
Submit Decisions for Quarter 2

03:00
Submit Decisions for Quarter 3

03:30
Submit Decisions for Quarter 4

04:00
Submit Decisions for Quarter 5

04:30
Submit Decisions for Quarter 6

05:00
Submit Decisions for Quarter 7

05:30
Submit Decisions for Quarter 8

05:30 - 06:00
Prepare for Review

06:00 - 06:45
Simulation Review

ABBREVIATED TIME TABLE

Here the simulation is used with more senior managers and six trading periods (quarters) are run in four hours thus:

Time
Activity

00:00 - 00:15
Simulation Briefing

00:15 - 01:00
Familiarization & Preparation

01:00
Submit Decisions for Quarter 1

01:40
Submit Decisions for Quarter 2

02:00
Submit Decisions for Quarter 3

02:20
Submit Decisions for Quarter 4

02:40
Submit Decisions for Quarter 5

03:00
Submit Decisions for Quarter 6

03:00 - 03:20
Prepare for Review

03:20 - 04:00
Simulation Review

SPREAD OVER A COURSE

Here the simulation is used spread over a course. Typically fifteen minutes should be allowed for the briefing and an hour and fifteen minutes allowed for the familiarization, planning and making the first decision. For the following decisions half an hour or so should be allowed for the subsequent decisions.

OTHER TIME TABLE ISSUES

If the work sheets are used to reinforce financial learning, an hour should be allowed in the timetable to allow them to be completed. Specifically, the interim results should be returned to the team, they should then prepare their own results using the work sheets and then the full results returned. 

If the teams are required to make a full presentation at the review session, then about an hour should be allowed for the preparation.

If you are working with more than four teams, the syndicate rooms are spread or you are not fully familiar with the simulation and its software you may wish to allow more time or be prepared to reduce the number of periods simulated.

THE SIMULATION MODEL

This takes the teams' decisions, assesses their competitive impact, assesses sales demand, evaluates inventory availability and produces the teams' financial results. Most of these stages are straightforward and the way that the model works can be seen from the worksheets. However, the competitive impact and the determination of sales demand require additional explanation. The model consists of the following:

PRICE RESPONSE

PROMOTION

RANGE VARIETY

STAFFING LEVEL

FINANCIAL RESPONSE

PRICE RESPONSE

The price response differs for each product range in terms of sensitivity and target level. The Staples range is the most sensitive, with an ideal markup of about 25%. Big-Ticket has average sensitivity and the ideal markup is about 50%. Fashion is the least price-sensitive and the ideal markup is between 90 and 100%. Response to price is influenced both by a nominal, expected, markup and the average of all the teams' markups.

Competitive interaction means that the "ideal" markup can vary from the suggested levels (of 25%, 50% and 90%). For Staples, a team that has chosen a markup below the average will have a competitive advantage. For Fashion, a team that chooses a higher price has the advantage. For Big Ticket, the middle road policy is likely to be best.

PROMOTION RESPONSE

It is assumed that the purpose of promotion is to make prospective customers aware of the company and the products it provides. Even if no promotional expenditure is made, some 40% of the local population will be aware of the company. The optimum promotion level is about $2000 per quarter and the effect saturates at about $2500 per quarter. There is a delay in the response to promotion, with only 50% of any increase being effective in the quarter where the decision is made. Promotion affects all the products equally.

RANGE VARIETY

To ensure that sales are not restricted because of a lack of variety it is necessary to keep some inventory on hand at the end of each quarter. The amount varies from range to range. To ensure that no sales are lost, Big-Ticket requires about 40 days on hand, Staples about 30 days and Fashion about 10 days. In the case of Fashion, the optimum ending inventory will be less than this because of the heavy losses incurred on markdown.

If the ending inventory falls short of the minimum, sales will be reduced as customers cannot, immediately, find the items they want.

STAFFING LEVEL

The final stage in determining demand is whether there are sufficient staff to serve customers. The staffing needs are related to the value of demand at cost. If there are insufficient staff to handle the demand then some sales will be lost. Typically each sales person is able to handle about $3500 of sales each period.

FINANCIAL RESPONSE

The financial results are affected by:

SALES GROWTH

DISCOUNT POLICY

SEASONALITY

PAYMENT TO PARENT

Sales Growth - the simulation has been calibrated so that there is a considerable opportunity for growth. Teams are likely to wish to grow the business to obtain volume discounts, to cut the payable period (to obtain prompt payment discounts) and to take full advantage of the Seasonal peak for the Big-Ticket range. All these moves have implications for cash flow, as does the need to maintain inventory levels to ensure variety.

Discount Policy - costs can be significantly reduced through volume discounts, but this strategy may conflict with optimum pricing levels and lead to a build-up of inventories or big Fashion markdowns.

For the Staples range the small five percent discount, coupled with the high ($40,000) discount level, does not present an immediately attractive prospect. Sales must be almost doubled from the initial $25000 AUs level. However, if advertising is increased and the markup is reduced, the volume discount can prove profitable.

For the Fashion range, the volume discount is not likely to be an attractive option. Purchases would have to be nearly doubled, so incurring a risk of over-buying and significant losses on markdowns. Further, the initial markup level of 75% is below the optimum of 90-100% and reducing this (to stimulate demand) will not only have a marginal effect on volume and reduce profits.

For the Big Ticket range during the seasonal peak quarter, it is possible to obtain the volume discount; and it is attractive to do this by reducing the markup slightly from 50% to 45% or by increasing advertising. However, it is much less attractive to obtain the volume discounts during the other quarters as sales would have to be more than doubled. Hence the reduction of markup is likely to do more than offset the gain from the discount.

Seasonality - The seasonal peak in sales of the Big-Ticket range not only requires careful forecasting of demand but also affects profits and cash flow significantly. Because of fixed overheads, over half the annual profit may be obtained in the peak quarter. This means that with good forecasting and low inventories, there will be a significant cash inflow during the quarter. This provides scope to cut the payable period and obtain a large prompt payment discount (further increasing the quarter's profits). But, in the following quarter, there will be a significant cash outflow because the payment to the parent company is related to the previous period's profits. This may produce leverage problems.

Forecasting for the seasonal peak must take into account not just additional demand but also the need to increase the inventories of the Big Ticket range (to ensure adequate variety) and to recruit extra staff to handle the demand.

Payment to Parent - the ongoing charge both on profits and equity ensures that cash is removed from the business. In turn, this may cause problems if sales growth is too high, if forecasts are inaccurate and/or if the seasonal peak is not managed carefully.

INITIAL SWOT

To verify a team's understanding of the situation facing them you may wish to compare their perceptions with this "SWOT Analysis"

Strengths

           LIQUIDITY

           PROFITABLE BUSINESS

           ALL RANGES PROFITABLE

Weaknesses

            HIGH INVENTORY LEVELS

            MARGINAL PROFITABILITY

Opportunities

            PROMPT PAYMENT DISCOUNT

            GROW STAPLES SALES

            INCREASE ADVERTISING

Threats

            FASHION MARKDOWNS

            CASH NEEDS FOR GROWTH

            UNCERTAINTY

LIQUIDITY

The company has a reasonable level of cash to fund expansion.

PROFITABLE BUSINESS

Over the last year, the company has generated a profit greater than the mandatory dividend.

ALL RANGES PROFITABLE 

Analyzing each product range as a separate profit center shows that each are similarly profitable.

HIGH INVENTORY LEVELS

Both the staples and big-ticket ranges seemingly have high inventory levels. However, as some inventories are required to provide a variety of products in the range, teams should not aim for zero inventories.

PROMPT PAYMENT DISCOUNT

High liquidity means that the company can take advantage of the full prompt payment discount and hence increase margins by 5%

GROW STAPLES SALES

Although sales of staples are well below the volume discount threshold, there is an opportunity to reach this by cutting price (especially if coupled with the prompt payment discount) (Then the price of staples by ten percent and maintain the same margin.)

INCREASE ADVERTISING

There is an opportunity to increase sales substantially, by increasing advertising.

FASHION MARKDOWNS

As any fashion inventory left at the end of the quarter is disposed of at a loss (markdown), forecasting fashion demand is vital. However, if the target is to have zero fashions inventories at quarter end, sales will be lost because there is insufficient variety.

CASH NEEDS FOR GROWTH

If the team decides on an aggressive marketing policy this will involve substantial increases in sales and in turn increased purchases cash outflow and, perhaps, liquidity problems.

UNCERTAINTY

The greatest threat in the early stages is uncertainty. Teams will be uncertain of market responses, competitive behavior and, often, the knowledge, skills and behaviors of their fellow team members.

BRIEFING TRANSPARENCIES

Retail Challenge

an exploration of business

This simulation is designed to allow you to build an understanding of how business functions, what makes it successful and practice some of the skills that lead to this success.

To do this you will work in a small team making decisions covering

· Marketing

· Operations

· Finance

These are fed into a simulation model that, with the decisions made by the other teams, determines the impact on sales, the operation of your business and financial impact.

So, you will be competing against several other teams to create a successful business.

Retail Challenge - Brief 1

The Simulation

The simulation consists of three stages:

· Preparation

· Decision-Making

· Review

Preparation

· Familiarization

· Organization

· Consider Objectives

· Consider Strategies

Decision-Making

· Submit Decisions

· Simulate

· Analyze Results

· Replan  

Review

· Discuss & Compare Results



Retail Challenge - Brief 2

The Situation

· A subsidiary

· Currently Operating

· Makes & Sells Three Product Ranges

· Staples

· Fashion

· Big Ticket

· Has Staff who sell all ranges

· All prices & costs in Account Units 

You will run this business for several periods, each of which represents one trading quarter.

Retail Challenge - Brief 3

Marketing

Sales can be influenced through:

· Price (markup)

· Advertising

· Staffing

· Inventory availability

· The actions of the other teams

You decide Price for each product range separately. The Advertising and the Sales Staff sell all product ranges.

Retail Challenge - Brief 4

Cost Data

· Sales Staff - $500 per Quarter

· Other Expenses $7000 AUs/quarter

· Promotion Costs - decided by you

Discounts


Range
Discount Level
Discount



Staples
$40000
5 %



Fashion
$15000
20 %



Big Ticket
$20000
10 %




Retail Challenge - Brief 5

Other Data

· Prompt Payment Discount up to 5 %

· Interest on Overdrafts - 20%/year

· Interest earned on Cash - 12%/year

· Mandatory  Dividend 

· 75% of Net Profit

· plus 4% of Equity



Retail Challenge - Brief 6

Decisions

Each Quarter you can decide (for each product separately):

· Percent Markup

· Gross Purchases

And in general

· Advertising

· Sales Force Size

· Payable Days

You must complete the decision forms clearly and legibly and deliver them to the simulation control center at or just before the times specified.

Retail Challenge - Brief 7

Results

Results are returned to you in three stages

· Preliminary Results

· Sales Demand (for each range)

· Closing Inventory Levels

· Sales Income 

· Net Profit

· Cash

· Overdraft

· Full Results

· Purchases & Sales

· Income Statement 

· Balance Sheet

· Key Ratios

· Business Research

· Market News

· Company Reports

· Company News

Retail Challenge - Brief 8

Observations

· It takes time to understand

· But, the business still has to be run

· Therefore decisions will not be perfect

· Time will be a constraint

· By the end you should (just) be in charge of your business.

· Your business skill will be challenged

· Remember the purpose is to learn

· (Rather than win!)

· So, take time to reflect & review

· And have Fun!



Retail Challenge - Brief 9

DEBRIEFING TRANSPARENCIES

Final Quarter's Results

Team Name

Sales Income

Net Profit

Retained Profit

Gross Profit %

Net Profit %

Return on Equity

Financial Leverage

Retail Challenge - Debrief A

Transparency A can be used to summarize the position in the last quarter's trading. When discussing these results, we suggest that you contrast business size (Sales Revenue, Operating Profit & Earnings) with profitability (Profit %s & Returns). Also consider financial risk (Cash/Overdraft & Financial Leverage) and the future of the business (relative size, capacity etc.)

Final Quarter - Market Position

Team Name

Staples

Markup 

Market Share

Contribution

Fashion

Markup 

Market Share

Contribution

Big Ticket

Markup 

Market Share

Contribution

Retail Challenge - Debrief B

Transparency B can be used to compare relative strengths of companies and contributions of product ranges.

Cumulative Results

Team Name

Sales Income

Net Profit

Retained Profit

Gross Profit %

Net Profit %

Return on Equity

Worst Leverage

Retail Challenge - Debrief C

Transparency C can be used to discuss long run performance. But one should emphasis that success is only relevant to the current and the future.

Efficiency Losses

Team Name

Excess Promotion

Markdowns

Inventory Holding 

Inventory Losses

Variety Losses

Staff Shortages

Idle Staff

Total Losses

Operating Profit 

Potential Profit

Retail Challenge - Debrief D

Transparency D can be used to discuss efficiency vs. effectiveness and how better forecasting, analysis and control can save waste and improve profit potential. (Also, often, aggressive teams may have achieved the best operating profit but neglected forecasting and control and so have the highest losses.)
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