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THE INTERNATIONAL BUSINESS SIMULATION
A UNIQUE AND EXCITING LEARNING OPPORTUNITY


The international management simulation provides a serious management tool which integrates the functions of production, finance, marketing and financial management in the highly competitive global environment. The simulation provides valuable hands on experience and allows participants to immediately put to use the ideas and concepts obtained through lectures, discussions, readings and cases studies as well as the game itself. 

ABOUT THE SIMULATION


The simulation allows participants to directly put into practice the concepts of actually running a multinational business. Competing against other team companies, individuals make decisions concerning cash flow, expansion into foreign markets, constructing new manufacturing locations and financing operations. Teams have the opportunity to develop markets and manufacturing facilities in as many as sixteen different countries, each with different tax and inflation rates, tariff structures, market sizes, political stability, risk and domestic growth rates. Each of the sixteen different world marketplaces offer unique advantages and disadvantages exposing team managers to a wide range of financial, operations, manufacturing and exporting decision making situations.  Participants learn to think globally, to anticipate competitor’s moves and to develop flexible strategies capable of shifting in response to changes in global market conditions. 

WHO CAN LEARN FROM THE INTERNATIONAL SIMULATION?


Individual personal assistance and careful guidance are provided throughout the simulation. This allows the game to be a challenging learning opportunity for individuals of all experience levels. The simulation is equally appropriate for those with limited experience as well as individuals with considerable international business backgrounds. Because the simulation is designed to realistically reflect the international marketplace, it is an extraordinary learning tool. One of the special advantages is that the simulation can be played at different levels of sophistication. As a result of the many international variables incorporated into the simulation, the functions are high level and complex. The structure of the simulation, however, is easy to understand and complexity increases as the simulation progresses, and in accord with the participant’s background. The simulation truly provides a challenging learning opportunity for individuals of all experience levels. 

THE SIMULATION IS DESIGNED TO TEACH
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· THE IMPORTANCE OF A GLOBAL STRATEGY AND PERSPECTIVE 

· THE RELATIONSHIP AMONG COMPANY FUNCTIONS

· AN APPRECIATION OF HOW FINANCE, MANUFACTURING, 

· MARKETING AND SALES INTER-RELATE

· AN APPRECIATION OF THE NEED FOR TRADE-OFFS IN DECISION MAKING

· AN UNDERSTANDING OF CORPORATE DATA AND CASH FLOW 

· MANAGEMENT AND FINANCIAL ANALYSIS 

· THE NEED FOR CONSISTANCY IN OBJECTIVES, POLICIES, 

· STRATEGIES, TACTICS AND ACTIONS

· THE NEED TO RECOGNIZE SHIFTS IN RISK AND POLITICAL ENVIRONMENTS

· DESIGNING ANALYTICAL DECISION MAKING TOOLS

· THE FINANCIAL IMPLICATIONS OF OPERATING IN DIFFERING 

· INFLATIONARY ENVIRONMENTS

· THE ABILITY TO ANALYIZE WORLD MARKETS, THE COMPANY’S

· COMPETITIVE POSITIONING AND ADVERTISING EFFECTIVENESS

· THE ESSENTIAL INTERACTIONS AMONG SUBSIDIARIES,

· EXPORTERS AND HEADQUARTERS 

· THE IMPORTANCE OF CLEARLY DEFINING THE PROBLEM

· BEFORE SEEKING A SOLUTION 
THE DEVELOPMENT AND IMPORTANCE OF TEAM WORK 
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WELCOME TO THE INTERNATIONAL BUSINESS SIMULATIONPRIVATE 


tc  \l 1 ""
Business simulations which emphasize marketing management, or finance are plentiful. Simulations that emphasize the international aspects of business are scarce. TIMS brings significant international reality into an easily understood learning format. A serious manager will immediately benefit from a "hands on" experience which will integrate theoretical knowledge with practical reality. Managers will recognize nuances and complexities that cannot be gained through lectures, discussions, cases or readings.

This simulation includes a large number of variables. The resulting complexity rather than overwhelm the managers, should impress the fact that international business is complex, and one key to successful operations is the ability to integrate complex variables into an organized plan of action. Through the process of executing the plan, the managers gain realistic experience in making decisions.

The text language is precise and means exactly what is written. This does not mean that all possible outcomes are explained. Some information has been withheld to force managers to make certain calculations or assumptions. What has been explained are the general results that will or could occur because of the mathematical formulas incor​porated in the computer program. Some xe "Rules"rules prevent teams from making decisions that may provide unwanted or unexpected consequences.

In the simulation process, certain elements will not replicate the real world. Some of the differences will be because of constraints in the use of a computer as well as the need for simplicity. Different rules force a manager to analyze and decide according to the existing environment rather than by habit transferred from national ex​perience. The simulation provides an excellent opportunity to practice achieving familiar objectives under unfamiliar rules ‑ a common circumstance in multinational operations.

The simulation is a management-training instrument. The practices of interna​tional business and the environmental factors incorporated force a top manage​ment perspective of international business as a total operation. Managers will be able to divide decision responsibility, and in the process recognize the interrelationship of functions as well as the need to work as a team within defined strategies.

The individual decisions require simple calculations that will force considera​tion of economic, accounting, production, marketing, and finance functions in an uncertain political environment.

In addition to the learning experience, the simulation is both interesting and intellectually stimulating. Neither decisions nor results become routine, even after a maximum of twenty quarters. TIMS is designed to allow all nine teams to earn a reasonable profit, and it is possible for all nine teams to incur losses. Both outcomes are equally valuable learning experiences.

PRIVATE 
1.
Introduction to the Simulation and its Structuretc  \l 1 "1.
Introduction to the Simulation and its Structure"
The International Business Simulation is a simplified and dynamic example of the real world of international business. Each team begins with a United States base, and has the option of investing in fifteen addi​tional countries. The mode of operation can be export, a small sales office, a large sales office, or a manufacturing plant. Each mode of operation is also permitted to act as a broker. In cases where demand created exceeds goods available, a team is automatically xe "Brokering\:Forced"forced to act as a broker. The operations, except export agencies, can be financed by sending money from the United States base, borrowing locally, or borrowing in other markets where the team has established a manufacturer or sales office. Only manufacturers can invest excess cash. Interest and exchange rates vary to reflect conditions found in different countries.

Each company (team) produces a single product ‑ a 6 cubic foot refrigerat​or. The United States price normally ranges from $250 to $400. Each company begins with the same amount of assets and the same production capacity (150,0​00 units). Each company has excess inventory and excess cash. The current financial statement for the company is found on page 92. Each company starts with the same financial situation and, as such, it will be the talents of management which will make the profitability differences. The starting financial position of each company is equal and stated on page 92. 

Because the growth and profitability in other countries is relatively high, entry to world markets is considered necessary. While broker operations allow entry into all 15 markets in the first quarterxe "Brokering\:In the first quarter", at least three-quarters are required to build plants which can ship low cost product to all countries. The expan​sion can include any combination of export operations, sales offices and manufacturing plants.

Following quarterly operations, each team receives statements that reflect the performance in each country as well as a consolidated statement of all operations. Each team also receives the xe "Statements\:Consolidated"consolidated statements of all other teams - the equivalent of a public annual report. The country state​ments will be in local currency and the consolidated statement will be ex​pressed in dollars. Managerial data is provided in the form of unit sales, market shares, contribu​tion margin, cash flow, prices, advertising levels, consolidated ratios and the team rankings in the industry.

If results of operations are unsatisfactory, the team may close the facility. Additional options are upgrading. An export agent can be changed to a small or large sales office or a manufacturing plant. Sales offices may also be upgraded. Downgrading is only possible for a large sales office, and it can only be reduced to a small sales office. Any facility (except the US) may be liquidated, and in the following quarter, reopened in a different mode of operation.

All manufacturing units and sales offices are considered as independent entities. Export agencies are part of the manufacturing sponsor. Oxe "Export agent\:Part of the manufacturing sponsor"perating information for the export agent is incorporated in the statements of the sponsoring manufacturerxe "Statements\:Export agents incorporated in manufacturer's statement". Relevant information about the export opera​tion is taken from the sponsoring manufacturer's statements and presented as a memorandum account for the export country.

Table 1.1 provides a diagram of a possible international subsidiary structure. Each manufacturer may become the parent company of one or more export agents. The parent is then the only source of supply until the parent manufacturer is changed. Each manufacturer may ship product to any other manufacturer or to any sales office.

xe "Subsidiary structure:Example"
PRIVATE 
Table 1.1 -  An Example of an International Subsidiary Structuretc  \f O  \l 9 "Table 1.1 -  An Example of an International Subsidiary Structure"
                              ┌───────────────┐

                              │ UNITED STATES │

                              └────────┬─╥─┬──┘

                                       │ ║ │

                                       │ ║ └───────────┐

                                       │ ╚═════════╗   │

                                       │          ┌╨───┴─────────┐

                                       │          │ CANADA (EXP) │

                                       │          └──────────────┘

                                       │

                                       │

       ┌────────────────────┬──────────┼─────────────────────┬──────────┐

       │                    │          │                     │          │

┌──────┴──────────┐         │  ┌───────┴─────────┐           │ ┌────────┴───────┐

│    SPAIN   (MFG)│         │  │PHILIPPINES (MFG)│           │ │ ARGENTINA (MFG)│

└──────▄───╥─────┬┘         │  └───────▄──╥────┬─┘           │ └────────▄─╥─┬───┘

       ▄   ║     │          │          ▄  ║    │             │          ▄ ║ │

       ▄   ║     │          │          ▄  ║    └───┐         │          ▄ ║ └────┐

       ▄   ║     │          │          ▄  ║        │         │          ▄ ║      │

       ▄  ┌╨─────┴───────┐  │          ▄  ║ ┌──────┴──────┐  │          ▄ ║┌─────┴───────┐

       ▄  │ SWEDEN (EXP) │  │          ▄  ╠═╡ GHANA  (EXP)│  │          ▄ ╚╡ BRAZIL (EXP)│

       ▄  └──────────────┘  │          ▄  ║ └─────────────┘  │          ▄  └─────────────┘

       ▄                    │          ▄  ║        │         │          ▄

       ▄                    │          ▄  ║        │         │          ▄

┌──────────────┐            │          ▄  ║ ┌──────┴──────┐  │          ▄

│  LSO OR SSO  │            │          ▄  ╠═╡ IRAN   (EXP)│  │          ▄

└──────▄───────┘            │          ▄  ║ └──────┬──────┘  │    ┌─────────────┐

       ▄                    │          ▄  ║        │         │    │ LSO OR SSO  │

┌──────────────┐            │          ▄  ║ ┌──────┴──────┐  │    └─────▄───────┘

│UNITED KINGDOM├────────────┤          ▄  ╚═╡ FRANCE (EXP)│  │          ▄

└──────▄───────┘            │          ▄    └─────────────┘  │          ▄

       ▄                    │          ▄                     │    ┌─────────────┐

┌──────────────┐            │   ┌────────────┐               ├────┤  VENEZUELA  │

│   GERMANY    ├────────────┤   │ LSO OR SSO │               │    └─────▄───────┘

└──────────────┘            │   └──────▄─────┘               │          ▄

                            │          ▄                     │    ┌─────────────┐

                            │   ┌────────────┐               ├────┤   NIGERIA   │

                            └───┤    JAPAN   │               │    └─────▄───────┘

                                └────────────┘               │          ▄

                                                             │    ┌─────────────┐

                                                             └────┤  AUSTRALIA  │

                                                                  └─────────────┘

  ▄  Shows normal supply source, but may be supplied from

     one or more manufacturers in any one quarter.

  ║  Parent manufacturer is the required source of supply for export agents.  

  │  Solid lines show the parent - subsidiary relationship.

The maximum number of teams is nine, and the total number of quarters in any sequence is twenty. Competition in any one of the sixteen markets can be severe or nonexistent. Differences between national and international opera​tions are highlighted by the impact of changing exchange rates and the un​stable political environment. These uncertainties require management to modify the normal practices of a stable national operation.

Other variations possible in international operations include a type of transfer pricing, shifting profits to minimize tax liabilities, predatory pricing and, with willing teams, the development of a xe "Cartel"cartel. The broker option allows quick market entry to undercut a competitor who may become a bit too greedy.

Experience has identified a wide-ranging list of benefits gained by managers. The most significant benefit is learning how to make good management decisions. This benefit occurs because each quarter managers are forced to recognize the existence and consequences of trade-offs. Perhaps of equal value is a recognition that decisions must be made despite time pressure and inadequate knowledge under conditions of uncertainty. Depending on team organization, a third major benefit can be learning a process of arriving at a single decision within a group that holds, sometimes adamantly, different opinions.

When managers go abroad, they are faced with a new cultural and legal environment. TIMS provides this pragmatic experience with a new culture when team members reflect different cultures.

Managers get a vicarious experience with different economic and legal environments because the simulation conditions are different from the world each manger knows. Following established practices learned in the US market can spell trouble if managers try to transfer these practices abroad.

In the simulation, failure to see the need for different approaches will cause financial losses. Simulation losses are preferable to real losses if this is the price of recognizing the importance of cultural and economic differences.

The simulation and all of the support programsxe "Support Programs:Menu Driven" are menu driven. The simulation coordinator has a Master Menu, which calls 4 group menus. Each group has five sub menus which perform the tasks of running the simulation, viewing the results, printing the output, performing utility functions and accessing support programs. The coordinator menu prepares disks for the participants.

Each simulation company has a disk which provides a menu driven input for team decisions. The Team Disk menu has four sub menus to make and check decisions, view results, print results and perform utility and support functions. Section 5.11.2. explains an optional menu to be used by teams which have access to a hard disk. Please remember that the original disk is the ONLY disk that can be returned with decisions while you can make copies of the disk for practice input decisions MUST be made on the original.
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PRIVATE 
2.
Simulation Variablestc  \l 1 "2.
Simulation Variables"
PRIVATE 
2.1.
Non-controllable Variablestc  \l 2 "2.1.
Non-controllable Variables"
Three types of variables affect the decisions and outcomes of the simulation: non-controllable, semi-controllable and controllable. Because many of the variables are interactive, it is not possible to make accurate predictions of outcomes. Often the results of decisions by one team are significantly different from projections because of unanticipated competitor strategy, competitor error, team error, occurrence of a random political event or a reasonable, albeit false assumption about the environment.

PRIVATE 
2.1.1.
Political Stability Indextc  \l 3 "2.1.1.
Political Stability Index"

xe "Political stability:Examples of frequency"
Each of the sixteen countries in the simulation were assigned a degree of relative political stability calculated. The results were incorporated in a four state classification: stability, unrest, war, and nationalization. The probability of each state occurring is based on past history. The stable state has a high probability of occurring while nationalization has a low probability of occurring in the developed countries. The probabilities of unrest, war, or nationalization are higher for the less developed countries. A random number generator determines the state of political stability for each country in each quarter.


PRIVATE 
Table 2.1 -  Political Stability by Countrytc  \f O  \l 9 "Table 2.1 -  Political Stability by Country"
The number of times each political state occurred,

by country, in two 14 quarter tests


S = Stable, U = Unrest, W = War, N = Nationalized


Test 1
Test 2


-----------------------
-----------------------


Country



Code
S
U
W
E
S
U
W
E


-------
-----
-----
-----
-----
-----
-----
-----
-----


US
14
0
0
---
11
3
0
---


AG
 7
7
0
---
11
3
0
---


AU
14
0
0
---
12
2
0
---


BZ
12
2
0
---
 6
2
0
QTR 9


CA
 9
3
0
QTR 13
12
2
0
---


FR
12
1
1
---
 9
4
1
---


GM
12
1
1
---
13
1
0
---


GN
 9
5
0
---
12
2
0
---


IR
11
3
0
---
 7
2
0
QTR 10


JP
10
4
0
---
11
3
0
---


NI
10
3
1
---
10
4
0
---


PH
 8
0
0
QTR 9
12
2
0
---


SP
11
3
0
---
13
1
0
---


     SW
14
0
0
---
13
1
0
---


UK
12
2
0
---
13
1
0
---


VE
 9
5
0
---
 8
4
2
---

Table 2.1 shows the number of times each political state occurred, by country, in two 14 quarter tests. The range of difference can be seen by comparing the two results for any country.

Political stabilityxe "Political stability:Effect on market size" is important because it affects the size of the market, and to a lesser extent, the exchange rate. In a stable condition the market size determined by other factors is then multiplied by 1.0 (not affected). In unrest, the market size is reduced by multiplying the normal market by 70%. In war the market is 40% times the normal market. When nationalization occurs there are no sales.

The first three conditions, stable, unrest and war, hold only for one quarter of play. Each quarter the random number generator identifies the political stability anew for each country. The political state in one quarter has no affect on the succeeding quarter. Section 6.2 has examples of the frequency of political instability in Argentina.

Nationalizationxe "Expropriation" will not occur prior to quarter 5. Nationalization may occur once in quarters 5 ‑ 8, once in quarters 9 ‑ 12, and once in quarters 13 ‑ 16. Nationalization cannot occur in quarters 17‑20. No more than three nationalizations will occur in twenty quarters of play. When nationalization occurs the market is reduced to zero, and no activity is permitted in that country for the remainder of the simulation. Compensation for assets nationalized is handled as follows:

PRIVATE 
Export Mode:tc  \l 5 "Export Mode\:"

xe "Expropriation:Export mode"  The manufacturing parent, in the quarter of nationalization, collects the balance due on export accounts receivable. The inventory value (production cost) of the unsold export units is paid to the parent manufacturer in the quarter following nationalization.

PRIVATE 
Other Operations:tc  \l 5 "Other Operations\:"

xe "Expropriation:Other operations"  (Assume Brazil is nationalized)

In the quarter of nationalization:

1.
All decisions by BZ will be canceled.

2.
Transfers of goods or money from other countries to BZ will be cancelled.

3.
Goods shipped from BZ in the quarter prior to nationalization will arrive and payment will be sent to BZ by the receiver.

4.
Goods shipped to BZ in the quarter prior to nationalization will arrive and the payment sent to the shipper by BZ.

5.
The intercompany loans to BZ will be revalued and the exchange gain or loss recorded on BZ books.

6.
The values on BZ's books at the end of the quarter of nationalization are the basis for calculation of the money BZ will have available for full or partial repayment.

In the quarter following nationalization:

1. 
Brazil's assets are converted to cash. Any intercompany loans out will be collected even if the collection forces the borrower to obtain overdrafts to repay the debt.

2.
Payments are made in the following order:



Repay accounts payable, overdrafts and local long term loans. If cash is insufficient, Brazil absorbs the loss, and all intercompany loans to BZ are written off against retained earnings of the lender.



If cash is available after paying local debt, intercompany loans to BZ are repaid. If the cash is insufficient to repay the total intercompany loans the available cash will be prorated among the lenders. Any unpaid amount will be written off against retained earnings in the lending countries. If money is avai​lable after all debt has been repaid, the balance will be sent to the United States.



A team can anticipate the proceeds from nationalization and, in the quarter following nationalization, send the anticipated money to another country to solve any cash shortages or capacity losses caused by the nationalization.

PRIVATE 
2.1.2.
General Price Indextc  \l 3 "2.1.2.
General Price Index"
xe "Price index"The index reflects the inflation rate for each country and is used in determining the market size and the exchange rate. The General Price Index (GPI) in the International News Bulletin is 1.000 in quarter zero. It is compounded each quarter. The average expected inflation rate is shown in Table 6.6.

PRIVATE 
2.1.3.
Economic Indextc  \l 3 "2.1.3.
Economic Index"

xe "Economic index: "
xe "Economic index: "This index represents the economic growth rate for each country, and like the political stability and general price index, is used to determine the size of the market and the exchange rate. The rate is 1.000 in quarter zero and is compounded each quarter. The expected average rate is shown in Table 6.6.

PRIVATE 
2.1.4.
Exchange Ratetc  \l 3 "2.1.4.
Exchange Rate"

xe "Economic index: "
xe "Exchange rate: "The exchange rates of each country fluctuate against the US dollar, which remains constant at 1.00. As the general price index increases in a country, the currency of that country generally devalues, however, the amount of devaluation is not directly proportional to the changes in the G.P.I. A currency may revalue even with a minor increase in the G.P.I.

PRIVATE 
2.1.5.
Market Sizetc  \l 3 "2.1.5.
Market Size"
xe "Market size"
As new teams enter a country, the basic market size (Table 6.5) increases, but at a decreasing rate. The best indication of the actual market size is the Summary of Unit Sales. At any given quarter it shows the actual market size under the existing conditions. The units available are a function of the number of teams in the market, their modes, and their prices.

The total market in a country will also vary because of local competition. Each country has a local price (Table 6.5) whichxe "Local price" represents a phantom competitor who holds a given market share in addition to the market share held by the MNC's. As the average price of all teams goes below the local price, the unit sales of foreign firms increase at the expense of the local firms. As the average price of all teams goes above the local price, the unit sales of local firms increase at the expense of the foreign companies in the market.

The number of units that shift between the basic market of foreign and local companies will vary according to the deviation between the average price and local price.

PRIVATE 
2.1.6.
Market Sharetc  \l 3 "2.1.6.
Market Share"
xe "Market share:Price impact"

xe "Market share:Advertising impact"
The market share obtained by each competing team is a function of the xe "Market share:mode"mode of operations, the local price, advertising effectiveness,and the decision variables of the team's price as a percentage of average price and a team's percentage share of the total advertising.

With the same product cost, price and advertising, a manufacturer competing with a large sales office, will gain an approximate 5.2% larger  market share. The large sales office has a 5.5% advantage over the small sales office which has a 5.8% advantage over the exporter.

Considering only the price and advertising impact on market share, the ratios will range between 90:10 and 70:30. The share created by price is added to the share created by advertising to give a total market share percent. This percentage is applied to the basic market which has been adjusted for the number of teams, mode, local price, G.P.I. and the economic index.

The basic market does not change, but because of the several variables, the size of the market in a country may increase or decrease each quarter as buyers respond to prices below local prices, or postpone purchases because of prices above local prices.

PRIVATE 
2.1.7.
Bad Debtstc  \l 3 "2.1.7.
Bad Debts"
xe "Bad debts"
Each quarter one percent of sales are written off as bad debts against the income of all selling units except export agents.

PRIVATE 
2.1.8.
Accounts Receivabletc  \l 3 "2.1.8.
Accounts Receivable"
xe "Accounts receivable:Bad debt percent"
For a manufacturing unit or a sales office, 60% of each quarter's local sales are paid in cash, 1 percent are written off as bad debts, and 39% are added to accounts receivable to be collected in the following quarter. The parent company of an export agent receives 83.6% of export sales in cash and 16.4% of export sales are added to accounts receivable. Export receivables, carried on the manufacturer's books, will not be liquidated when financial limits are exceeded. Accounts receivable balances will fluctuate with sales volume and will be reduced or eliminated if debt ratios exceed limits.

PRIVATE 
2.1.9.
Accounts Payabletc  \l 3 "2.1.9.
Accounts Payable"
xe "Accounts payable"
Local interest payable, the income tax payable, 25% of production costs and a portion of selling and administrative expenses are included in accounts payable each quarter and paid the following quarter. The payable balance will fluctuate significantly if there is a large change in sales volume, debt, production or production capacity.

PRIVATE 
2.2.
Semi-controllable Variablestc  \l 2 "2.2.
Semi-controllable Variables"
The variables listed in this section are subject to limiting parameters, but within these limits participants may derive advantage.

PRIVATE 
2.2.1.
Tariffstc  \l 3 "2.2.1.
Tariffs"
xe "Accounts payable"

xe "Tariff :Incurred in the receiving country"
Tariffs are constant throughout all quarters, and are applied according to the rates listed in Table 6.3. The rates apply to the total of manufactur​ing cost plus a 21% margin on cost, plus freight expense. In the case of an export shipment, the 21% is not included. Tariff cost is incurred in the receiving country, expressed in local currency, and expensed in the quarter of arrivalxe "Tariff:Expensed in the quarter of arrival".

PRIVATE 
2.2.2.
Freighttc  \l 3 "2.2.2.
Freight"
Freight rates are constant for all quartersxe "Freight:Rates constant for all quarters". The "real" cost changes with exchange rates, because the freight rates are not affected by inflation. This means that a freight cost of $60 in quarter 1 may be reduced to $5 in quarter 10 due to currency devaluation. The rates are applied according to the rate structure shown in the freight tables, Tables 6.4A and 6.4B. Shipments require one quarter for arrival.

The freight cost is paid by the shipper xe "Freight:Paid by the shipper"in the quarter shipped and carried as goods in transit. The freight costs are recovered from  the receiver in the quarter the goods arrive.

The receiving company charges the entire freight and tariff to expense in the period the goods are received, even if no units are sold. Freight and tariff are considered a "period cost"xe "Freight:Considered a period cost" and therefore not included as part of the inventory value.

PRIVATE 
2.2.3.
Interesttc  \l 3 "2.2.3.
Interest"
xe "Interest:Loan rates"
Quarterly interest rates are the annual rates divided by 4. Overdraft, long term and intercompany loan rates are constant for all quarters. Rates for overdrafts are 25% to 45% higher than long term rates. Overdraft and long term interest is charged to expense in the period incurred and added to accounts payable each quarter. Decisions to borrow or repay money are assumed to take effect at the beginning of a quarter.

Interest on intercompany loans is charged on the closing balance at 1.2 times the long term rate prevailing in the lender's country. The closing balance of the intercompany loan on the borrower's statements will vary each quarter, as the loan is revalued every quarter to adjust for exchange gains and losses. Interest is computed on the revalued amount of the loan and paid to the lender. The intercompany interest expense can increase significantly each quarter if the borrower is a country with a rapidly devaluing currency.

PRIVATE 
2.2.4.
Overdraftstc  \l 3 "2.2.4.
Overdrafts"
xe "Overdrafts  :Occur automatically"
Overdrafts occur automatically. If the cash balance is negative at the end of a quarter, the cash balance is reduced to zero and the negative balance goes to the overdraft account. To "pay" an overdraft, money must be earned in profit, borrowed long term or sent from another country. A positive or negative balance is calculated at the end of each quarter.

PRIVATE 
2.2.5.
Taxestc  \l 3 "2.2.5.
Taxes"
xe "Taxes:Export earning taxed at parent rate"
xe "Export agent:Earnings taxed at parent company rate"Rates are constant, and except for an export agency, profits are taxed in the country where the profit is earned. Profit from an exporter is included in the earnings of the parent manufacturer and taxed at that country's rates. Net losses are carried forward indefinitely and the unit will pay no taxes until the total accumulated loss has been offset by profits. A negative balance in retained earnings normally indicates the extent of the loss carried forward.

PRIVATE 
2.2.6.
Inventorytc  \l 3 "2.2.6.
Inventory"
xe "Cost:Average inventory cost"
Inventory carrying costsxe "Inventory:Carrying cost" are based on fixed and variable rates, which do not vary with the general price index. The approximate base unit carrying cost is $.80. The inventory carrying costs per unit increase with the number of units stored. The normal unit cost range will be as low as $.80 or as high as $1.50.

Inventory charges are incurred and paid at the end of each quarter. Inventory values are calculated on a weighted moving average, which is a function of the opening inventory value, the value of goods received, the value of goods shipped and current production costs.

PRIVATE 
2.2.7.
Goods Available For Saletc  \l 3 "2.2.7.
Goods Available For Sale"
xe "Goods available:Increased by forced purchase if necessary"
For a manufacturer, goods available for sale in any one quarter are limited to the inventory on hand plus 50% of production, plus transfers in, less transfers out. For sales offices and export agents the inventory on hand, plus units received, are available for sale.

In each country, the unit market share for each team xe "Market share :Share purchased must be sold"is determined by a complex formula. This unit share must be sold. Goods available are therefore increased by forced purchases until the sales demand is satisfied. The purchases are made automatically from the local producer at 85% of the local sales price.

PRIVATE 
2.2.8.
Selling and Administrative Expensetc  \l 3 "2.2.8.
Selling and Administrative Expense"
xe "Selling and administrative expense:Components included"
These expenses are divided into two basic components: a fixed cost, which varies with the type of operation, and a variable cost, which varies with sales (Table 6.9). The fixed cost is lowest for an exporting operation, larger for a sales office and the highest for a manufacturing unit. In the case of variable costs, the reverse is true. The variable costs are computed as a percentage of sales, with the lowest rate for the manufacturer ‑ 10%, and the highest for an export operation ‑ 18%. Considering only variable selling expenses, a high sales volume suggests that a manufacturing mode of operation may be the most cost efficient, whereas it may be better to export if sales are expected to be small.

Other items of selling and administrative expense are 1% of sales for bad debts, 21% of the production costs of units transferred in, and 15% of any accounts receivable or investments liquidated.

PRIVATE 
2.2.9.
Goods in Transit - Transfers Outtc  \l 3 "2.2.9.
Goods in Transit - Transfers Out"
xe "Goods in transit"

xe "Transfers out"
Shipmentsxe "Shipments:Costs included" xe "Shipments :Shown as in transit or as export inventory"are shown either as Goods in Transit or Export Inventory in the quarter shipped. In the following quarter, when the goods arrive, the value in the Goods in Transit account is transferred to the Intercompany Transfer Out account (income) and Transfers Out account (cost) on the income statement. The income account includes the 21% intercompany margin and the cost account includes the 10% cost of shipping the goods. The result is a net 11% transfer price margin.

PRIVATE 
2.3.
Controllable Variablestc  \l 2 "2.3.
Controllable Variables"
The variables listed in this section are subject only to the policies, tactics and decisions of the participants.

PRIVATE 
2.3.1.
Productiontc  \l 3 "2.3.1.
Production"
xe "Production "
Production is limited to plant capacity, which normally ranges from 9,999 units to 300,000 units, although smaller or larger capacities are permissible. Capacity can be expanded in any quarter. Half of all goods produced are available for sale during the quarter in which they are produced and the other half goes to inventory, available for sale in the following quarter.

The investment cost per unit of productive capacity is the same for both a new plant xe "Plant :Cost per unit"

xe "Plant :Capacity"and additional capacity in a country, although the cost does vary among countries (Table 6.7). The plant construction cost is affected by inflation, i.e., a plant investment in quarter 5 would be the quarter zero cost times the general price index in quarter 5.

Construction of a new plant takes two quarters, with the plant ready for production at the beginning of the third quarter. However, additional capacity can be added to an existing plant in just one quarter. The construction sequences for new and additional plant xe "Plant:Construction time"capacity are shown in Tables 2.2 and 2.3.


PRIVATE 
Table 2.2 -  New Plant Construction Sequencetc  \f O  \l 9 "Table 2.2 -  New Plant Construction Sequence"
Quarter X
Start new construction: 50% payment on construction will be shown as Capital in Progress on the Balance Sheet at end of the quarter.

Quarter X+1
Complete new construction: total construction cost will be shown as Capital in Progress on the Balance Sheet at end of the quarter.

Quarter X+2
Newly constructed plant capacity available for production. Depreciation Begins. Capital in Progress is transferred to Plant and Equipment on the Balance sheet at the end of the quarter.


PRIVATE 
Table 2.3 - Existing Plant Expansion Construction Sequencetc  \f O  \l 9 "Table 2.3 -  Existing Plant Expansion Construction Sequence"
Quarter X
Start and complete construction: 100% payment on construction will be shown as Capital in Progress on Balance Sheet at end of quarter.

Quarter X+1
Additional plant capacity available for production. Depreciation Begins. Capital in Progress is transferred to Plant and Equipment on the Balance sheet at the end of the quarter.

It is possible to begin new plant construction in quarter 1 (e.g. 1 unit) and add capacity in quarter 2 (e.g. 29,998 units) and have both decisions complete in quarter 3 ‑ in this case 29,999 units available for production. This procedure minimizes the cash drain in quarter 1 by postponing payment for some of the capacity to quarter 2. The added capacity in quarter 2 will be at a higher cost per unit because of inflation.

xe "Cost:Average unit cost"
Productxe "Product:Average unit cost" cost is divided into three components: fixed cost (Table 6.8), variable cost (Table 6.7) and depreciation. Variable costs increase with the general price index, while fixed costs increase by one‑half the general price index. All plants are depreciated at the rate of 2.5% of the balance in the Plant and Equipment account per quarter. Depreciation charges begin during the quarter the plant begins operations.

The current production costs are added to inventory costs and cost of units shipped in to get an average unit cost. The average unit cost is then applied to the income statement and inventory according to sold and unsold units. This average unit cost can be determined by dividing the local inventory value by the local inventory units.

If production xe "Production :Cost for zero production"is zero in any one quarter (i.e., the plant is shut down) depreciation will not be charged. However, the total fixed manufacturing costs, increased by one‑half the current GPI, will be added to the plant and equipment account (capitalized) and future depreciation will be 2.5% of the increased amount when production resumes. The fixed manufacturing cost will also be paid in cash.

PRIVATE 
2.3.2.
Pricetc  \l 3 "2.3.2.
Price"
xe "Price:Impact on contribution"

xe "Cost:Cannot sell below average cost"

xe "Price :Impact on share"

xe "Price :Average price computation"
Price impact on market share is a function of the team price as a percentage of average price. Average price is an average of the local price and team prices that are less than 131% of local price. Team prices below production cost will be raised to production cost before averaging. Each team's price is then compared to the average price to compute a share impact.

A company cannot sell below its average cost. The simulation will automatically substitute average cost, or production cost, as the sales price if the team decision reflects a lower price. There is no upper limit on price, however demand becomes very elastic if a team price is significantly above or below the average price in a country. Prices below 80% of average price normally produce a decreasing total contribution. Depending upon the country, prices above 121% of average price have small or zero unit sales.

Using the data in Tables 2.4, 2.5 and 2.6, and the related graphs, review the impact of price on unit sales, market share and total contribution. Note the point of maximum contribution as the spread below and above average price widens.

Price strategies will be affected by anticipated share of advertising expenditure, units available, degree of monopoly, product cost, competitive prices, volume strategies and courage.

xe "Contribution:Price impact"In Table 2.4, as prices increase from 96 to 104 percent of average pricexe "Price:Percent of average price", there is a constant decrease in total contribution. In Table 2.5, as prices increase from 75 to 125 percent of average price, total contribution increases until the percent of average price is between 90 and 100 percent of average, and then decreases to zero near 125 percent of average price. Table 2.6 shows a more exaggerated curve when prices are between 81 and 115 percent of average price, and the highest total contribution is at approximately 96 percent of average price.

To maximize total contribution a team must anticipate the price spread, and guess the average price in order to set the team price at the appropriate percent of average price. The forecast program will allow experiments in forecasting.


PRIVATE 
Table 2.4 -  Price Impact on Unit Sales (8% spread)tc  \f O  \l 9 "Table 2.4 -  Price Impact on Unit Sales (8% spread)"
                                  MARKET          CONTRIBUTION                                         CONTRIBUTION    PERCENT OF   PERCENT OF

TEAM TEAM  TEAM    SHARE   UNITS    MARGIN          TOTAL               TEAM            AFTER             AVERAGE       TOTAL

NO.   MODE   PRICE     %        SALES   PER UNIT   CONTRIBUTION   ADVERTISING  ADVERTISING    PRICE    ADVERTISING

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑----------------

  1 M              1,121   12.67%  13,746      405.04      5,567,802                10,000       5,557,802               96.00%       11.11%

  2 M              1,133   12.24%  13,288      415.43      5,520,325                10,000       5,510,325               97.00%       11.11%

  3 M              1,145   11.84%  12,845      425.83      5,469,842                10,000       5,459,842               98.00%       11.11%

  4 M              1,156   11.45%  12,425      436.22      5,419,992                10,000       5,409,992               99.00%       11.11%

  5 M              1,168   11.11%  12,058      446.62      5,385,209                10,000       5,375,209              100.00%      11.11%

  6 M              1,180   10.77%  11,689      457.02      5,342,234                10,000       5,332,234              101.00%      11.11%

  7 M              1,191   10.38%  11,269      467.41      5,267,176                10,000       5,257,176              102.00%      11.11%

  8 M              1,203     9.98%  10,826      477.81      5,172,627                10,000       5,162,627              103.00%      11.11%

  9 M              1,215     9.55%  10,367      488.20      5,061,406                10,000       5,051,406              104.00%      11.11%

                                                ‑‑‑‑‑‑‑                       ‑‑‑‑‑‑‑‑‑‑‑                ‑‑‑‑‑‑‑‑     ‑‑‑‑‑‑‑‑‑‑‑                                 ‑‑‑‑‑‑‑‑

                 TOTAL‑‑‑>             108,514                     48,206,612                90,000     48,116,612                                100.00%

         COUNTRY = FR    QUARTER = 3            AVERAGE PRICE =      1,168    TOTAL ADVERTISING          90,000
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xe "Contribution:Price impact"
PRIVATE 
Table 2.5 -  Price Impact on Unit Sales (50% spread)tc  \f O  \l 9 "Table 2.5 -  Price Impact on Unit Sales (50% spread)"
TEAM                   MARKET         CONTRIBUTION                                         CONTRIBUTION   PERCENT OF   PERCENT OF

 AND     TEAM      SHARE  UNITS    MARGIN       TOTAL                TEAM            AFTER              AVERAGE       TOTAL

MODE   PRICE       %        SALES   PER UNIT   CONTRIBUTION  ADVERTISING  ADVERTISING    PRICE     ADVERTISING

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

1 M         876      22.80%   24,740  186.74        4,619,868                 10,000         4,609,868      75.00%        11.11%

2 M         934      20.25%   21,979   238.72       5,246,789                 10,000         5,236,789      80.00%        11.11%

3 M         993     17.77%    19,288  290.69        5,606,777                 10,000         5,596,777      85.00%        11.11%

4 M       1051     15.38%    16,686  342.67        5,717,764                 10,000         5,707,764      90.00%        11.11%

5 M       1168     11.11%    12,058  446.62        5,385,294                 10,000         5,375,294     100.00%       11.11%

6 M       1285       6.84%      7,428  550.57        4,089,855                 10,000         4,079,855     110.00%       11.11%

7 M       1343       4.45%      4,827  602.55        2,908,263                 10,000         2,898,263     115.00%       11.11%

8 M       1402       1.97%      2,135  654.52       1,397,421                  10,000         1,387,421     120.00%       11.11%

9 M       1460       0.00%         0     706.59             0                          10,000            (10,000)    125.01%        11.11%

                         ‑‑‑‑‑‑‑‑              --‑‑‑‑‑‑‑‑‑

               TOTAL‑‑>   109,140               34,972,031

    COUNTRY = FR    QUARTER 3      AVERAGE PRICE       1,168       TOTAL ADVERTISING       90,000
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xe "Contribution:Price impact"
PRIVATE 
Table 2.6 -  Price Impact on Unit Sales (33% spread)tc  \f O  \l 9 "Table 2.6 -  Price Impact on Unit Sales (33% spread)"

WITH AN AVERAGE PRICE BELOW LOCAL PRICE

                   MARKET           CONTRIBUTION                            CONTRIBUTION PERCENT OF   PERCENT OF

TEAM TEAM  TEAM    SHARE      UNITS    MARGIN          TOTAL       TEAM         AFTER     AVERAGE     TOTAL

NO.  MODE  PRICE     %        SALES   PER UNIT     CONTRIBUTION ADVERTISING  ADVERTISING    PRICE    ADVERTISING

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

  1 M        850    19.39%   21,115      168.00      3,547,278      10,000     3,537,278       81.73%     11.11%

  2 M        900    17.03%   18,543      212.50      3,940,445      10,000     3,930,445       86.54%     11.11%

  3 M        950    14.75%   16,064      257.00      4,128,413      10,000     4,118,413       91.34%     11.11%

  4 M      1,000    12.60%   13,726      301.50      4,138,279      10,000     4,128,279       96.15%     11.11%

  5 M      1,041    11.09%   12,073      337.99      4,080,696      10,000     4,070,696      100.09%     11.11%

  6 M      1,075     9.83%   10,700      368.25      3,940,353      10,000     3,930,353      103.36%     11.11%

  7 M      1,100     8.78%    9,566      390.50      3,735,500      10,000     3,725,500      105.77%     11.11%

  8 M      1,150     6.58%    7,162      435.00      3,115,485      10,000     3,105,485      110.57%     11.11%

  9 M      1,175     5.43%    5,914      457.25      2,704,111      10,000     2,694,111      112.98%     11.11%

                            ‑‑‑‑‑‑‑                ‑‑‑‑‑‑‑‑‑‑‑    ‑‑‑‑‑‑‑‑   ‑‑‑‑‑‑‑‑‑‑‑                ‑‑‑‑‑‑‑‑

                 TOTAL‑‑‑>  114,863                 33,330,562      90,000    33,240,562                 100.00%

COUNTRY  FR

QTR    3                                        AVERAGE PRICE =      1,040    TOTAL ADVERTISING          90,000
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PRIVATE 
2.3.3.
Advertisingtc  \l 3 "2.3.3.
Advertising"
xe "Advertising:Impact on unit sales"
Effectiveness of advertising correlates inversely with levels of economic development. Advertising does not affect the basic market ‑ only the market share. The effect of advertising is not cumulative.

The market share component to be determined by advertising ranges from 10 to 30 percent. The lower the degree of economic development the larger the size of the component. The team advertising as a percent of total advertising determines how much of the component a team receives.

If advertising expenditure is zero, sales will be based on price only. The 10 to 30 percent of the market share will not be shared by a team that has zero advertising in a country.

With only one team in a country, advertising of $100 is as effective as $1,000,000 in gaining the 10 to 30 percent component available to advertisers.

Advertising impact on unit sales is a function of team advertising as a percent of total advertising in a country. In Tables 2.7, 2.8 and 2.9, the percent of total advertising is the same, and therefore, the units sold and total contribution amounts before advertising are also the same. The only variable is the amount of advertising. Total contribution amounts after advertising show clearly that, at some point, advertising amounts do not generate enough unit sales to pay for the advertising cost.

As teams increase advertising amounts to maintain a certain percent of total advertising, the total contribution after advertising declines. In Figure 4, the increased amounts of advertising causes total contribution after advertising to increase at an increasing rate until the average level is reached. Thereafter the total contribution after advertising increases at a decreasing rate. Table 2.9 shows a position where advertising expenditures are decreasing profit.

The dilemma in an oligopolistic industry xe "Advertising:Dilemma in an oligopolistic industry"is that any team with an above average share of advertising, at a low dollar level, gains an advantage. This is why all teams are tempted to try for a greater than average percent. The fact that all teams try, will automatically push the total advertising to the point where no team has a positive benefit from advertising. Unfortunately, any team that cuts back on advertising risks a lower percent of total, and possibly a worse profit position. In real world terms, this result is not automatic because the quality of advertising is a factor.

xe "Contribution:Advertising impact"
PRIVATE 
Table 2.7 -  Advertising Impact on Unit Sales ($1,000 increments)tc  \f O  \l 9 "Table 2.7 -  Advertising Impact on Unit Sales ($1,000 increments)"
                                  MARKET          CONTRIBUTION                                                   CONTRIBUTION    PERCENT OF       PERCENT OF

TEAM TEAM  TEAM    SHARE  UNITS    MARGIN          TOTAL            TEAM                    AFTER               AVERAGE               TOTAL

NO.   MODE  PRICE     %        SALES   PER UNIT   CONTRIBUTION  ADVERTISING    ADVERTISING           PRICE            ADVERTISING

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑------------------------------- ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

  1 M            1,168    10.14%  11,006   446.62          4,915,588                  0                   4,915,588              100.00%               0.00%

  2 M            1,168    10.36%  11,246   446.62          5,022,713               1,000                5,021,713             100.00%              2.78%

  3 M            1,168    10.59%  11,494   446.62          5,133,545               2,000                5,131,545             100.00%              5.56%

  4 M            1,168    10.83% 11,756    446.62          5,250,346               3,000                5,247,346             100.00%               8.33%

  5 M            1,168    11.11% 12,058    446.62          5,385,209               4,000                5,381,209             100.00%             11.11%

  6 M            1,168    11.39% 12,360    446.62          5,520,072               5,000               5,515,072              100.00%             13.89%

  7 M            1,168    11.63% 12,62      446.62          5,636,873               6,000               5,630,873              100.00%             16.67%

  8 M            1,168    11.86% 12,869    446.62          5,747,705               7,000               5,740,705              100.00%             19.44%

  9 M            1,168    12.08% 13,109    446.62          5,854,830               8,000               5,846,830              100.00%             22.22%

                                              ‑‑‑‑‑‑‑                         ‑‑‑‑‑‑‑‑‑‑‑            ‑‑‑‑‑‑‑‑               ‑‑‑‑‑‑‑‑‑‑‑                                       ‑‑‑‑‑‑‑‑

                 TOTAL‑‑‑>           108,519                       48,466,881            36,000              48,430,881                                       100.00%

         COUNTRY = FR    QUARTER = 3            AVERAGE PRICE =      1,168    TOTAL ADVERTISING          36,000
[image: image9.wmf]

xe "Contribution:Advertising impact"
PRIVATE 
Table 2.8 -  Advertising Impact on Unit Sales ($100,000 increments)tc  \f O  \l 9 "Table 2.8 -  Advertising Impact on Unit Sales ($100,000 increments)"
                                  MARKET        ONTRIBUTION                                                  CONTRIBUTION     PERCENT OF   PERCENT OF

TEAM TEAM  TEAM    SHARE  UNITS    MARGIN          TOTAL                 TEAM               AFTER          AVERAGE            TOTAL

NO.  MODE  PRICE     %        SALES   PER UNIT     CONTRIBUTION ADVERTISING  ADVERTISING      PRICE            ADVERTISING

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑----------------------‑‑‑

  1 M           1,168    10.14%   11,006      446.62         4,915,588                 0                  4,915,588         100.00%              0.00%

  2 M           1,168    10.36%   11,246      446.62         5,022,713           100,000             4,922,713         100.00%              2.78%

  3 M           1,168    10.59%   11,494      446.62         5,133,545          200,000              4,933,545         100.00%              5.56%

  4 M           1,168    10.83%   11,756      446.62         5,250,346          300,000              4,950,346         100.00%              8.33%

  5 M           1,168    11.11%   12,058      446.62         5,385,209          400,000              4,985,209         100.00%             11.11%

  6 M           1,168    11.39%   12,360      446.62         5,520,072          500,000              5,020,072         100.00%             13.89%

  7 M           1,168    11.63%   12,621      446.62         5,636,873          600,000              5,036,873         100.00%             16.67%

  8 M           1,168    11.86%   12,869      446.62         5,747,705          700,000              5,047,705         100.00%             19.44%

  9 M           1,168    12.08%   13,109      446.62         5,854,830          800,000              5,054,830         100.00%              22.22%

                                               ‑‑‑‑‑‑‑                         ‑‑‑‑‑‑‑‑‑‑‑          ‑‑‑‑‑‑‑‑               ‑‑‑‑‑‑‑‑‑‑‑                                    ‑‑‑‑‑‑‑‑

                 TOTAL‑‑‑>           108,519                        48,466,881       3,600,000              44,866,881                                 100.00%

         COUNTRY = FR    QUARTER = 3            AVERAGE PRICE =      1,168    TOTAL ADVERTISING       3,600,000



xe "Contribution:Advertising impact"
PRIVATE 
Table 2.9 -  Advertising Impact on Unit Sales ($200,000 increments)tc  \f O  \l 9 "Table 2.9 -  Advertising Impact on Unit Sales ($200,000 increments)"
                                  MARKET         CONTRIBUTION                                            CONTRIBUTION      PERCENT OF   PERCENT OF

TEAM TEAM  TEAM    SHARE  UNITS   MARGIN          TOTAL                  TEAM         AFTER               AVERAGE           TOTAL

NO.  MODE  PRICE     %        SALES   PER UNIT     CONTRIBUTION ADVERTISING  ADVERTISING      PRICE           ADVERTISING

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑---------------------‑‑

  1 M            1,168    10.14%   11,006  446.62             4,915,588               0                 4,915,588          100.00%               0.00%

  2 M            1,168    10.36%   11,246  446.62             5,022,713         200,000            4,822,713          100.00%               2.78%

  3 M            1,168    10.59%   11,494  446.62             5,133,545         400,000            4,733,545          100.00%               5.56%

  4 M            1,168    10.83%   11,756  446.62             5,250,346         600,000            4,650,346          100.00%               8.33%

  5 M            1,168    11.11%   12,058  446.62             5,385,209         800,000            4,585,209          100.00%             11.11%

  6 M           1,168     11.39%   12,360 446.62              5,520,072       1,000,000           4,520,072          100.00%             13.89%

  7 M           1,168    11.63%   12,621  446.62              5,636,873       1,200,000           4,436,873          100.00%             16.67%

  8 M           1,168    11.86%   12,869  446.62              5,747,705       1,400,000           4,347,705          100.00%             19.44%

  9 M           1,168    12.08%   13,109  446.62              5,854,830      1,600,000            4,254,830          100.00%              22.22%

                                               ‑‑‑‑‑‑‑                          ‑‑‑‑‑‑‑‑‑‑‑         ‑‑‑‑‑‑‑‑             ‑‑‑‑‑‑‑‑‑‑‑                                     ‑‑‑‑‑‑‑‑

                 TOTAL‑‑‑>            108,519                        48,466,881      7,200,000           41,266,881                                    100.00%

         COUNTRY = FR    QUARTER = 3            AVERAGE PRICE =      1,168    TOTAL ADVERTISING       7,200,000


PRIVATE 
2.3.4.
Financetc  \l 3 "2.3.4.
Finance"
xe "Finance :Reduction of liabilities may cause total asset decline"

xe "Finance :Automatic adjustments for overdrafts and long term loans"

xe "Finance :Borrowing constraints"

xe "Finance :Options"
To finance operations in the United States and abroad, each team can pursue the following options:

1.
Borrow in the U.S. and remit funds to foreign subsidiaries.

2.
Direct foreign subsidiaries (except export agents) to finance themselves in their local long term market.

3.
Direct foreign subsidiaries (except export agents) to borrow locally and remit the funds to other subsidiaries.

4.
Expand operations from existing capital and profits as opposed to more rapid expansion by borrowing.

5.
Any combination of the above.

Borrowing in the local long-term market is subject to constraints at both the beginning and end of the quarter. Except in quarter 1, the total long-term loan may not exceed 50% of the total assets, and the sum of the long term loan and overdraft may not exceed 70% of total assets. A long-term loan request will be limited to 50% of the beginning asset base, less any existing long term loan, at the beginning of any quarter. The beginning asset base will be the sum of the previous quarter total assets plus or minus adjustments for liquidation, nationalization, and any new or added plant construction. If the total of the existing long term loan and overdraft exceeds 70% of total assets, the long term loan request will not be granted.

At the end of the quarter, after all transactions have been recorded, the 50% and 70% restrictions are tested on the resulting total asset base. At this time, the simulation will automatically make adjustments between the overdraft and long term loan accounts in order to meet the constraints. For example, if a long-term loan is 55% of total assets at the end of the quarter, and the overdraft is 15%, then the combined constraint of 70% of total assets has been met. In order to meet the 50% constraint on the long term loan, the simulation will automatically transfer 5% from long term loan to the overdraft account. The overdraft will then be reduced by any cash available until cash is reduced to zero.

Reduction of overdrafts by reducing cash will cause the asset base to decline and thereby cause the long term loan to again exceed 50% of the asset base (even if the long term loan and overdraft accounts are below or above 70%).

Long term loans will again be transferred to overdrafts to meet the new 50% constraint. This process will continue until the 70% constraint has been met and either the overdraft has been paid or cash reduced to zero. If, after cash is reduced to zero, the combined long term loan and overdraft amount exceeds 70% of the new asset base, the overdrafts will be reduced by liquidation of current assets.

If all current assets xe "Assets :Liquidation sequence"

xe "Assets :Liquidated when constraints exceeded"are liquidated and the 70% constraint still not met, the team will simply be overextended at overdraft rates. Any current assets accumulated in future quarters may be used to reduce the overextended amount.

..

When the 70% constraint is exceeded, assets are liquidated in the following sequence until the restrictions are satisfied:

1.
Cash is reduced to zero.

2.
Total investments are sold at 85% of their book value and the proceeds transferred to the cash account, which is then used to reduce the overdraft until the two constraints are met.

3.
Accounts receivable are sold as needed, realizing only 85% of their book value. The cash received is then used to reduce the overdraft until the two constraints are met.

4.
Inventory is sold at book value, (average cost) as needed, and the cash received will reduce the overdraft until the two constraints are met.

If necessary, all current assets are liquidated. Intercompany loans out, capital in progress and plant and equipment are not liquidated.

There is an exception to the 50% and 70% limits. In quarter 1, local borrowing is allowed without an asset base up to the equivalent of US $10,000,000 for all countries except the United States. If the asset base in quarter 2 is only $4,000,000, then at the end of quarter 2, 50% of the asset base ($2,000,000) will remain in the long term loan account and the balance of the $10,000,000 loan from quarter 1 ($8,000,000) will be transferred to the overdraft account. Liquidation will occur if the 50% and 70% constraints are not met.

PRIVATE 
2.3.5.
Cashtc  \l 3 "2.3.5.
Cash"
xe "Cash :Transaction sequence"
Cash transactions are completed in the following order:

1.
Collect and pay intercompany loans and transfer any net proceeds to the United States in the second quarter of the nationalization routine when nationalization occurs.

2.
Collect and pay intercompany loans and transfer any net proceeds in the quarter of the liquidation routine when a team voluntarily liquidates an operation.

3.
Sell or make investments according to valid investment decisions entered.

4.
Borrow locally, which increases the cash available for step 5. Repayment of local loans does not reduce the cash available for intercompany loans.

5.
Process intercompany lending and repayment (limited to the cash available after transactions 1 - 4). Except for money circles (section 2.3.6.), cash transfers are limited to the cash available after step 4 above.

6.
Compute the final cash balance from operations, including payment for export inventory transferred among manufacturers.

The beginning cash balance may be increased or decreased by nationalization, and liquidation transactions. These amounts will not show on the statements, but will be available for use. The resulting balance will be increased by investments sold and reduced by any money invested. After step 3, the program calculates total assets, which will be used as a basis for the loan limits. The amount may be larger or smaller than the previous quarter's total assets because of the above transactions plus the value of new or added plant capacity.

PRIVATE 
2.3.6.
Intercompany Loanstc  \l 3 "2.3.6.
Intercompany Loans"
xe "Intercompany Loans :Circular transfers"

xe "Intercompany Loans :Change reflected as exchange gain or loss"

xe "Intercompany Loans :Revalued at beginning of each quarter"

xe "Intercompany Loans :Bilateral loans not permitted"

xe "Intercompany Loans :Occur in quarter decision is made"
A transfer of funds among countries can be made as loans or repayment of loans. The cash transfer occurs in the quarter the decision is made.

Any intercompany loan among subsidiaries is first considered as a repayment of an outstanding loan. If no outstanding loan exists, the loan is considered a loan to the receiving country. Assume AG borrows $2,000,000 from BZ. In a later quarter AG sends $1,000,000 to BZ. This amount will be considered as a partial repayment of the original $2,000,000 loan. BZ will receive $1,000,000 and the debt will be reduced. If AG sends $5,000,000 to BZ, the debt of AG will be cancelled and BZ will show a debt of $3,000,000 to AG. BZ will receive $5,000,000 in cash, reduce its $2,000,000 intercompany loan‑out to AG and create a $3,000,000 intercompany loan‑in from AG.

In making intercompany loans, bilateral loans are not permitted. You cannot send money from AG to BZ and BZ to AG in the same quarter. Also, the maximum permitted intercompany loan for any single decision is $100,000,000 or its equivalent in another currency.

The intercompany loans in are revalued at the beginning of each quarter. The liability is shown at the adjusted amount at the end of the quarter. Any change in the beginning and ending balance (other than additional borrowing or repayment) is reflected in the "Exchange Gain/Loss" accounts on the income statement and the Retained Earnings From Exchange section of the balance sheet. The adjustment maintains the value of the money provided by the lender.

Intercompany loans also permit, at some risk, the "creation" of money. A team may wish to increase its asset base in one or more countries with circular transfers. This is possible because intercompany loan transactions for all 16 countries are done simultaneously.

Consider the following:






COUNTRY A    



COUNTRY B    





A sends to B




B sends to C






$10,000,000




$10,000,000






Equivalent




Equivalent










   COUNTRY C








   C sends to A









   $10,000,000









   Equivalent

It is not necessary to have cash available for circular transfers. The money will be "created".

Because the intercompany loans increase the asset base of each country in the circle, it will be possible, in the following quarter, to borrow an additional $5,000,000 in each country in the circle and send it to a high interest country for investment in the following quarter, i.e., a two quarter delay.

A money circle may also be used to increase the asset base in order to increase the debt limit and prevent involuntary liquidation of cash, investments, receivables or inventory. A circular transfer of $10,000,000 will raise the debt limit by $7,000,000.

Intercompany loans xe "Intercompany loans :May increase asset base"

xe "Intercompany loans :Eliminated in consolidation process"are eliminated in the consolidation process and therefore do not affect the ROA used for calculation of the overall performance ranking. Intercompany interest cost does not appear on consolidated statements. However, intercompany interest will affect taxable income and may be used to create or reduce carry forward losses.

PRIVATE 
2.3.7.
Exchange Gain/Losstc  \l 3 "2.3.7.
Exchange Gain/Loss"
xe "Exchange gain/loss:Added to net income after tax"

xe "Exchange gain/loss:Represents revaluation of intercompany loans"
On individual country statements the exchange gain/loss shown in the income statement represents the quarterly revaluation of intercompany loans on the books of the borrower. The consolidated statement reflects the net gain or loss from foreign exchange in all countries.

In effect, the borrower receives a given amount of foreign currency and must repay the same amount. The debt is revalued each quarter and the difference in local currency required to "purchase" foreign exchange for the amount of the original debt equals the exchange gain or loss. Section 6.5 provides an example of foreign exchange calculation.

It is also important to recognize that exchange gains and losses have the effect of being non‑taxable. In computing the overall rank for each team, the exchange gain or loss is added to the net income after tax.

PRIVATE 
2.3.8.
Transfer of Goodstc  \l 3 "2.3.8.
Transfer of Goods"
xe "Shipments:Sender pays"

xe "Shipments:Receiver pays"

xe "Shipments:Transfer price"

xe "Shipments:Sent in the order listed - Export agents first"
The number of refrigerators that can be transferred is limited to a maximum of 999,999. For shipments to a manufacturer or sales office, the sender pays the cost of the goods, plus 10% of the cost, plus the freight, in the quarter the units are shipped. The 10% covers the cost of preparing the shipment. The sender is reimbursed by the receiver for the cost of the goods, plus 21% of the cost, plus the freight, in the quarter the goods are received.

The production cost of goods and freight on the goods are shown as Inventory in Transit in the quarter shipped. The original growth of inventory in transit causes a cash drain. Once a supply flow has been established, only the variations in goods in transit affect cash flows.

The 21% transfer price margin is not charged on shipments to exporters. When goods are sent to an export agent, the shipper (manufacturer‑parent) pays the cost of the units (added to Export Inventory) plus 10% of the cost plus the freight in the quarter shipped. Any tariff expense is charged to cost of goods sold in the quarter goods are received. The "reimbursement" comes through sales by the export agent, which are shown on the parent's books. Parent company cash is affected when export inventory fluctuates.

The shipping sequence is first to all export agents and then to others within the sequence. The goods available are shipped in the order listed on the decision sheets until the supply is exhausted.  Bilateral shipments are not allowed.

PRIVATE 
2.3.9.
Mode of Operationstc  \l 3 "2.3.9.
Mode of Operations"
xe "Mode :Options and functions"
In addition to having different fixed and variable costs, each mode of operations can perform different functions.

All modes of operation can conduct brokering, and all modes enter price and advertising decisions.

PRIVATE 
2.3.9.1.
Mode M - Manufacturing Facilitiestc  \l 4 "2.3.9.1.
Mode M - Manufacturing Facilities"
A manufacturing facility cannot change mode without liquidating the facility. Manufacturing facilities can also do the following:


(
ship refrigerators and / or money to a maximum of 6 other countries per quarter.


(
receive refrigerators and / or money from up to 15 other countries per quarter.


(
borrow or repay local debt


(
invest money in their own country at 90% of local long term rates.


(
create export agents by sending 1 unit of product to a country which is being entered for the first time, and which has 'E' as the mode.


(
transfer ownership of an existing export agency from one manufacturing parent to another by sending at least 1 unit of product from the new parent, and paying the existing manufacturing parent for the export inventory as well as any inventory in transit.

PRIVATE 
2.3.9.2.
Mode L or S - Large or Small Sales Officestc  \l 4 "2.3.9.2.
Mode L or S - Large or Small Sales Offices"
Sales offices can do the following:


(
send money to a maximum of 6 other countries per quarter.


(
receive money and / or goods from up to 15 countries per quarter.


(
switch mode from 'S' to 'L', from 'S' to 'M', from 'L' to 'S', and from 'L' to 'M'.

PRIVATE 
2.3.9.3.
Mode E - Export Agencytc  \l 4 "2.3.9.3.
Mode E - Export Agency"
Export agents can do the following:


(
receive units from only one manufacturing parent in any one quarter.


(
upgrade the mode to an 'S', 'L' or 'M'.

PRIVATE 
2.3.10.
Investmentstc  \l 3 "2.3.10.
Investments"
xe "Investments:Interest earned"

xe "Investments :Change in dollar value"

xe "Interest:Investment"
Manufacturing operations may invest excess cash in the local securities market at 90% of the local long term interest rates. Investments are bought or sold at the beginning of the quarter. Interest is paid on the ending balance. The amount is included in interest income.

In the consolidation process, the dollar value of the investments may rise or fall, depending upon the exchange rates of countries with manufacturing facilities.

PRIVATE 
2.3.11.
Capital in Progresstc  \l 3 "2.3.11.
Capital in Progress"
xe "Capital in progress"
Since the construction of a new plant and an addition to a plant takes two and one quarters respectively, the Capital in Progress account is used to accumulate the construction payments. In the quarter after construction is completed, the construction cost is transferred to the Plant and Equipment account and then subject to depreciation.

PRIVATE 
2.3.12.
Brokeringtc  \l 3 "2.3.12.
Brokering"
xe "Brokering:Avoids certain risks"

xe "Brokering :Involuntary"

xe "Brokering :Unit cost"

xe "Cost:Brokering"
International brokers often work on a "back‑to‑back" contract arrangement. In effect, with an agreed purchase price from a local manufacturer the broker finds buyers by offering an attractive price/ advertising combination. Having sold the units, the broker then closes the purchase contract and makes delivery. Much like many computer companies as appliance stores in brokering your company is buying a product from a local manufacturer and selling in under your label in that marketplace. This is profitable to the broker who obtains additional channels of distribution and your company that now has product to put through your existing infrastructure.

1.
If a team does not wish to accept certain political or exchange rate risks, it is possible for that team to enter a country with advertising, a mode and a price, even though no units are in the country or in transit. Whatever unit demand a team creates with their price/advertising combination will be purchased locally at 85% of the local sales price and sold at the team price. The team margin will be the difference between team price and cost, and must cover the variable and fixed selling costs for the operational mode selected.


If prices are kept above the local price, brokering can be profitable in the first two quarters in selective markets. Shipments from the United States are not likely to be profitable.

2.
If the team price/advertising combination in a particular country "buys" a market demand of 20,000 units, and the team has only 5,000 units available, the team will automatically purchase (from a local supplier) the additional 15,000 units necessary to satisfy the demand created.

3.
A phantom 10th team will provide the local sales price, which is printed quarterly in the International News Bulletin. This price will reflect the local businessman who prices at just above or below the US landed cost. The local price reflects the local inflation rates.

In countries where tariffs are low, and prices near the local price, it may be possible to earn good income without significant investment. For example, if all teams price at 10-20% above the local price the available market will shrink for all teams and increase the sales of the phantom team. However, teams will still gain a market share at a good unit contribution. The assets will be cash and accounts receivable. ROA should increase.

When a team enters a country in quarter 1, produced or landed units will not be available. Brokering is the only option to earn income. If a team chooses to broker it must recognize that profits may be low, and the only asset will be accounts receivable. Since only 60% of the sales will be xe "Brokering:Accounts receivable may be liquidated"collected in cash there is a reasonable possibility that accounts receivables will be liquidated if additional cash is not sent in the first quarter.

Table 2.10 reflects a local price, increased by inflation of variable costs. Table 6.5 shows the local prices in quarter zero.

For Table 2.10, assume the following for Canada:  Local Price = 350, Team Price = 420, Average Price = 385, Team Price = 1.09 % of Average Price. Cost = 297 (350 x .85), Variable Selling Cost for LSO = 55. Contribution to fixed cost = 420 ‑ (297 + 55) = 68. Fixed cost for an LSO in Canada = $82,000. Breakeven = 82,000 / 68 = 1,205 units. Can the team sell 1,205 units?

xe "Brokering:Profit examples"
PRIVATE 
Table 2.10 - Possible Consequences of Brokeringtc  \f O  \l 9 "Table 2.10 - Possible Consequences of Brokering"

(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)







%  OF
VARIABLE
PER  UNIT



LOCAL
TIMES
AVG
TEAM
AVG
SELLING
CONT/MARG


CTRY
PRICE
X 0.85
PRICE
PRICE
PRICE
COSTS
5‑(3 + 7)

AG
154,000
130,900
64,215
34,500
0.54
4,485
(100,885)


AU
343
292
283
260
0.92
34
(66)


BZ
11,874
10,093
4,508
2,900
0.64
377
(7,570)


CA
389
331
306
260
0.85
34
(105)


FR
1,313
1,116
1,213
1,500
1.23
195
189


GM
794
675
697
800
1.15
104
21


GN
659
560
445
500
1.12
65
(125)


IR
29,933
25,443
23,270
25,000
1.07
3,250
(3,693)


JP
103,489
87,966
81,276
86,000
1.06
11,180
(13,146)


NI
258
219
209
260
1.24
34
7 


PH
4,433
3,768
2,429
1,650
0.68
214
(2.332)

               SP
36,912
31,375
35,450
48,000
1.18
 6,240
10,385

               SW
1,409
1,198
1,232
1,400
1.14
182
20 


UK
175
149
156
180
1.19
23
8 


VE
2,434
2,069
2,245
2,300
1.02
299
(68)

The total variable selling cost for a large sales office is 13% of the selling price (12% variable selling plus 1% for bad debts).

For brokering, a useful formula to calculate a selling price which will just cover the variable selling expenses is broker cost divided by the unit contribution (Local Selling Price * 85%) / (1 ‑ (the variable selling percent plus 1% for bad debts)). This price must be increased to cover fixed costs and earn profit. Adjust the price until the positive difference times the forecasted sales units is greater than the fixed costs plus the planned profit.

PRIVATE 
2.4.
Other Simulation Procedurestc  \l 2 "2.4.
Other Simulation Procedures"
PRIVATE 
2.4.1.
Liquidationtc  \l 3 "2.4.1.
Liquidation"
xe "Liquidation:Constraints"
Liquidation of any operation, except the U.S., can be planned in order to avoid consistent losses or eliminate marginal operations. To liquidate, three constraints must be met:

1.
In the quarter of liquidation no goods can be arriving in or be in transit to the country to be liquidated or any other country.

2.
Sufficient total assets must be available to pay accounts payable, any overdraft and any long term loan in the quarter of liquidation.

3.
No decisions can be made in the quarter of liquidation. Respond only with "Q" in the decision program.

The liquidation process calculates total assets. If the assets are in excess of the local liabilities, liquidation will proceed. Otherwise, the country will continue its regular mode of operations. Costs will be incurred and inventory will not be sold for lack of price and advertising decisions.

To liquidate it may be necessary, in quarter X,  to send sufficient cash to cover local liabilities and the quarter X fixed expenses plus any other anticipated costs. In quarter X+1, liquidation can be marked on the decision sheet.

PRIVATE 
2.4.2.
Random Number Generatortc  \l 3 "2.4.2.
Random Number Generator"
xe "Random number generator"
The random number generator produces a two digit number. This number is different for each variable in each country, each quarter. For each country there are numbers embedded in the program which determine the level of change that will occur in the political stability, general price and economic growth indexes.

For political stability in a country rated 4, the range could be < 85 for stable, 85‑92 for unrest, 93‑96 for war and 97‑99 for nationalization. For this country, on average, stability will occur 85 times, unrest 8 times, war 4 times and nationalization 3 times, in 100 quarters of play. It is possible that a number between 92 and 97 could occur in two consecutive quarters. The same principle applies to the other variables, except that there are 6 levels of change possible, and the changes can be negative or positive.

The randomness is determined by the seven-digit number entered in quarter one. Once entered, the random number cannot be controlled or changed by the coordinator. Every seven digit number used in the simulation will provide different results.

PRIVATE 
3.
Management Checkliststc  \l 1 "3.
Management Checklists"
In business, companies operate within rules of law. The equivalent in the simulation will be rules of the program. Some of the legal rules are sometimes flexible, and often the flexibility has a price. The checklist that follows includes both absolute rules, and a series of suggestions. If the suggestions are not followed, there may be mild to severe consequences. The suggestions are designed to highlight the actions that will help a team avoid rule violations and the difficulty that follows the violation.

Perhaps the most important aspect of this computer simulation is the order of calculations. Almost all transactions are sequential. As an example:


The investment routine occurs before the borrowing routine. This means that a decision to invest in Step 4 cannot use the money to be borrowed in Step 13. However, the money from the sale of an investment in Step 4 can be used to repay a loan in Step 13, or make an intercompany loan in Step 16.


Normally accounts receivable collections and profit earned cannot be used until after Step 18. The one exception to this rule is that local long term loans may be repaid, even with overdrafts or a zero cash balance, in anticipation of money to be collected in Step 18. If the expected cash is not collected, the negative cash balance becomes an overdraft.

Study the sequence of transactions to avoid costly mistakes in borrowing, repaying or sending cash.

PRIVATE 
3.1. The Program Sequence: Look this over very carefully as it has important information

It is important to understand the sequence in which simulation events are processed. Read this carefully as it will provide information concerning when cash is available/used up, goods are sent/paid for and when your company is charged/credited for transactions.tc  \l 2 "3.1.
The Program Sequence"
tc  \l 2 "3.1.
The Program Sequence"

xe "Checklist:Program sequence"
1.
The random number is set, indexes and new exchange rates are calculated.

2.
Perform Nationalization Routine.


Shipments made in the previous quarter by a nationalized shipper are paid for in the quarter of arrival by the receiver in Step 18. A nationalized receiver pays by increasing accounts payable for cost, freight and 21% of cost at the beginning of the quarter. The nationalized sender receives payment for cost, freight and 21% in Step 18.


In nationalization the United States purchases the inventory and goods in transit of a  nationalized manufacturer's export agent, and becomes the parent manufacturer. In this case the value of the inventory, plus cost of goods and freight on the surface shipment is deducted from the beginning cash balance of the United States and added to the cash balance of the nationalized manufacturer in the quarter of nationalization.


To avoid a one quarter delay in changing from the US to a new export parent, in the quarter following nationalization, simply send one unit to the export agent from the preferred manufacturer.

3.
Perform Liquidation Routine (Where Q is entered as mode).


At the beginning of the quarter, all local debt is paid and all IC Loans Out are collected. The remaining cash is used for full or partial payment of intercompany loans in. Any remaining cash is sent to the US. When an export agent is liquidated, the inventory is sold and the proceeds are added to the manufacturers cash account.

4.
Perform Investment Routine. Investment is limited to the beginning cash balance plus proceeds expected from liquidation or nationalization.

5.
Check for change in mode, plant capacity and export parent manufacturers.


The transfer of an export agent requires the purchase of existing inventory and inventory in transit. The old parent gets immediate cash increase. The cash cost to the new parent will be deducted in Step 18. Changing from an E to an S, L, or M will cause a cash increase for the manufacturing parent, and a cash decrease in the newly formed S, L, or M, by the amount of the export inventory.

6.
Perform Goods Transfers. (Cash payment occurs in Step 18.)

7.
Compute Production Cost. (Cash payment occurs in Step 18.)

8.
Compute a Weighted Average Cost of Units.

9.
Compute Plant Construction/Addition.


The cost of the new or added plant will, at this point in the program, increase the asset base used to calculate the borrowing limits. The plant cost is paid in Step 18.

10.
Compute Fixed Selling Costs. (Payment in Step 18.)

11.
Compute Market Potential.

12.
Compute Market Share.

13.
Perform Local Borrowing (Receive now) / Repayment. (Paid in Step 18.)


The program first checks the loan limits. The limits may be different from the previous quarter base because of transactions in Steps 2, 3, 5 or 9.

14.
Compute Interest Expense. (Payment in Step 18.)

15.
Compute Exchange Gain/Loss.

16.
Compute Intercompany Loans. (Payment and receipt is in Step 18.)

17.
Calculate Export Operations. (No payment required.)

18. Compute Income Statement Items, Inventory Units and Balance Sheet Items.


This section computes the cash balance after collecting receivables, sales revenue, interest income, intercompany loans in; paying payable, freight, tariff, cost of goods received, interest, operating expenses, intercompany loans out, production costs, plant construction, export inventory transfers, and repayment of local loans.

19.
Check Total Assets and Loan Limits for 50% and 70% constraints.


Long term loans in excess of 50% of total assets are transferred to overdrafts. If overdrafts then exceed the 20% constraint, steps 20, 21 and 22 are performed until constraints are met or current assets liquidated.

20.
Asset liquidation reduces cash, investments, accounts receivable and inventory as required to reduce local debt to 70% of total assets.

21.
Recheck Total Assets (which were reduced in Step 20) and calculate new loan limits. This cycle continues until the constraints are met or all assets except Plant and Equipment and Intercompany Loans Out are zero.

22.
Transfer Long‑Term Loans. Long Term Loan amount above 50% of total assets are trans​ferred to over​drafts.

23.
Compute Carry Forward Loss

24.
Compute Income Tax

25.
Compute Accounts Payable

26.
Compute Consolidated Statement Balances

27.
Save Data and Zero Accounts

PRIVATE 
3.2.
Operations Checkliststc  \l 2 "3.2.
Operations Checklists"
The items are grouped under the heading of Staff, Finance, Marketing and Operations. Team members are free to "assign" the checklist functions according to team member expertise.

xe "Checklist:Overlap of functions"Significant overlap occurs in the assignment and performance of area functions. This is demonstrated by financial management function (section 3.2.2.), for the finance, marketing and operations areas. The teams should quickly recognize where overlap exists and allocate time for joint discussion.

A manager responsible for one of the three functions may wish to make a "significant" change on the basis of quarterly analysis. Before presenting any suggestions to the other team members, the manager must first consider the impact on the two other functional areas. If the advantage of the suggestion still seems valid in terms of meeting the corporate objective, then all managers should discuss the change and present the positive and negative impacts, in terms of the corporate objective, on their functional areas.

PRIVATE 
3.2.1.
Decision Entries (Staff)tc  \l 3 "3.2.1.
Decision Entries (Staff)"
1.
Print all decisions to check against typing errors. A price of 3,000, when 300 was intended will give zero sales. The opposite will "buy" a huge market share, which will be sold at cost.

2.
Check for price and advertising decisions in all countries where goods are to be sold. Advertising is normal, but not required to sell goods. A zero price is also acceptable if no refrigerators are to be sold.

PRIVATE 
3.2.2.
Financial Management (Accounting)tc  \l 3 "3.2.2.
Financial Management (Accounting)"
xe "Checklist:Financial management"
1.
Have cash available for automatic transactions which occur in liquidation, nationalization, or transfer of an export agent to another manufacturer.

2.
Prepare for an unexpected increase in average price in countries with high tariffs, when the average price is significantly below the local price.

3.
Monitor carry forward losses. Do not lose them in liquidation, or carry them until the last quarter. If appropriate, create carry forward losses.

4.
Recognize that tariff, freight and intercompany margins are treated as period costs. If 1,000 refrigerators arrive, and only 400 are sold, the tariff, freight and 21 % of cost on 1,000 units will be charged as expense along with the production cost of 400 units. In the following quarter, the 600 remaining units are sold and only the production cost is charged. This accounting procedure understates profit in the quarter the goods arrive and overstate profits in the quarter the 600 units are sold.


Cash flow will be 60% of the sales value of 400 units, which may be  insufficient to pay for the arrival cost of the 1,000 units.

5.
Do not assume that profits or accounts receivable will be available for investment or money transfers.

6.
Do a rough assessment of how the assets and liabilities will change as a result of present quarter marketing and production decisions. The changes provide a basis for cash planning.

7.
If excess cash exists, find a use for it. Do countries with lower inflation rates need money?  Can long term loans be repaid?  What else can be done with the cash.

8.
If ROA in a country is below consolidated ROA in any quarter, search for the reason. Will consolidated ROA increase if the country is liquidated?

PRIVATE 
3.2.3.
Marketing Managementtc  \l 3 "3.2.3.
Marketing Management"
1.
Calculate xe "Checklist:Marketing management"goods available for sale before setting price and advertising, to prevent unprofitable brokering.

2.
What can the marketing manager do to prepare for an unexpected increase in average price in a country with high tariffs?  Are you at risk when the team price is substantially below the local price?

3.
When analyzing the profit of a manufacturing company, separate the sales and pretax contribution of any export agents.

4.
Review the cumulative ratio rankings (CUMRATIO) for each of the eight variables, each quarter and consider which team is in the strongest and/or weakest position on each variable and in total.

5.
Analyze each market, each quarter to find ways to increase unit contribu​tion.

6.
Keep a record of the team position on the percent of average price, and the percent of total advertising in each market. If possible, compare the results with all other teams in the market.

PRIVATE 
3.2.4.
Operations Management (Production and Logistics)tc  \l 3 "3.2.4.
Operations Management (Production and Logistics)"
xe "Checklist:Operations management"
1.
If ending inventory is zero, or 1/2 of production, check for brokered units.

2.
How can the operations manager protect the company against broker losses if the average price and team price are below local price, and a group of well meaning competitors agree to push up the average price by 20%.

3.
As a general rule, produce either zero units or at capacity.

4.
Tran-shipment of inventory is possible for manufacturers, but normally, the least desirable option. Calculate the option of selling at cost, or liquidating the manufacturer, against the option of selling in another country at the new landed cost. 

5.
Is each market being supplied from the lowest cost source?

6.
Do the cost/benefit analysis on changing a supply source.

PRIVATE 
3.3.
Statement Analysistc  \l 2 "3.3.
Statement Analysis"
xe "Statement analysis:Five major conditions"
Several consequences are possible when certain conditions occur. The following checklist will review five major conditions.

PRIVATE 
3.3.1.
Excess Cashtc  \l 3 "3.3.1.
Excess Cash"
1.
The "cost" will be the excess times:


A.
long term loan rate, if long term loans exist, or


B.
investment rate, if in a manufacturing mode, or


C.
the change in the exchange rate if in an inflationary country, and IC‑Loans‑In exist, i.e., reduce exchange losses by repaying the debt.

2.
If in a low tax country, tax savings may have been possible through intercompany loans to profit making  high tax countries.

PRIVATE 
3.3.2.
Production Below Capacitytc  \l 3 "3.3.2.
Production Below Capacity"
1.
Production cost rises as fixed costs are spread over fewer units. If cost per unit increases $10.00, landed costs disadvantage of those units sent to an S, L or M will increase by $12.10 ($10 x 1.21) plus the tariff on $12.10.

2.
Assets used inefficiently ‑ consider reducing total capacity by liquidating one manufacturer, expanding capacity of another manufacturer.

3.
Marketing effort inadequate ‑‑ consider increasing advertising or decreasing price to increase volume of sales at a satisfactory margin. Consider trade-offs involved.

PRIVATE 
3.3.3.
Overdraftstc  \l 3 "3.3.3.
Overdrafts"
1.
Higher interest costs.

2.
Possibility of liquidation of investments and accounts receivable at a 15% penalty and liquidation of inventory where the penalty is 21% of the cost, plus freight, plus tariff of the units liquidated. This is very expensive for a sales office in a high tariff country.

3.
May "force" intercompany loans next quarter, and cause exchange losses.

PRIVATE 
3.3.4.
Failure to Sell Units Shippedtc  \l 3 "3.3.4.
Failure to Sell Units Shipped"
1.
All intercompany transfer cost (21%), freight and tariff on the units shipped will be an expense of the period the goods arrive. The unit cost of the goods will be apportioned between units sold and units in inventory.

2.
Because of number 1, there may be an operating loss in the current period. Applying the period cost approach, profit will be understated in the current period and overstated in future periods. Use contribution margin, not profit, to analyze results.

3.
Lower sales mean lower accounts receivable and increased inventory. A reduction in receivables provides cash in the current quarter that is partially offset by the cash drain from the increased inventory. An attempt to make greater unit sales in the following quarter will reverse the process.

PRIVATE 
3.3.5.
Inventory Build-Uptc  \l 3 "3.3.5.
Inventory Build-Up"
1.
Increased inventory carrying cost. Calculate this cost and compare it with the cost of other options.

2.
Cash drain from increased inventory and "artificial" accounting losses, which could lead to overdrafts and further consequences.

3.
A forced price cut or a significant increase in advertising to reduce the inventory in the next quarter (as opposed to borrowing until inventory is reduced through "normal" sales).

4.
In an oligopolistic environment where competitors meet price cuts, it may be difficult to increase price to a more profitable level later because competitors may not follow a price rise. This could hurt long run profits.

5.
To move inventory, a team may opt for an advertising increase. This could start an advertising "war" which would increase fixed costs at the expense of profit. If market share is critical to cover fixed costs, which team will be first to reduce advertising.

PRIVATE 
3.4.
Standard Questions – These are common questions askedtc  \l 2 "3.4.
Standard Questions"
Although not a specific checklist, the following questions are frequently asked. The responses reiterate many of the rules stated in the manual.

We sent X,000 units, but sold only brokered units. Why?

xe "Shipments:Sent units that did not arrive"

1.
The goods arrive 1 quarter after the shipping decision is entered.


2.
Tried to send more units than were available. Units are shipped in the order listed on the decision sheets, with export shipments shipped first. When supply is exhausted, the remaining countries receive no units.

We sent 10,000 units, sold 5,000, and no units are in inventory.


1.
If local accounts receivable are zero, the inventory was liquidated at production cost because long term loans plus overdrafts exceeded 70% of total assets.

We sent money and it didn't arrive.

xe "Intercompany loans:Sent money and it did not arrive"
1.
The maximum amount that can be sent is the total of cash at the beginning of the quarter plus IC‑loans‑in plus amounts borrowed locally plus proceeds from sale of investments, liquidation and nationalization, less investments made or money spent on the purchase of export inventory. The net balance may have been zero or negative.


2.
Money is sent in the order the countries are listed, and the first (or later) country exceeded the maximum cash available.

We borrowed money, and it didn't appear on the balance sheet.

xe "Long term loans:Borrowed money and it did not show on the statements"

1.
Long term loans cannot exceed 50% of total assets at the beginning of the quarter. Even though long term loans are zero, overdrafts may be greater than 70% of total assets, which prevents further loans.

Our long term loans were reduced and we did not make a decision to repay.


1.
At the end of a quarter long term loans in excess of 50% of total assets are transferred to overdrafts.

We borrowed money, made an investment and it didn't work.

xe "Investments:Investment did not occur"

1.
You can only invest the beginning cash balance. The investment routine takes place before the borrowing routine.

We sent money to Country X to invest. It didn't work.


1.
IC‑loans occur after the investment routine. Money sent can be invested the following quarter.

Why don't we have any cash ‑ or ‑ why do we have such large overdrafts?

xe "Overdrafts:Why so large"

1.
Analyze the fund statements on each statement to see sources and uses of cash.


2.
If units arrived in a high tariff country but most were not sold, there is a large cash drain. The inventory includes only the production cost of unsold units. Cost of sales includes the production cost of all units sold plus the freight, tariff and 21% of the production cost on all units received.

How can we liquidate a country?

xe "Liquidation:Marked Q and did not liquidate"

1.
Total assets must be greater than the total of accounts payable, long term loans and overdrafts. There can be no goods arriving from the previous quarter, to or from the country to be liquidated.

The Summary of Operations statement shows "LIQ" but the country didn't liquidate?


1.
Information on the Summary of Operations statement reflects what was in the decision input. If constraints are not met, liquidation does not occur, even though the summary shows "LIQ". A team may cause this to happen to cause confusion.

If total assets do not exceed local liabilities, how can we liquidate?


1.
You can't. Send cash to the country in quarter X to increase the asset base. Liquidate in quarter X+1. Be sure to anticipate quarter X expenses when you calculate the cash to send.

Why are we in such trouble in Argentina?


1.
The high inflation rate and rapid depreciation of the currency causes several problems. A team must maintain high prices as long as possible to keep up with inflation. This is difficult to do if one team, by design or a misguided tactic, decides to cut price because margins are high. Margins are high because risk is high. However, when a team has high debt or exchange losses, and takes a "me first" approach by cutting price to gain quick cash flow and repay debt, other teams may suffer.


2.
If a plant was financed from the US the exchange losses will increase progressively. Each quarter the losses increase the balance of the IC‑loans‑in, and intercompany interest rises accordingly. If assets are not increased through profits, a team will be very vulnerable. If price cutting occurs and profits fall, a team must often send large amounts of money to Argentina, just to liquidate the operation. The alternative is ever increasing losses.

How can you reduce tax expense on a consolidated basis?

xe "Taxes:Reducing consolidated tax expense"

1.
A low tax rate manufacturer can establish export agents in high tax rate countries.


2.
Lend money from a low tax country to a high tax country until intercom​pany interest reduces profits to zero in the high tax country.


3.
Take losses, which are carried forward, provided the losses offer a benefit such as reducing excess inventory or buying market share to keep a competitor from profits. Plan to cover the losses with future profits.

Can teams form a cartel?

xe "Cartel"

1.
Yes. Simply remember the simulation has only one winner. A cartel in one country allows the team with the lowest cost to make the most profit.

What causes high average costs or prices on the consolidated ratio statements?


1.
Costs:  High average costs indicate that a team is producing a large share of its units in high cost countries. Costs may also be high because a team purchased its units on a brokering basis.


2.
Prices:  Countries selling behind tariff walls must have high prices to cover high costs. Also, a team is selling a large share of its units in the high tariff countries.

Should a team finance operations with local or intercompany loansxe "Intercompany loans:Compare with local borrowing"?


1.
Refer to section 6.4. Many variables are involved.


2.
Local borrowing cost is the quarterly interest rate after taxes, and the money goes to the local banker. Consider leverage.


3.
Intercompany loans provide income and increase taxes for the lender, reduce income and taxes for the borrower, and cause exchange gains or losses for the borrower, which are added to net income after taxes.


4.
Availability of capital, desired rate of expansion and increasing      the asset base with local borrowing are also factors.

If I send units to an export agent by surface in quarter X, and in quarter X + 1 change the export to a manufacturer, can I ship the units elsewhere?

xe "Shipments:Trans-shipping"

1.
A manufacturer can ship units available only when the plant is ready to produce, i.e., in the third quarter after construction began. At that time any units on hand or produced may be shipped.

Why can't I use the money from accounts receivable xe "Accounts receivable :Using receivables collected"collected to repay local loans or send money to other countries?


1.
Accounts receivable are not collected until after the program has passed the routine which repays loans or sends money.

Why does the total market size xe "Market size :Quarterly changes"change each quarter?


1.
War or unrest will reduce the size of any market.


2.
Additional teams entering or leaving a country will affect the size.


3.
Team prices which are below the local and average price will take share from the local producers.


4.
Team prices which are above the local and average prices will lose share to the local producers.


5.
Market size is also affected by the number of teams in a country and their respective mode factors, the General Price Index and the Economic Index.

PRIVATE 
4. Designing Decision Support Systems for the Simulationtc  \l 1 "4.
Simulation Support"
Several management functions are very important in the conduct of a complex international enterprise. Decision support can provide an opportunity to develop a deeper understanding and some skill in performing these functions. Handouts are available for you to consider which will describe the types of items that should be considered in your spreadsheets. These will be handed out after you have had an opportunity you design your own systems. I wait to provide these as I desire you to think through the issues first. If these were offered early, you could possibly end up “plugging in numbers” with out a real understanding of the underlying concepts and components.

Pages 39 through 49 Intentionally left blank

PRIVATE 
4.6.
Ratiostc  \l 2 "4.6.
Ratios"
xe "Ratios"
A characteristic of good management is the analysis of one's own performance as well as the performance of competitors. The above items relate to analysis of company performance. The analysis of competitors is a bit more difficult, but worth the effort.

The Consolidated Statement Ratios provide 25 different ratios and other measures based on the consolidated financial statements of all competitors. Not all of the ratios are meaningful, but some are critical. It is the job of the manager to decide which ratios are relevant for specific purposes. Several of the ratios show specific strengths and weakness in each team. Such information is valuable if a team wishes to follow an active rather than reactive management strategy.

The Consolidated Statement Ratios are calculated each quarter. Because it is difficult to track competitors over a period of time, 8 consolidated ratios have been selected. They are presented by quarter and team. After five quarters one can gain a reasonable assessment of competitor strength and weakness. After 8 - 9 quarters one is sure of a competitor position, but often unable to develop protective measures if the strong competitor becomes aggressive.

The ratios provide a starting place for analysis. To understand and use a ratio one must understand how it is derived.

PRIVATE 
4.6.1
Average Unit Pricetc  \l 3 "4.6.1
Average Unit Price"
Average Unit Price = Total Sales / Units Sold

Average unit prices will be affected by the mix of sales. Countries with high tariffs will normally have prices ranging from 800 to 1,000 dollars, while the United States will be in the 300 range. The average unit price is a weighted average. High numbers indicate sales in countries with high tariffs.

PRIVATE 
4.6.2
Average Unit Cost of Salestc  \l 3 "4.6.2
Average Unit Cost of Sales"
Average Unit Cost of Sales = Cost of Sales / Units Sold

Average unit cost of sales will be primarily production cost, freight and  tariff. A team with manufacturers in high tariff countries will have lower figures than a team which ships to these countries. As  with average unit prices, this ratio is also a weighted average.

PRIVATE 
4.6.3
Average Gross Margin Percenttc  \l 3 "4.6.3
Average Gross Margin Percent"
Average Gross Margin Percent = Gross Margin / Total Sales

Manufacturers in high tariff countries have an umbrella price and normally  high margins (unless there is price cutting by several  manufacturers in such a country). The average price and range can help  determine the level of margins in a country. Using unit sales, average prices and estimated production costs, one can reconstruct the gross margin of individual countries and thereafter the consolidated statement. The results will not be accurate, but close enough to enhance your decisions.

PRIVATE 
4.6.4
Average Inventory Costtc  \l 3 "4.6.4
Average Inventory Cost"
Average Inventory Cost = Total Inventory Value / Total Units in Inventory

The greater proportion of the inventory in low cost manufacturing countries, the lower the average inventory cost. This is a significant ratio to monitor. An advantage here is directly transferred to a price advantage in the market. Because intercompany transfer margins and tariffs are based on cost, the lower cost advantage is magnified in the market price.

PRIVATE 
4.6.5
Average Advertising per Unittc  \l 3 "4.6.5
Average Advertising per Unit"
Average Advertising per Unit = Total Advertising / Total Unit Sold

This number is a collection of all countries and may disguise extremely high or low advertising in any one country. The figure will be unreliable if there has been an abnormal market share shift caused by price changes. Check the high and low advertising on the Summary of Operations statement.

PRIVATE 
4.6.6
Expenses as Percent of Salestc  \l 3 "4.6.6
Expenses as Percent of Sales"
Expenses as Percent of Sales = (Expenses / Total Sales) * 100%

The percentage result will naturally be affected by an increase or decrease in the numerator or denominator. Each item that varies abnormally in a given quarter will cause an "abnormal" percent. Look for any significant shift and try to determine the cause. If the cause is uncontrollable, i.e. war, ignore the change. If a controllable cause for the change can be identified, take corrective action.

PRIVATE 
4.6.7
Gross Margin per Unittc  \l 3 "4.6.7
Gross Margin per Unit"
Gross Margin per Unit = Gross Margin / Total Units Sold

This ratio can be compared with the gross margin percent. The margin per unit can also be calculated using the first two ratios:  average unit price  minus average unit cost. The gross margin per unit will fluctuate, sometimes in the extreme, because of the effect of period costs and mix of sales.

One alternative which can mitigate the distortion is to add results of four  or five quarters together, divide by the number of quarters, and compute  your own ratios for the period. The results will de‑emphasize the short  term aberrations and reduce the impact of period costs.

PRIVATE 
4.6.8
Operating Profit per Unittc  \l 3 "4.6.8
Operating Profit per Unit"
Operating Profit per Unit = Total Operating Profits / Total Units Sold

Operating profit per unit identifies operating efficiency. The CEO is responsible for total operations. The operations officer is normally responsible for operating profit. The financial officer controls interest costs, money management, exchange gains and losses and tax efficiency. When operations are poorly financed, and liquidation costs incurred, the finance officer may be responsible, but the penalty costs are included in operating expenses.

PRIVATE 
4.6.9
NIAT per Unittc  \l 3 "4.6.9
NIAT per Unit"
NIAT per Unit = Net Income After Taxes / Total Units Sold

Some markets will be more profitable than others for each team because of a  specific advantage such as a manufacturing plant behind a tariff wall, an  export base, lower landed cost or a larger number of units available for sale.

If the average profit is low, analyze the individual countries. To eliminate the effect of financial cost or loss carry forwards, use operating profit figures. Should a specific country continue to show low operating profit, and all reasonable measures for improvement have been tried, consider changing your biggest competitive disadvantage. This could involve liquidation to change the mode, or expanding capacity in a low cost country to get less expensive supply. In your analysis, consider the opportunity cost of your invested capital. What would happen if you liquidated an unprofitable venture and invested the capital?  Would your long term profits increase?

PRIVATE 
4.6.10
NIAT as Percent of Salestc  \l 3 "4.6.10
NIAT as Percent of Sales"
NIAT as Percent of Sales = (NIAT / Total Sales) * 100%

This percent will fluctuate because profit and sales are not likely to be  consistent from quarter to quarter. As with profit per unit, the profit  figure will also fluctuate according to finance costs which may be volatile  as a result of money management decisions.

PRIVATE 
4.6.11
Investment Incometc  \l 3 "4.6.11
Investment Income"
Investment Income = (Interest Income / Total Investments) * 100%

While investment income is sheltered from the winds of competition, you must also monitor your results for erosion of earnings. The investment and the investment income amounts are converted to dollars with the current exchange rates, which may be steadily devaluing. Since both investment amounts and interest income are converted by the same rate, the percentage return will not change. However, the total value of the investment and income, measured in dollars, may decline.



QUARTER 1
QUARTER 2



-----------
-----------


INVESTMENT
1,000
700  *


INVESTMENT INCOME
100
70  *


INVESTMENT RETURN
10%
10%

       *  Caused by the new exchange rate change used in consolidation

The reduced dollar value of investment income will also affect the income  portion of the index formula.

Because the largest erosion takes place in high interest rate countries, it  will be necessary to reinvest the investment income to compensate for the  erosion caused by exchange rates. If the compound interest effect on the  investment increases at a rate greater than the currency devalues, the  investment can be advantageous. This is not normally the case in the high  inflation countries.

PRIVATE 
4.6.12
Approximate Unit Capacitytc  \l 3 "4.6.12
Approximate Unit Capacity"
Approximate Unit Capacity = Consolidated Plant & Equipment / $210

The $210 figure is an average for the cost of one unit of capacity. Changes in the total will show capacity increase (or decrease) as well as differences in capacity among teams. One must be careful to recognize that plant value, in dollar terms, decreases rapidly in high inflation countries. In 5 quarters, the value of a plant in Argentina will have a significantly lower dollar value. The formula will produce a smaller number of plant units.

In the first three quarters of play one can make very close estimates of competitor capacity and strategy ‑ especially by using the quarter 2 figures from the consolidated statements. The Summary of Operations identifies each manufacturing location for each team. Each team also knows the cost per unit of capacity each quarter. If only one plant is being built in one country, the exact size can be determined. If plants are being built in several countries, then the solution can be estimated through trial and error. By assuming various plant sizes and using known costs, look for a combination that will be close to the total plant and equipment amount.

PRIVATE 
4.6.13
Debt to Asset Ratiotc  \l 3 "4.6.13
Debt to Asset Ratio"
Debt to Asset Ratio = ((L/T Loans + Overdrafts) / Total Assets) * 100%

This ratio may require several assumptions to be meaningful. A high ratio can indicate how plant and equipment was financed. If long-term loans were used, then interest expense would be high. If the ratio rises and falls by quarter, the team may be incurring large overdrafts which are reduced with intercompany loans in the next quarter. A look at exchange losses (with an estimate of plant size in various countries) can help determine how and at  what level a team finances its operations. A team may also be minimizing  interest cost by reducing debt with excess cash in one quarter, and  increasing it the next quarter.

An analysis, which shows a competitor has borrowed heavily, may make a price cutting tactic effective in countries where a team has little financial flexibility.

PRIVATE 
4.6.14
Return on Investment (ROI)tc  \l 3 "4.6.14
Return on Investment (ROI)"
ROI = (NIAT / Total Owner Equity) * 100%

As a general measure, the rate of return on equity may be compared with the rate of interest on debt. The average interest rate on debt will be total Interest Expense divided by Long Term Loans plus Overdrafts. If the average rate of interest is greater than the ROI, consider reducing debt.

PRIVATE 
4.6.15
Return on Assets (ROA)tc  \l 3 "4.6.15
Return on Assets (ROA)"
ROA = (NIAT / Total Assets) * 100%

This measure is valued at 60% in the computation of the team rankings. It is not possible to reduce total consolidated assets except by reducing local debt. This indicates that one should incur and keep debt so long as the ROI percent is greater than the average interest rate. If competition forces ROI below the average interest rate, any excess cash should be  used to reduce debt in order to reduce total assets, or increase net income after taxes.

PRIVATE 
4.6.16
Average Tax Ratetc  \l 3 "4.6.16
Average Tax Rate"
Average Tax Rate = (Total Income Tax / Net Income Before Taxes) * 100%

In early quarters this number may reach levels above 100% because start‑up operations may incur losses. If one country earns income and a second country incurs losses, the average tax rate will rise. Taxes are paid on income earned and losses are carried forward in the country where they occur. In the consolidation process the tax is transferred directly to the consolidated statement. The carry‑forward remains in the country to be offset against future country profits. The net income figure on the consolidated statements combines income and losses to get a net consolidated income. If income is offset (reduced) by losses and taxes remain the same, then the average tax rate rises.

PRIVATE 
5.
Planning and Implementing Strategiestc  \l 1 "5.
Planning and Implementing Strategies"
The step‑by‑step explanation that follows implies a sequential process. Actually, each team must consider various interactions. The facts or assumptions in one step will influence a decision in an earlier or later step. For example, selection of countries for manufacturing may be positively influenced by cost factors and tariffs and negatively influenced by assumptions for political or economic stability.

When xe "Rules: "

xe "Planning:Rules and constraints"planning strategies, each team should go through each of the following steps to arrive at their specific decisions.

xe "Strategy:See planning"

xe "Planning:See strategy"
PRIVATE 
5.1.
Learn the Rulestc  \l 2 "5.1.
Learn the Rules"
One of the most common errors committed by multinational managers is the application of national type solutions to foreign problems. This failing is natural. After a decade or more of making decisions based on a relatively constant legal, business, political and cultural environment, this framework is always unconsciously in the back of an executive's mind when concentrating on the specific problem at hand. This habit automatical​ly transfers when on a foreign assignment. It takes a conscious effort to remember that a foreign environment is really different, and that differences affect the decision outcome.

The "rules" in the computer program reflect a different environment. What normally works in familiar business environments will not necessarily work in the simulation. For this reason it is important to review Section 2. and Section 3. Carefully.

PRIVATE 
5.2.
Make Environmental Assumptionstc  \l 2 "5.2.
Make Environmental Assumptions"
Before a team can determine objectives, policies, strategies or tactics, it is imperative to understand the environmentxe "Planning:Understand the environment". Multinationals operate in a rapidly changing and uncertain world which they cannot control. Risk is significantly higher in the international market than in most national markets. But despite the uncertainty, managers must make choices. To maintain a rational approach to decision making, the uncertain world is made "certain" through assumptions about the non‑controllable, random variables.

PRIVATE 
5.2.1.
Political Stabilitytc  \l 3 "5.2.1.
Political Stability"
xe "Political stability:How to evaluate"
What is the probability of unrest, war, or nationalization during a twenty quarter playing period?  To respond with the general conclusion that a country is "moderately unstable" is of small value. Perhaps one can approach risk in a different way:  If costs in country A are 10 dollars lower than Country B, and 200,000 units can be sold before a possible nationalization, will the $2,000,000 additional contribution compensate for the cost of rebuilding the capacity lost through nationalization. If the answer is "yes", then Country A is acceptable.

PRIVATE 
5.2.2.
General Price Indextc  \l 3 "5.2.2.
General Price Index"
xe "Price index:Projections"
The inflation rates are expected average values. By compounding the expected average rates an expected rate can be estimated for a future period. The value of the projected price index becomes clear when present costs and prices are projected. This is a necessary exercise when a team evaluates various long-term alternatives. Table 5.1 provides an example.

xe "Planning:Projections"
PRIVATE 
Table 5.1 - Price Index Projectionstc  \f O  \l 9 "Table 5.1 -  Price Index Projections"



Expected 
Expected
Expected 
Expected



Expected
Price   
Price 
Price   
Price  



Average 
Index   
Index 
Index   
Index  


Country
Quarterly
Qtr 10  
Qtr 10 
Qtr 20  
Qtr 20 


Code  
Inflation %
Compounded
Adjusted
Compounded
Adjusted
US

1.87
1.203
1.2
1.448
1.5

AG

27.49
11.344
11.0
128.683
129.0

AU

3.58
1.421
1.4
2.020
2.0

BZ

7.20
2.004
2.0
4.016
4.0

CA

2.22
1.245
1.5
1.551
1.5

FR

2.56
1.287
1.3
1.657
1.7

GM

1.63
1.175
1.2
1.381
1.4

GN

7.74
2.107
2.1
4.441
4.5

IR

2.24
1.248
1.2
1.557
1.5

JP

3.18
1.367
1.3
1.870
1.8

NI

5.24
1.666
1.6
2.777
2.7

PH

2.70
1.305
1.3
1.703
1.7

SP

2.10
1.231
1.3
1.515
1.5

SW

2.27
1.251
1.2
1.566
1.5

UK

4.12
1.497
1.5
2.242
2.2

VE

2.08
1.228
1.2
1.509
1.5

PRIVATE 
5.2.3.
The Economic Index and Market Sharetc  \l 3 "5.2.3.
The Economic Index and Market Share"
xe "Planning:Economic index and market size"
Because the total market will be sold each quarter, the total sales units on the Summary of Unit Sales statement will show a reasonable estimate of the market size for each country, by quarter, according to the number of teams, their modes and the average and local price relationships. One can also use the economic index to project the market size, but the number of teams in a country and their operating mode will affect it. Another alternative is to use the FORECAST program.

PRIVATE 
5.2.4.
Exchange Ratestc  \l 3 "5.2.4.
Exchange Rates"
xe "Exchange rates:Projections"
Normally one expects the changes in exchange rates to parallel the changes in inflation, this will only be true over time. In any one quarter, it is possible for the random number generator to select a high value for the price index and a low value for the political stability, inflation and growth indexes, which also determine exchange rate changes. In any case, it is necessary to develop an assumption as to expected exchange rate behavior.

In Table 5.2 it is assumed that the exchange rate devalues in proportion to inflation. The beginning exchange rates are compounded for a ten and twenty quarter period using an expected inflation rate. An expected quarterly rate may vary by 20% for Argentina. For more stable countries the variance will be in the 5-10 percent range.


PRIVATE 
Table 5.2 -  Exchange Rate Projectionstc  \f O  \l 9 "Table 5.2 -  Exchange Rate Projections"




Expected
Expected



Beginning
Expected
Exchange
Exchange


Country
Exchange
% Change
Rate
Rate


Code
Rate
per Qtr  1
Qtr 10
Qtr 20


-------
---------
--------
--------
--------


US
1.00
0.0
1.00
1.00


AG
26.00
30.0
358.43
4,941.29


AU
0.75
2.0
0.91
1.11


BZ
8.07
9.0
19.10
45.23


CA
1.03
1.0
1.14
1.26


FR
4.04
2.0
4.92
6.00


GM
2.35
1.0
2.59
2.87


GN
1.15
9.0
2.72
6.44


IR
66.64
4.5
103.49
160.71


JP
296.35
0.8
320.93
347.54


NI
0.61
4.0
0.90
1.34


PH
7.02
1.5
8.15
9.46


SP
115.00
140.2
170.88
175.00



SW
3.94
0.5
4.14
4.35


UK
0.45
3.0
0.60
0.81


VE
4.29
1.0
4.74
5.23

       1.  Team guess based on the Hoskins Fudge Factor

NOTE:  Four examples of exchange rate and inflation index behavior in Argentina can be seen in Tables 6.10 and 6.11.

PRIVATE 
5.3.
Identify Objectivestc  \l 2 "5.3.
Identify Objectives"
The performance ranking built into the computer program is based on return on consolidated assets, consolidated income and consolidated exchange gains and losses resulting from intercompany loans. ROA is weighted 60%, and income (adjusted for exchange gain or loss) 40%,. The xe "Objective:Cumulative overall rank"objective is to achieve the highest cumulative overall rank among all competing teams by the last quarter.

To achieve this objective, each team must establish overall policies, determine strategies, develop supportive tactics, and take specific actions based on analysis of results.

It may be helpful to review the formula for the quarterly overall rank, and the cumulative overall rank, since the components of the formula will be the basis for the formulation of strategies and tactics.

The instructor summary sheet provides a ranking of teams for current and cumulative performance. The formula for ranking is as follows:

Current Quarter
ROA INDEX
=
[(( NIAT / TOTAL ASSETS) x 100 ) / 2 ] * 6

INCOME INDEX
=
(( NIAT + EXCH. GAINS / (LOSSES)) / 2,000,000) * 4

SHARE PRICE INDEX
=
ROA INDEX + INCOME INDEX

xe "Share Price Index"
Cumulative Ranking
CUM ROA INDEX
=
[(( CUM NIAT / CUM TOTAL ASSETS) * 100 ) / 2 ] * 6



CUM NIAT + CUM EXCH. GAINS / (LOSSES)

CUM INCOME INDEX
=
----------------------------------------------------------------   *   4



         2,000,000 * QUARTER NUMBER

CUM SHARE PRICE INDEX =  CUM ROA INDEX + CUM INCOME INDEX

The current quarter results may fluctuate significantly while the cumulative results will show a more gradual change, especially near the last quarter. If the simulation is set for 15 quarters, then each period will have a 1/15th weight on the cumulative overall rank.

This suggests that stable and consistent results may be better than erratic high and low results. Also, erratic high and low results generally create an imbalance in the location of inventory, as well as erratic cash needs, which may force sub‑optimum finance decisions.

PRIVATE 
5.4.
Set Policytc  \l 2 "5.4.
Set Policy"
xe "Policy:Risk and expropriation"Policy sets general guidelines or parameters for decisions. A team should determine one or more policies it intends to follow.

PRIVATE 
5.4.1.
Team Policy on Risktc  \l 3 "5.4.1.
Team Policy on Risk"
Risk is normally perceived as the chance that a certain event will occur. The chance of occurrence is sometimes measurable in terms of probabilities that the event will occur. Following probability assessment, the "danger" of the event is calculated.

In international business, unrest, war or nationalization can occur. The probabilities are not certain. In the simulation, the probabilities are given in stability rankings by country. In international business, managers have an uncertain knowledge of the dangers or consequences of an event such as nationalization. In the simulation, immediate consequences can be assessed with reasonable accuracy.

Negative consequences of nationalization are:


1.
Money loss


2.
Capacity loss


3.
Loss of a market


4.
Disruption of supply sources


5.
Disruption of financial network


6.
Loss of cost advantage to a competitor


7.
Asset loss from non payment of intercompany loans

Positive consequences of nationalization are:


1.
Eliminate low cost base of a strong competitor


2.
Eliminate an operation where local debt is greater than total assets


3.
Only competitive teams are operating in the nationalized country.

A quick review of the negative and positive factors should indicate that nationalization is not necessarily detrimental.

First, the money loss is normally not significant. The nationalized company pays all intercompany loans and net equity. If the equity is negative, then the losses occurred before nationalization. The money loss will be limited to any tariff paid on goods arriving, plus a loss in value as a result of exchange devaluation in the quarter of nationalization.

Second, supply will be disrupted only if one has lost production capacity.

Third, the loss of market affects all teams. It is not likely that large markets have only one or two MNC operations. When all teams are affected, the relative disadvantage is likely to be small.

Fourth, the cost disadvantage (or advantage) will depend on location. If Brazil has five teams with manufacturers and Argentina has four different teams with manufacturers, then all nine teams have low cost. In this case, nationali​zation of either country would help one group and hurt the other. If, however, all nine teams had manufacturing operations in Brazil and not Argentina, nationali​zation of either country would probably cause equal pain to all teams. The difference would depend on local debt and/or intercompany loan structure as well as the availability of other plants.

A similar analysis could be made for the risk of following aggressive versus defensive management actions. The positive or negative consequences for a team depend on relative team strength when the aggressive action is taken, the degree of aggressiveness and the timing and type of the defensive response of competitors.

Rather than discuss risk on a case‑by‑case basis, a xe "Policy:Personnel"policy on the acceptable degree of risk and conditions under which a team will be basically aggressive or defensive should also be discussed and put in writing.

PRIVATE 
5.4.2.
Personnel Policiestc  \l 3 "5.4.2.
Personnel Policies"
Personnel policies are also appropriate. Various team functions should be put in writing (job descriptions) and performance responsibility assigned to team members on a permanent or rotating basis.

Finally, a policy for decision making xe "Policy:For decision making"is necessary. One person may be selected as president, where the president is the final arbiter in a dispute over a business decision. A team may also operate without a president and settle decision disputes with any agreed system. Without an agreed system, however, the usual settlement method is a "discussion" where laryngitis or fatigue determines the loser. Failure to set and hold to policies may cause significant management stress as the simulation progresses. A good rule is that each proposal be defended by showing how the proposed decision is within established policies, and how it will increase net income after tax, decrease total assets, earn exchange gains or reduce exchange losses. If a "great idea" happens to conflict with policy, one can always argue for a change in policy.

PRIVATE 
5.5.
Determine Strategiestc  \l 2 "5.5.
Determine Strategies"
Essentially, strategy is how you plan to achieve your objective, while remaining within your policy constraints. The basic strategies should relate to the individual elements of the overall rank formula. Other things being equal, the team ranking will improve if you


A)
Maintain a small consolidated asset base,


B)
Earn a high consolidated net income after tax, and


C)
Earn exchange gains.

Each of the above strategies will contribute toward the objective. Unfortunately, pursuit of strategy A may hinder achievement of strategy B because a small asset base will not normally permit large volume selling, except as a broker, and this may not be profitable. If one sacrifices the small asset base to gain volume, it may be necessary to use intercompany loans to expand capacity in a low cost country. The intercompany loans will normally create exchange losses, which is contrary to strategy C.

Determining overall strategies is a relatively simple process. Implementing strategies introduces the frustrating issue of trade‑offs. Each team must find a balance which provides the highest overall rank possible.

PRIVATE 
5.6.
Select Tacticstc  \l 2 "5.6.
Select Tactics"
xe "Tactics:Trade-offs"Tactics are essentially subordinate strategies one uses to achieve the major strategies. Multiple tactics are possible, but with each tactic, the trade‑offs must be considered. Some tactics may serve two of the basic strategies, but be detrimental to the third strategy. The advantage of relating tactics to strategies is that one can modify tactics easily, without losing sight of the overall company direction. The examples are given to show how each team might approach the task of developing a strategic plan.

The examples in the following sections will indicate that "there is no free lunch". It is impossible to avoid trade‑offs. The challenge is to balance the trade‑offs within an uncertain economic and political environment, and a constantly changing competitive environment. Welcome to the wonderful world of the multinational corporation!

PRIVATE 
5.6.1.
Tactics to Maintain a Small Consolidated Asset Base.tc  \l 3 "5.6.1.
Tactics to Maintain a Small Consolidated Asset Base."

xe "Strategy:Maintain a small consolidated asset base"
The following tactics might be used to accomplish the strategy of maintaining a small-consolidated asset base:


1.
Maintain low production capacity.


2.
Locate one manufacturing facility for the desired capacity in the lowest cost country.


3.
Finance expansion with intercompany loans where possible.


4.
Repay local loans as quickly as possible.

Each of these tactics has consequences. A low capacity forces a low volume, high margin tactic. A single location provides low production cost but increases both freight costs and risk. Intercompany loans normally create exchange losses. Failure to borrow locally preempts the possibility of leverage (see Table 6.12 for comparison of local versus intercompany borrowing).

PRIVATE 
5.6.2.
Tactics to Earn a High Consolidated NIAT.tc  \l 3 "5.6.2.
Tactics to Earn a High Consolidated NIAT."
The following tactics might be used to accomplish the strategy of earning a high consolidated net earnings after taxes:


1.
Produce and ship from large plants in low cost countries.


2.
Make intercompany loans from low tax countries to high tax countries to siphon profits.


3.
Reduce United States production to zero and transfer goods from low cost countries to the United States to earn profits in the US.

4. Advertise above average with above average prices.

Production in the lowest cost countries implies an increase in political risk and possible devaluation of currency. Intercompany loans may create exchange losses which eliminate tax saving. Reducing production to zero in the U.S. means the asset base in the United States earns no income. Excess advertising is normally countered by the competition and ultimately costs increase at the expense of profit. Large volume implies low prices and smaller margins. Once prices have been driven down, market share is critical.

PRIVATE 
5.6.3.
Tactics to Earn Large Exchange Gainstc  \l 3 "5.6.3.
Tactics to Earn Large Exchange Gains"
xe "Price cutting:Market share becomes critical"

xe "Price cutting:Debt repayment may be difficult"The following tactics might be used to accomplish the strategy of earning large exchange gains:


1.
Earn profits in high inflation countries and make intercompany loans to low inflation countries to generate gains.


2.
Repay intercompany loans from low inflation to high inflation countries quickly to reduce exchange losses.


3.
Borrow money in high inflation countries to lend to low inflation countries.


4.
Use money circles to increase the asset base so that money can be borrowed locally in high inflation countries and lent to low inflation countries. Reverse the circles as soon as possible.

One would expect high profits when producing and selling behind tariff walls. If competition is not strong, or if a cartel is formed, this tactic will make profit which can be lent to achieve exchange gains.

Repayment of intercompany loans is feasible only if profits are earned, which may be difficult if the market is small or one-competitor prices low.

Borrowing money in a high inflation country normally incurs a high interest cost which may defeat the income strategy. Money circles can increase the borrowing base, but net exchange losses from the circles may eventually offset exchange gains from the money borrowed locally and lent to a stable country, because only 50% of the base created by the money circles may be borrowed. This strategy requires manufacturing in high-risk inflationary countries.

PRIVATE 
5.6.4.
Other Possible Tacticstc  \l 3 "5.6.4.
Other Possible Tactics"
Many xe "Tactics:Examples"tactics are available to each team. The above are examples to show how tactics relate to strategies, and where some of the trade‑offs must be made. Other tactics to be considered are:


 1.
Produce and sell behind high tariff walls in large market countries.


 2.
Sell high volume with relatively low margins.

3. Capture a large market share to weaken the base of competitors.


 4.
Build manufacturing facilities in low cost, high inflation countries and ship to large low tariff markets, accepting the risk of political instability and possible exchange losses.


 5.
Use the export mode in high tax countries and ship from low cost, low tax, manufacturing countries.


 6.
Start production at minimum levels and expand by reinvesting profits, in order to avoid high interest and exchange losses.


 7.
Take advantage of quarter 1 local borrowing limits when building a plant in an inflation country. Send money only when production begins in quarter three. This avoids two quarters of possible exchange losses.


 8.
Borrow in high inflation countries in quarter one and loan to low inflation countries for exchange gains. Use the money transferred for debt reduction or investment.


 9.
Loan from low interest countries to high interest countries so that investments can be made at high rates.

Each of the nine tactics listed permit a window of opportunity, however, each tactic is only appropriate in a specific economic and competitive environment. Also, the selection of any combination will depend on a team policy toward risk as well as the choice of following an active or reactive strategy ‑‑ an aggressive or defensive policy.

PRIVATE 
5.7.
Factors to Consider for Strategy and Tactic Selectiontc  \l 2 "5.7.
Factors to Consider for Strategy and Tactic Selection"
As has been mentioned in other sections, there are always trade-offs associated with any decision making process. The following sections will discuss many things that should be considered when a team is developing its strategic plan.

PRIVATE 
5.7.1.
Market Sharetc  \l 3 "5.7.1.
Market Share"
xe "Strategic planning factors:Market share"
After the market size has been estimated for all countries, each team must then estimate the market share obtainable. If the total market size in all countries is 1,000,000 units for 5 teams, then on average, each team will sell 200,000 units. If the US is not to produce units after quarter X, then extra capacity must be built. How does a team decide if it should build 150,000 or 250,000 additional units of capacity?  How will smaller or larger capacity affect tactical flexibility?

First, one must review the preliminary choices for risk policy and basic strategy. The market, finance and production tactics should be compatible.

If a team has, within policy limits, set low product cost as the primary strategy, high-consolidated net income after taxes as the secondary, and exchange gains as the tertiary strategy, then one level of decision criteria has been established. The next level of decisions will relate to tactics in marketing, finance and production.

Will the market tactic be aggressive or passive - active or reactive?  Which is most compatible with the given strategies?  What is aggressive pricing?  What is reactive pricing?  Discounting competition, teams would normally set price to keep pace with inflation and exchange rate expectations. However, when competition is considered, the reality of the market price (average price) will condition most pricing decisions. This means that an aggressive pricing tactic needed to earn high-consolidated NIAT must be within competitive limits.

PRIVATE 
5.7.2.
The Product Life Cycletc  \l 3 "5.7.2.
The Product Life Cycle"
xe "Strategic planning factors:The product life cycle"
In practically every industry, managers ignore the product life cycle at their peril. All managers in any major company must understand the inevitable trend line for sales and profits. The only variation is the time period required for the trend lines to follow their normal pattern.

In TIMS, as in the business world, the trend lines result from individual and company self interest. Failure to follow the self interest exercised by other teams usually means failure for the team exercising restraint. If a cartel is formed to have joint restraint for joint interest in any market, the team with the least to lose or most to gain, will normally break the cartel.

In Table 5.3 the results of 9 quarters reflect that the market (total sales revenue) grows with the economic growth of Brazil, with the addition of new companies in the industry, and with price cutting which brings the industry prices (average price) below the local producers (local price). One can see that total contribution grows steadily as all teams are keeping prices in step with inflation. This condition holds until the early entries to the market have reduced their debt, and profit margins in other markets soften. 

xe "Product life cycle:Example"At this point, one team cuts price. Other teams guess what will happen and join the price cutting process. If, however, a team still has debt to repay, the price cuts may be smaller. This allows the team to make a bit more contribution (profit) but also allows the deep price cutter to gain up to 15 million more profit. When prices are low everywhere, then the contribution margins are not high enough to overcome the 15 million advantage of the deep price cutter.

Of course, if a team cuts price too soon, they may find that other teams join the fray with a vengeance, and drive the price so low that the original price cutter suffers a real disadvantage. The choice of "vengeance" pricing will depend on the strength of the team's consolidated position.

The data used for Table 5.3, the product life cycle graph, is based on decisions made for Brazil. Using a country with more or less volatility would alter the shape of the lines, but not change the basic result.  

Review the graph that follows and note how the curves move through the introductory, growth, maturity and decline stages of the life cycle.


PRIVATE 
Table 5.3 -  Product Life Cycle for Braziltc  \f O  \l 9 "Table 5.3 -  Product Life Cycle for Brazil"


#
      TOTAL
     TOTAL     ECONOMIC GENERAL     LOCAL    TOTAL     TOTAL


QTR
OF
  CRUZEIRO
   CRUZEIRO
 AVERAGE
GROWTH
COUNTRY 
COUNTRY
UNIT

       
TEAMS
 SALES 
CONTRIBUTION    
PRICE
INDEX
INDEX
PRICE     
 SALES    SALES   

1
3
699,332   
           27,973
         7,361
          1.035
          1.071        
7,361
        95,005


2
3
798,148
31,926
7,907
1.066
1.154
7,907
100,942


3
3
908,486
679,491
8,460
1.101
1.239
8,460
107,386


4
5
1,136,214
849,314
9,019
1.133
1.325
9,019
125,980


5
7
1,382,232
1,030,214
9,618
1.166
1.417
9,618
143,373


6
7
1,424,569
975,150
8,470
1.203
1.516
10,261
168,190


7
7
1,495,839
912,484
7,556
1.239
1.622
10,951
197,967


8
7
1,525,029
558,872
5,279
1.288
1.742
11,731
288,886


9
7
1,616,062
332,812
4,190
1.331
1.863
12,520
385,695



Additional limits on tactical considerations are internal financial strength and product cost. A team may have a $50 cost advantage over competitors, but a debt to asset ratio which is double that of the competitors. Does this condition permit aggressive pricing?

Financial strength may be high, compared to competitors, but high product cost, caused by refusal to take the risks associated with low cost countries, will also prevent aggressive marketing.

In effect, for maximum flexibility in competition, a team must have balanced strengths. One large competitive advantage, gained at the expense of inefficien​cy elsewhere in the company, is often a questionable advantage. The same analysis holds true for tactical decisions in the finance or production areas. No single functional areas should dominate to the extent that other functional areas lose most of their tactical flexibility.

PRIVATE 
5.7.3.
Productiontc  \l 3 "5.7.3.
Production"
xe "Production:Trade-offs"

xe "Production:Plant location"

xe "Strategic planning factors:Production "
The trade‑offs in risk and reward are the most evident in long range planning for production. One option is to locate all production outside the United States in the lowest cost country. This would allow production cost of $120 or less per unit as opposed to $220 or more per unit in the United States Profits might be fantastic, but the risk of nationalization and/or exchange loss is high. Also, flexibility in financial tactics would be limited.

A second option would be to place a manufacturing operation in each country for maximum flexibility and minimum risk of disruption by nationalization. However, production costs would be higher because of low production runs. Any competitor who followed the first option of high risk and low cost would be more competitive in the high cost countries, which have the highest profit potential. The only defensive tactic against the low cost producer is a prayer that the low cost plant will be nationalized.

Because of uncertainty about political stability and lack of knowledge about competitor strategy, there is no perfect way to locate facilities. After quarter 3 or 4 additional information is available. However, a wait and see attitude forgoes initial profits. Construction costs could be higher later if the rate of inflation is not matched by the rate of devaluation.

PRIVATE 
5.7.4.
Financetc  \l 3 "5.7.4.
Finance"
xe "Finance:Financial leverage"

xe "Strategic planning factors:Finance "
If the strategy of maximizing exchange gains is predominate, financial tactics will have more influence than marketing or production strategies. If maximizing exchange gains is tertiary then the financial tactics will be limited to gaining the maximum efficiency within the constraints of market and product tactics. Within such constraints there are still several finance options that can improve performance.

PRIVATE 
5.7.4.1.
ROAtc  \l 4 "5.7.4.1.
ROA"
Financial leverage is a powerful tool. If the ROA percent on pretax profits is greater than the average interest rate, one may assume borrowed capital can be profitably invested in expansion. However, profitability in the short run, (and thereby leverage) can evaporate as competition increases. Also, heavy borrowing does not leave flexibility in case of unrest or war, which can create a cash flow problem and cause liquidation with a penalty. One must also recognize ROA in the country rather than average ROA in the consolidated statement when making calculations. Further, the ROA printed on the country statement may be misleading. Profits could be arbitrarily reduced by interest payment on intercompany loans, or affected by profits from export agencies.

PRIVATE 
5.7.4.2.
Investmentstc  \l 4 "5.7.4.2.
Investments"
xe "Finance:Investments"If there is a fear that over expansion will occur, an investment may be advisable. Investments have one significant advantage. The investment income is certain, while profit is subject to competitive forces. Given excess cash, the normal uses are repayment of local loans, investments, extension or repayment of intercompany loans or expansion. In each case the "cost" is the expected return for the second best alternative. Investments and repayment of local loans provide benefits that can be calculated. Benefits from intercompany loans or expansion are less certain because of uncertainties about exchange rates and competitive actions. Given the uncertainties, one would expect the profit opportunities to be larger with the expansion option in the early quarters and larger with the investment and loan repayment options in the later quarters.

A logical approach is to keep one's options open, or structure decisions in such a way that it is possible to shift assets among the alternative uses. Although this strategy does minimize risks, it also has costs. Money transfers for investment purposes require a one-quarter delay where zero interest is earned. Changing the intercompany loan balances may reduce the asset base and risk exceeding the 70% loan constraint. Liquidation of a failed expansion requires one quarter without profits. Adding capacity requires at least one quarter where no return is earned on the money required for plant construction.

PRIVATE 
5.7.4.3.
Taxestc  \l 4 "5.7.4.3.
Taxes"
xe "Finance:Taxes"With good calculation and a bit of luck it is possible to operate a world wide network with a consolidated tax rate which is 35‑40%, even though most countries have rates of 40% or more. Assume country A has a tax rate of 30% and country B a rate of 50%.

The procedure is for A to send money to B on an intercompany basis until the intercompany interest cost in B reduces the anticipated profit in B to zero. An occasional loss with this procedure is no problem because losses are carried forward and can be used later. The intercompany interest received by A (a manufacturer) can be invested locally. The profits earned are taxed at 30%. Return on investment in A and B will be distorted, but consolidated ROA will be correct because intercompany loans will be eliminated.

Creative financing can be used in the international network to legally minimize taxes. Of course there are trade‑offs. B must have a use for the money. If it cannot be used locally, perhaps it can be re‑lent to another manufacturer for investment. If the interest rate differentials and the tax rate differentials are significant, it may be profitable to leave the cash in B idle and simply use it to pay the interest each quarter. It is also possible to make a huge loan, create a huge loss, repay the loan in the following quarter and use the next quarters to use up the carry forward losses in B.

A second factor is nontaxable exchange gains and losses. When borrowing and lending countries have different inflation rates, which are reflected in the different interest rates, exchange losses may exceed tax gains.

Because export profits are included in the manufacturer's accounts, a manufacturer in a country with a 30% tax rate can sell through an export agent in a country with a 50% tax rate, and pay only a 30% tax on the exporter's profits.

PRIVATE 
5.7.4.4.
Exchange Gain/Losstc  \l 4 "5.7.4.4.
Exchange Gain/Loss"
xe "Finance:Exchange gain/loss"In the consolidation process, investment amounts and investment income are converted to dollars. The consolidated dollar values are eroded when the currency devalues each quarter, however, the percentage return remains the same in ROA calculations. The United States dollar investments are not devalued. Revaluation of a currency has the opposite effect.

Because investments can only be made by a manufacturer, it may be advisable to build a small plant in a country with stable exchange rates. The production costs for sale of locally produced units may be relatively high, but that may be an acceptable trade‑off. If the plant produces no units. The landed costs from a low cost base may be low enough to cover the local fixed costs and still earn a profit.

An example of a high exchange rate impact can be seen in Table 6.11.

PRIVATE 
5.7.5.
Tariffstc  \l 3 "5.7.5.
Tariffs"
xe "Finance:Tariff"High tariff countries encourage manufacturing operations because tariffs provide an umbrella price. If landed costs are $800, a 50% mark‑on will create a selling price of $1,200. A manufacturer may also sell at the $1,200 price even though the production costs are less than $200. The profits are high, but in most high tariff countries the risks of inflation, nationalization and exchange losses are also high.

A tactic of only one or two large plants abroad is inconsistent with a tactic of locating behind tariff walls to gain profit in protected markets.

PRIVATE 
5.7.6.
Product Coststc  \l 3 "5.7.6.
Product Costs"
xe "Cost:Effect of exchange rates and inflation"

xe "Exchange rates:Effect on product cost"Table 5.4 indicates one advantage of accepting high risk in Argentina. The advantage occurs because, in this one case, exchange rates devalue at a rate greater than inflation. Depreciation and freight costs decrease as the currency devalues. Additional examples of product cost in Argentina are in Table 6.10.

Plant location will primarily be a function of tariff and freight rates, inflation and exchange rates, and product cost. These variables are the prime determinates of landed costs. The decisions will also be tempered by risk, tax rates and market size. A few simple calculations, using assumptions, will identify some of the possible consequences of plant location. Table 5.5 provides an example of a useful approach.

xe "Argentina:Advantage as a supply source"
PRIVATE 
Table 5.4 -  Example of Argentina as US Suppliertc  \f O  \l 9 "Table 5.4 -  Example of Argentina as US Supplier"


ARGENTINA
UNITED STATES


Quarter 4 Example
(Pesos)
(Dollars)


Production Cost (Qtr 4)
9,674
215


Intercompany margin
x  1.21


11,706


Shipping Costs, Surface
   805


12,511


Exchange Rate (divided by)
 75.29

Landed Costs
$166


50% Mark‑on
   83
 108

Possible Selling Price
$249
$323


Excess Profit/Unit
   74
      

Competitive Price
$323
$323

Quarter 10 Example

Production Cost (Qtr 10)
36,459
238


Intercompany margin
x  1.21


44,115


Shipping Costs, Surface
   805


44,920


Exchange Rate (divided by)
320.82

Landed Costs
  $140


50% Mark‑on
  70
 119

Possible Selling Price
$210
$357


Excess Profit/Unit
 147
     

Competitive Price
$357
$357
NOTE: The US fixed costs are $3,000,000. At what level of excess $ profit should a team close the US plant?  What else should be considered?

Analysis of Table 5.5 indicates that Brazil and Philippines are about equal as plant locations. The market size in both countries is large and the tax rates favorable. If one changes the inflation and exchange rates, the landed costs may vary 5‑15%, depending on the country volatility.

On the off chance that among all of the teams, one team is blessed (or cursed) with insatiable greed, consider using an inflation rate of 10.32 (per Table 5.1) and an exchange rate of 358.43 for Argentina in quarter 10 (per Table 5.2). As a production base Argentina would provide Quarter 10 landed costxe "Landed cost:Comparison of US and Argentina"s of 116 in the US, 228 in BZ, 120 in GM, 167 in IR and 120 in the UK. If the inflation rate is raised to 12.96 and the exchange rate lowered to 308.57, then the dollar landed costs will increase to 158 in the US, 312 in BZ 163 in GM, 228 in IR and 163 in the UK.


PRIVATE 
Table 5.5 -  Example of Landed Costs in Dollarstc  \f O  \l 9 "Table 5.5 -  Example of Landed Costs in Dollars"



   QUARTER ZERO


           QUARTER TEN




US
BZ
PH
SP
US
BZ
PH
SP




BASE
BASE
BASE
BASE
BASE
BASE
BASE
BASE




‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑



GPI‑>
1.00
1.00
1.00
1.00
1.19
2.02
1.28
1.23



X/RATE‑>
1.00
8.07
7.02
115.0
1.00
17.6
9.87
141.6


SHIP


TO
COST‑>
200
1,050
810
18,334
238
2,079
1.020
20,446


----

‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑
‑‑‑‑‑


US

200
185
176
216
238
155
150
193


AG

822
329
622
813
956
289
519
714


BZ

907
130
614
892
1,058
118
576
785


GM

285
236
219
199
332
179
182
180


IR

399
324
206
314
462
247
183
280


UK

281
232
221
197
328
177
183
178

 *  Excluding depreciation, and assuming 150,000 unit production

Do not rely on these figures for your decisions. Each team must make its own assumptions and projections. The choice will depend on assumptions about inflation, exchange rates, modes, freight and tariffs.

PRIVATE 
5.8.
Prepare a Plantc  \l 2 "5.8.
Prepare a Plan"
After identifying the team objective, determining the teams policies and  listing strategies and tactics in priority order, it is time to prepare a plan. The plan will include the specific decisions for the size and location of plants, the countries to enter, the modes of operation, and decisions on where and how to broker. Presumably the decisions resulted from consideration of marketing, finance, production and competitive factors. In the second quarter of operations, each team will have information on competitor location and a few indications of the new competitive environment. At this time, a team may adjust plant size upward if necessary, consider different shipping operations, and perhaps change modes of operation and sources of finance.

As the quarters proceed, each team will recognize that their plans will need modification. It is here that the decision on active versus reactive management is critical. If one takes action "too soon", advantage will be lost and the "balanced strengths" desired may not become a reality. If one takes action "too late", an active team will force reactive management, which does not allow a team to control its own destiny.  The solution for this dilemma is quite simple:  Pick the right action at the right time!  Good Luck!

PRIVATE 
5.9.
Factors to Consider When Making Decisionstc  \l 2 "5.9.
Factors to Consider When Making Decisions"
Having considered strategic and tactical issues in order to prepare a plan, the next step is to evaluate the decision making process.

PRIVATE 
5.9.1.
Risk and Rewardtc  \l 3 "5.9.1.
Risk and Reward"
xe "Decision factors:Risk and reward"

xe "Risk and reward"Conventional wisdom assumes risk and reward are proportional - a high risk brings high reward. All managers know that this does not always hold true. Public utilities often provide disproportionate rewards for low managerial risks. Some high risk ventures may not even have reasonable probabilities of high rewards, but may be necessary for survival.

Even though there is often little certainty as to the degree of risk or the amount of the reward in the risk - reward tradeoff, it is nevertheless a real factor in decision making.

PRIVATE 
5.9.2.
Management Team Harmonytc  \l 3 "5.9.2.
Management Team Harmony"
At some point, disharmony in an organization becomes counterproductive. Industry provides countless examples of decisions driven by ego, revenge or self preservation. Such motives frequently cause short term harm to the organization and often long term harm to the decision maker.

At the same time, reasonable internal competition, directed toward the objectives, is directly beneficial for the organization, and indirectly beneficial to all managers in the long term. It is the task of managers to find the proper balance within the corporate culture.

In the simulation, errors will occur, and the team will notice the consequences in the short and long term. Each error, and there may be many, will test management's ability to work as a team. Rather than indulging in recriminations among team members, a team must avoid, or overcome, errors of their own making and respond to the consequences that result from actions of other teams. Good interpersonal relationships among managers are best achieved when each member of the team performs assigned tasks efficiently and well.

PRIVATE 
5.9.3.
Environmental and Cultural Considerationstc  \l 3 "5.9.3.
Environmental and Cultural Considerations"
xe "Decision factors:Environmental and cultural considerations"Corporate abuse of local cultures and environments receives varying degrees of resistance, depending on the position of the corporation, the degree of abuse and the ability of the abused to respond. Multinationals operate in multiple environments and cultures. They also try to have a consistent set of policies regarding their interface with local environments, cultures and governments. It is a difficult task, with few helpful answers. Each manager must find a socially responsible balance that is compatible with both the corporate policies and the local culture.

PRIVATE 
5.9.4.
Decision Making Coststc  \l 3 "5.9.4.
Decision Making Costs"
xe "Decision factors:Decision making costs"Many "costs" are available to managers, but only a few are relevant for decisions. The basic rule is to consider revenue and costs that are or will be affected because of the decision. This rule forces managers to concentrate on the immediate impact of a decision.

In the theoretical extreme, everything affects everything. Many decisions in an organization may have an indirect affect or a subjective affect on consumer perception of the company and its products, which, in turn, affects sales, which affects....

In harsh reality, managers must be concerned with, and make subjective judgments about, the direct and indirect impact of their decisions on the total organization. However, to meet profit objectives, they must consider the decision-making costs. An example will illustrate how fixed and variable costs affect profit outcomes. Assume a team borrows money, builds a plant and sells a product with price and advertising decisions.

The interest cost on the borrowed money, depreciation of the plant, the fixed production cost, fixed selling cost, tax rate and the exchange rate are not relevant for price and advertising decisions. Within company policies, strategies, and tactics, and the 3 parameters described above, the immediate objective of the manager is to gain the highest total contribution in one country. If the scope is extended to multiple countries, then exchange rates plus freight, tariff and tax rates become relevant, but the highest total contribution is still the objective.

PRIVATE 
5.9.5.
Cost, Volume and Profittc  \l 3 "5.9.5.
Cost, Volume and Profit"
xe "Cost, volume and profit"

xe "Decision factors:Cost, volume and profit"If price is increased, unit contribution will increase. However, if the percent volume decrease is greater than the percent price increase, then total contribution will decline. If price is decreased, unit contribution will decrease. However, if the percent volume increase is greater than the percent price decrease, total contribution will increase.

This means that price affects production volume, which affects production cost, which affects profit, which affects the decision on price. The cycle is constant. If the volume shift is great enough, then other costs of a fixed or semi-fixed nature become relevant for a decision.

If advertising is increased, volume will increase. The limit to an increase in advertising is reached when the increased unit volume times the unit contribution reaches the cost of the advertising. In this example, the advertising is a fixed cost, but relevant to price and advertising decisions.

If variable production cost or landed cost or variable selling cost can be reduced, unit contribution will increase and total contribution will increase. In the simulation, the variable production and selling costs can only be affected by choice of mode and choice of country. Landed costs, which are variable for contribution purposes, can be affected by choice of shipping location.

PRIVATE 
5.9.6.
Contribution Margintc  \l 3 "5.9.6.
Contribution Margin"
xe "Contribution:Contribution margin"Manufacturing statements show unit contributions for manufactured, landed and brokered units.  Other modes show only the unit contribution for landed and brokered units.  

The Team Summary statement shows a weighted average dollar contributionxe "Contribution:Average dollar contribution" per unit for each country and the total dollar contribution produced by the units sold.  The use of unit contribution by source of product, and total contribution from sales, helps a manager make decisions and analyze results based on the contribution impact.  The formula is:

     Unit contribution =   (Selling Price x (1 - variable selling rate)) - unit variable cost.

The variable selling rate is 11% for manufacturers (mode = 10% + 1% bad debt), 13%  for large sales offices (12% + 1%), 15% for small sales offices (14% + 1%) and 18% for export modes.  The variable cost for a manufacturer is unit variable production cost (Table 6.7) times the general price index of the quarter.  For other modes, the unit variable cost is the total landed cost divided by the total landed units.  The landed cost is the manufacturers unit production cost plus 21% of the production cost, plus freight, plus tariff. For an export agent the variable cost is production cost plus freight, plus tariff.  For brokered units, the variable cost is the local price of the quarter times 85%.  

If units are received from more than one supplier in the same quarter, the unit contribution shown on the statements for landed units will be an average of all shipments.  Unit contribution for the US is based on variable production cost for production and beginning inventory units.  If the US production is zero, and units from previous shipments are in the beginning inventory, the unit contribution for manufactured goods will be incorrect.

The average unit dollar contribution shown on the Team Summary xe "Contribution:On the team summary statement"is a weighted average of the three unit contributions described above.  The total dollar contribution on the Team Summary is the average unit dollar contribution times the unit sales in the country.  The unit and total contribution can be positive or negative for produced, landed, or brokered units. The average unit contribution is calculated as follows:




UNIT DOLLAR
TOTAL DOLLAR



QUANTITY
CONTRIBUTION
CONTRIBUTION

Beginning Inventory
15,000
122
1,830,000


Units Produced
29,999
120
3,599,180


Beginning Inventories
7,658
193
1,477,994


Units Landed
18,000
180
3,240,000


Units Brokered
 4,601
  (12)
    (55,212)

Total
75,258

10,091,962

Average unit contribution = 10,091,962 / 75,258 = 134.

Averages allow comparisons among countries, but care must be taken to recognize that the average contribution may disguise a negative result. In this case, the average unit contribution was lowered by the negative contribution from brokering.  Also, the contribution of 180 on landed units may be based on shipments from 2 or more countries (excepting export agents).  

The unit dollar contribution on the individual country statements is the only reliable number for managerial decisions. To understand why this is true, it is necessary to look at another

example. The contributions being compared highlight one of the difficulties of using normal accounting data in the normal management process. 

Table 5.6 shows the contribution per unit for landed, manufactured and brokered units. The landed units arrived in the previous quarter but were not sold. The 21 % intercompany margin, the freight, and any tariff expense were written off in the quarter of arrival. Only the AG production cost was carried in inventory. When these units are sold in the present quarter, the profit shown in the accounting reports will not reflect the costs charged in the previous quarter.  In reality, since the selling price and landed cost for the two periods in the example are the same, the unit contribution is 144 for managerial purposesxe "Contribution:For managerial purposes".


PRIVATE 
Table 5.6 - Contribution Comparisons for the US in Quarter 5tc  \f O  \l 9 "Table 5.6 -  Contribution Comparisons for the US in Quarter 5"


PREVIOUS

PRESENT



QUARTER

QUARTER
US 
US  



LANDED 

  SOLD 
MFG
 BROKER
Selling Price

380

380
380
380

Less Variable Selling Cost

Price x (1 - 11%)

.89

.89
.89
.89


323

323
323
323      

Landed Cost (from Argentina):

AG Production Cost
      
136

136

21% of Cost

29

0

Freight

 8

0

Tariff
     
  0

173
  0
136

Variable Production Cost

     180 x 1.102 (GPI)




198

Local Price 391 X .85

     

     
     
 332
Unit Contribution

150

187
125
(30)
The program calculates the actual unit contribution by category, Which shows the true financial impact regardless of when the units are sold. The only factor that changes the contribution, once the variable costs have been applied is a change in prices.

Two basic points about contribution must be understood.  First, selling units at a negative unit contribution is equivalent to buying at $5.00 and selling at $4.00.  Second, fixed costs do not change in a given period. This means that one more dollar of contribution, from any country, will increase pre-tax profit by one dollar. 

Emphasis on xe "Contribution:Analysis for profit alternatives"contribution should not exclude analysis of other costs.  To break even, total contribution must be at least as large as all fixed costs.

Using contribution margin for decisions does not deny the value of fixed cost analysis.  There is always ample room for profit increase by reducing interest costs, advertising, or taxes.  To have a viable operation over the long term, contribution must be sufficient to cover fixed costs and earn profit. 

PRIVATE 
5.10.
Build a Management Teamtc  \l 2 "5.10.
Build a Management Team"
Developing an effective management team is a challenge for every manager at every level. The simulation provides an opportunity to develop skills in building a team while in the process of managing an enterprise. The material which follows should be used as a starting point. How a team will organize its collective talents will depend on the talent available, as well as the cultural attitudes and personalities of the members.

PRIVATE 
5.10.1.
Team Organization Alternativestc  \l 3 "5.10.1.
Team Organization Alternatives"
xe "Team organizational alternatives:Geographic"

xe "Team organizational Alternatives:Functional"

xe "Team structure:Team organizational alternatives"The workshop coordinator will designate up to five members per team. When the team is complete, team members will determine how the various duties will be assigned. Duty assignment will be dependent upon the functions to be performed and the organization structure.

The functions in TIMS can be divided into five categories:  Finance, Marketing, Operations, External Analysis and Internal Analysis.

Any organization structure is possible, however only two examples will be listed: Functional and Geographic.

PRIVATE 
5.10.1.1.
Functional Organizationtc  \l 4 "5.10.1.1.
Functional Organization"
A functional organization compares well with the product orientation of many multinationals. Functional structures are frequently used when product sales are more dependent upon technical knowledge than cultural knowledge.

If a team chooses a functional form of organization, then each team member can be responsible for one or more operating functions in sixteen countries. This permits independent work in the respective areas, and joint discussion to arrive at a decision. If there is a difference of opinion on any issue, the team must develop a system to resolve the conflict. If the team members are well prepared in their respective areas, the team discussion can concentrate on the important issue of trade‑offs and thereby move the team toward its goals in an efficient manner. If a conflict resolution system does not exist, team members will quickly learn why a system is needed.

PRIVATE 
5.10.1.2.
Geographic Organizationtc  \l 4 "5.10.1.2.
Geographic Organization"
A geographic organization is often preferred by multinationals when success is more dependent upon cultural than technical factors. With this system each team member performs all five functions in a geographic area, and coordinates the network finance and supply decisions through a team coordinator. As with the functional organization, a system for conflict resolution in the trade-off process is necessary.

Teams must also be aware that organization structure may also cause sub-optimization. If, for example, a team decides to divide the world into 4 areas, and one team member is responsible for each area, then each area would logically have its own plant. Suppose you have the following divisions:


AREA 1
AREA 2
AREA 3
AREA 4


AUSTRALIA
ARGENTINA
GHANA
SPAIN


JAPAN
BRAZIL
NIGERIA
FRANCE

PHILIPPINES
UNITED KINGDOM
UNITED STATES
GERMANY


IRAN
VENEZUELA
CANADA
SWEDEN

The lowest cost production bases are normally Philippines, Argentina, Brazil, Ghana, Nigeria and Spain. If each area has its own production facility, then area 3 is committed to supply two large markets from very high risk countries. Area 2 has three low cost production alternatives, but can only choose one. Also, where is the cultural compatibility If the areas are chosen by cultural affinity, the US, Canada and the UK will have no strong manufacturing base that is culturally close. There is the additional problem of evaluating managerial performance if the manager does not control his own source of supply. All of these factors need to be considered when a team determines its basic strategy.

PRIVATE 
5.10.2.
Management Dutiestc  \l 3 "5.10.2.
Management Duties"
xe "Management duties:External analyst"

xe "Management duties:Finance"

xe "Management duties:Marketing"

xe "Management duties:Production"

xe "Team structure:Management duties"Five management positions are described. If only three managers are on a team, the duties of the analysts can be shared with the functional duties.

PRIVATE 
5.10.2.1.
Productiontc  \l 4 "5.10.2.1.
Production"
Plant location is normally a collective decision determined in conjunction with determination of the team strategy. Plant size decisions may be postponed until one sees the competitive situation. Sourcing decisions will depend upon demand in each market, which will be a function of marketing decisions on mode, price, advertising, random variables such as inflation, market growth and political stability, as well as actions of competitors. Shipments of goods and plant expansions will also depend upon finance factors such as interest rates, exchange gains and losses, tax rates and availability.

PRIVATE 
5.10.2.2.
Marketingtc  \l 4 "5.10.2.2.
Marketing"
Price and advertising decisions will be a function of competitive actions (real and anticipated), product availability, and the contribution margins possible in various markets. The decisions will also be constrained or influenced by financial factors and risk. An active versus reactive policy, tempered by an administrative or entrepreneurial attitude will also influence the way a marketer will make choices. The marketing person will rely heavily on the inputs from internal and external analysts.

PRIVATE 
5.10.2.3.
Financetc  \l 4 "5.10.2.3.
Finance"
The financial decisions involve net interest expense, consolidated tax rate, exchange gains and losses and return on assets. Decisions that affect these areas are conditioned however, by marketing and production decisions. Choosing Argentina for low production cost will automatically force either high interest costs, exchange losses or both. The finance person must be able to point out the financial impact of plant location decisions or a price cutting strategy in order to contribute to the overall management effort. The CASHFLOW program will be helpful for projections.

PRIVATE 
5.10.2.4.
External Analysttc  \l 4 "5.10.2.4.
External Analyst"
Analysis of competitor activity will help a team avoid "surprises". Careful analysis of the cumulative ratios will show the strong and weak points of each competitor. When this information is combined with volume data, location of plants, and ranking, it is possible to draw conclusions about a specific competitor activity. The external analyst should try to identify the teams with high and low prices in each country. A three or four quarter track of a competitive team will provide good information as to their tactics.

The external analyst may also act as a general team coordinator, since this position automatically looks at the total picture of the oligopolist market.

PRIVATE 
5.10.2.5.
Internal Analysttc  \l 4 "5.10.2.5.
Internal Analyst"
xe "Management duties:Internal analyst"One way to help each team member become and stay aware of a team position is to have the internal analyst "brief" the team prior to the decision making period. The information can be provided on a cumulative trend basis so that the team can see how close it is following the established strategy and tactics. The most important figures will be the trends in average price by country. This is critical for a sales forecast to be made by the marketing person. Trends for tax rates can be given to the finance person, and data on production cost or inventory are needed by the production person.

PRIVATE 
5.10.2.6.
General Dutiestc  \l 4 "5.10.2.6.
General Duties"
xe "Management duties:General"After receiving the quarterly output, and if the time schedule permits, one team member should enter basic quarterly information in the LANDCOST program. Share the printed output from this program with team members. With all data collected, the marketing manager may use the FORECAST program to project sales.

The rules in the world market place are seldom precise, but usually harsh and unyielding. Errors will occur and the team will notice the consequences in the short and long term. Each error, and there may be many, will test management's ability to work as a team. Rather than indulging in criticism or recriminations among team members, a team must avoid, or overcome, errors of their own making and respond to the consequences which result from actions of other teams. A significant part of running any business is good interpersonal relationships among managers. When members of a team perform assigned tasks efficiently and well this goal is achieved.

Each team certainly wishes to "win" the competition. If, however, TIMS is used over an extended period, a good learning experience is to have the team members rotate tasks.

PRIVATE 
5.11.
Team Instructionstc  \l 2 "5.11.
Team Instructions"
PRIVATE 
5.11.1.Running the Simulation from Menus – THE INTERNATIONAL MANAGEMENT SIMULATION (TIMS)tc  \l 3 "5.11.1.
Running the Simulation from Menus"
The decision input program (InData) is fully interactive. It will not allow decision entries that violate the rules of the program. It warns the user of decisions that appear wrong, or decisions that may not be wise. Despite the built-in error trapping features, teams may still make decisions that reflect poor judgement. Teams invoke the decision input function with menu TEO-1.

Sections 5.11.1.1 and 5.11.1.2 provide examples of the menus used by each team.  The first four menus are designated TEO,TEP,TED and TEU.  The last letter designates the general use, i.e., O = operations, P = print, D = display and U = utility.  These menus are on the TEAM DISK provided by the coordinator.

Most menus have a written explanation or instruction that precedes the data entry step. 

The second set of menus, THO, THP, THD, and THU, are for the participants who have their own hard disk.  The menus are easily loaded on a hard disk (See Section 5.11.2).

PRIVATE 
5.11.1.1.
Team External Drive Menus -  1 - 4 

THE INTERNATIONAL MANAGEMENT SIMULATION (TIMS)tc  \l 3 "5.11.1.
Running the Simulation from Menus"
tc  \l 4 "5.11.1.1.
Team External Drive Menus -  1 - 4"
╔═══════════════════════════════════════════════════════════════╗

║        TIMS - TEAM EXTERNAL DRIVE MENU - OPERATIONS - (TEO)   ║ ╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 1 OF 3   ║

║        1 - Enter of Modify Quarterly Decisions                ║

║                                                               ║

║        2 - Set Printer to Desired Number of CPI               ║

║                                                               ║

║        3 - Display and Check Decisions prior to Submission    ║

║                                                               ║

║        4 - Print and Check Decisions PRIOR to Submission      ║

║                                                               ║

║        5 - Print the Simulation Results - All Statements      ║

║                                                               ║

║        6 - Cancel All Print Jobs in the Print Queue           ║

║                                                               ║

║        7 - Display Readme - How to Use the Team Disks         ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║ ╚═══════════════════════════════════════════════════════════════╝

1.
Uses InData to create a decision file. The program will ask if you are making a first quarter decision.

2.
Allows user to toggle between 17 and 10 CPI. Item # 4 requires 17 CPI.

3.
This step allows a visual check of decisions for obvious errors or omissions. 

4.
Print and check a hard copy of decisions. To avoid minor omissions and typing errors, which can be disastrous, this step should be completed.

5.
Prints the complete simulation results. The TEP menu allows each output statement to be printed separately.

6.
The complete simulation results can exceed 30 pages. This item allows cancellation in case you note a problem in the print process.

7.
The display is for a quick review of how the team disk is used. For a hard copy, use item # 5 in TEU.

Note:  This menu is referenced as TEO in this document.

╔═══════════════════════════════════════════════════════════════╗

║        TIMS - TEAM EXTERNAL DRIVE MENU - PRINT - (TEP)        ║

╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 2 OF 3   ║

║        1 - Set Printer to Desired Number of CPI               ║

║                                                               ║

║        2 - Print Team Decisions Returned with Output          ║

║                                                               ║

║        3 - Print Team Financial Statements                    ║

║                                                               ║

║        4 - Print Summary Data, Ratios, Consolidated Stmts.    ║

║                                                               ║

║        5 - Print a Blank Decision Sheet - (Set to 17 CPI)     ║

║                                                               ║

║        6 - Cancel All Print Jobs in the Print Queue           ║

║                                                               ║

║        7 - Run a DOS Command                                  ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║ ╚═══════════════════════════════════════════════════════════════╝

1.
Allows user to toggle printer between 17 and 10 CPI.  Items 2-5 require 17 CPI.

2.
Prints decision file for specified team in decision sheet format (DEC-T*).

3.
Prints financial statements for each active country for a specified team (STMT-T*).

4.
Prints summary data reports for all teams. SUMDATA  presents various ratios and averages, as well as unit sales, market shares, and ranking by teams. CUMRATIO  indicates the relative competitive strength of each team. WORBAL is the equivalent of the corporate financial statements found in an annual report.

5.
This permits each team to print blank decision sheets for use as needed.

6.
A DOS command which cancels all print jobs in the queue but does not empty the buffer.

7.
This option avoids leaving the menu system in order to check 1 or 2 files. 

Note:  This menu is referenced as TEP in this document.

╔═══════════════════════════════════════════════════════════════╗

║        TIMS - TEAM EXTERNAL DRIVE MENU - DISPLAY - (TED)      ║

╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 3 OF 3   ║

║        1 - Display Decisions Returned with Output             ║

║                                                               ║

║        2 - Display Team Financial Statements                  ║

║                                                               ║

║        3 - Display Summary Data                               ║

║                                                               ║

║        4 - Display Cumulative Ratios                          ║

║                                                               ║

║        5 - Display Consolidated Statements of All Teams       ║

║                                                               ║

║        6 – display Readme – how to use the team Disks.        ║

║                                                               ║

║        7 - Display Readme - How to Use the Team Disks         ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║

╚═══════════════════════════════════════════════════════════════╝

1.
Display the decisions in decision sheet format after execution. These are the decisions actually used. Use the LIST program to view the decisions submitted. They are in the TDATA.RPT file on the team disk. TEO, item # 3 also shows the TDATA.RPT file.

2.
Display the financial statements for each active country for a specified team (STMT-T*).

3.
Display the summary data for all teams (SUMDATA).

4.
Display selected cumulative ratios for all teams (CUMRATIO). These ratios are invaluable in determining a team's relative position.

5.
Display the Consolidated Statements for each team (WORBAL). These statements show an overall picture of company strength. They are the equivalent of the financial statements in a published annual report.

6.
Displays information on the team disks. 

7.
Provides an explanation on use of the team disks (README.TMS or README.IND).

Note:  This menu is referenced as TED in this document.

PRIVATE 
5.11.1.2.
Team Hard Disk Menus -  1 - 4tc  \l 4 "5.11.1.2.
Team Hard Disk Menus -  1 - 4"
╔═══════════════════════════════════════════════════════════════╗

║         TIMS - TEAM HARD DISK MENU  - OPERATIONS - (THO)      ║

╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 1 OF 4   ║

║        1 - Enter or Modify Quarterly Decisions                ║

║                                                               ║

║        2 - Set Printer to Desired Number of CPI               ║

║                                                               ║

║        3 - Print and Check Decisions PRIOR to Submission      ║

║                                                               ║

║        4 - Copy Decisions from Hard Disk to Team Floppy Disk  ║

║                                                               ║

║        5 - Copy Results from Team Floppy Disk to Hard Disk    ║

║                                                               ║

║        6 - How to Use the Disk, InData and Support Programs   ║

║                                                               ║

║        7 - Run a DOS Command                                  ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║

╚═══════════════════════════════════════════════════════════════╝

1.
Uses InData to create a decision file. The program will ask if you are making a first quarter decision. 

2.
Allows user to toggle between 17 and 10 CPI. THO - 3 requires 17 CPI.

3.
Print and check a hard copy of decisions. To avoid minor omissions and typing errors, which can be disastrous, this step should be completed.

4.
The decision file Q#G#T# is in the TIMS directory. It must be copied to the transport disk (TEAM DISK) for submission to the coordinator.

5.
The coordinator copies the output files to the team disk. These files must be copied to the team hard disk. The team cannot make decisions without the new SAVEFILE,  which is on the team disk.

6.
The readme files explain the use of the Team Disk, the InData Program, and the four Support Programs. The display files are for quick reference. A hard copy of each can be printed with items 5, 6 and 7 on the THU menu.

7.
Run a DOS command without leaving this menu. When the command is complete the user is returned to the menu.

Note:  This menu is referenced as THO in the remainder of this document.

╔═══════════════════════════════════════════════════════════════╗

║        TIMS - TEAM HARD DISK MENU - PRINT - (THP)             ║

╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 2 OF 4   ║

║        1 - Set Printer to Desired Number of CPI               ║

║                                                               ║

║        2 - Print Team Decisions Returned with Output          ║

║                                                               ║

║        3 - Print Team Financial Statements                    ║

║                                                               ║

║        4 - Print Summary Data                                 ║

║                                                               ║

║        5 - Print Cumulative Ratios                            ║

║                                                               ║

║        6 - Print Consolidated Statements of All Teams         ║

║                                                               ║

║        7 - Print the Simulation Results                       ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║

╚═══════════════════════════════════════════════════════════════╝

1.
Allows user to toggle printer between 17 and 10 CPI. Items 3-7 require 17 CPI. 

2.
Prints decision file for specified team in decision sheet format (DEC-T*).

3.
Prints financial statements for each active country for a specified team (STMT-T*).

4.
Prints summary data reports for all teams. SUMDATA permits a useful analysis of sales volume, pricing, advertising and strategy.

5.
Prints 8 selected cumulative ratios for all teams. CUMRATIO is invaluable in recognizing the relative competitive strength of each team.

6.
Prints Consolidated Financial Statements for all teams. The statements are equivalent to the financial statements found in a corporate annual report.

7.
Prints an entire set of results for a specified team (DEC-T*, STMT-T*, SUMDATA, CUMRATIO, WORBAL).

Note:  This menu is referenced as THP in this document.

╔═══════════════════════════════════════════════════════════════╗

║        TIMS - TEAM HARD DISK MENU - DISPLAY - (THD)           ║

╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 3 OF 4   ║

║        1 - Display Decisions Returned with Output             ║

║                                                               ║

║        2 - Display Team Financial Statements                  ║

║                                                               ║

║        3 - Display Summary Data                               ║

║                                                               ║

║        4 - Display Cumulative Ratios                          ║

║                                                               ║

║        5 - Display Consolidated Statements of All Teams       ║

║                                                               ║

║        6 - -                                                  ║

║                                                               ║

║        7 - -                                                  ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║

╚═══════════════════════════════════════════════════════════════╝

1.
Display the decisions in decision sheet format after execution. These are the decisions actually used. Use the LIST program to view the decisions submitted. These decisions are in the TDATA.RPT file on the team disk. Another location is TEO item # 3.

2.
Display the financial statements for each active country for a specified team (STMT-T*).

3.
Display the summary data for all teams (SUMDATA).

4.
Display selected cumulative ratios for all teams (CUMRATIO). These ratios are invaluable in determining a team's relative position.

5.
Display the Consolidated Statements for each team (WORBAL). These statements show an overall picture of company strength. They are the equivalent of the financial statements in a published annual report.

6.
- (not used)

7.
- (not used)

Note:  This menu is referenced as THD in this document.

╔═══════════════════════════════════════════════════════════════╗

║        TIMS - HARD DISK MENU - UTILITIES - (THU)              ║

╟───────────────────────────────────────────────────────────────╢

║                                                 MENU 4 OF 4   ║

║        1 - Cancel All Print Jobs in the Print Queue           ║

║                                                               ║

║        2 - Set Printer to Desired Number of CPI               ║

║                                                               ║

║        3 - Print One Copy of a Decision Sheet - Set 17 CPI    ║

║                                                               ║

║        4 - Use TIMS Support Programs                          ║

║                                                               ║

║        5 - Print Readme for the InData Program                ║

║                                                               ║

║        6 - Print Readme for the Team Disk Program             ║

║                                                               ║

║        7 - Print Readme for the Support Program               ║

║                                                               ║

║        8 - Exit to DOS                                        ║

║                                                               ║

╚═══════════════════════════════════════════════════════════════╝

1.
Cancels all print jobs in the DOS print queue. Does not empty the buffer.

2.
Allows user to toggle printer between 17 and 10 CPI. 

3.
A single copy of a blank decision sheet can be printed and copied as needed.

4.
This item connects to any one of four support programs. All four can be used without leaving this menu item.

5.
Provides a hard copy of explanations for the InData  program.

6.
Provides a hard copy of explanations for the Team Disk program. 

7.
Provides a hard copy of explanations for the Support programs.

Note:  This menu referenced as THU in this document.

PRIVATE 
5.11.2.
The Manager Diskstc  \l 3 "5.11.2.
The Manager Disks"
The TEAM DISK contains the menu files that allows the team members to enter and edit decisions, check decisions for accuracy, print the decisions to verify correct entry and a special view program which allows a view of the results before a decision to print the file. In addition there are a few utility entries which allow printing of decision sheets and short REAMDE files. There is also an option to do a DOS command without leaving the menu. Each of the menu items has brief comments that make it easy for any team member to use the programs. To call the menu, put the TEAM DISK in a drive, type TEM (for team menu) and press <Enter>. Review all items on the menu. Print the README files for more information. DOS is needed to run the programs.

If any team member has access to a hard disk they can put the team disk in an external drive and type INSTALL <Enter>. The program will copy the appropriate team disk files, ask for the support disk and copy the support files. With one exception, the HDM menu will be the same as the TEM menu, but will execute faster.  After connecting to the location where the files have been copied, bring up the menus by typing HDM <Enter>.  The instructions on the HDM menus will assist in their use.
PRIVATE 

 THE TEAM INPUT DISK- INTERNATIONAL BUSINESS SIMULATION

1.  A disk is provided to input team decisions for each round. You may copy the disk for individual team member practice but you MUST use ONLY the disk provided to return decisions. 

2.  To activate the disk

a.  click on the DOS prompt in windows to go to DOS

b.  go to the A drive by typing a: (return)
c.  at the A: prompt type   A: TEM
d.  this will bring up a menu. You will want to select number 1 “enter or modify quarterly decisions. This will open an introduction screen. Hit any key and you will now be at the initial input window. Enter the team (1 through 10) and group (1 or 2) that is on your disk. To accept a screen hit <F10>.
e.  The first country window will be the U.S. You have a manufacturing plant there so there will be a M in the mode. Hit <F10> to continue to make other decisions.
f.  Once you have hit <F10> through the U.S. menus you will be taken to the next country. You can move forward or backward through countries by <F7> and <F8> as noted at the top of the menu sheet. This way you can select only the countries you wish to enter.
g.  Once you have made your country decisions hit <ESCAPE> and you will have several selections. Select <Save and Exit> DO NOT FORGET TO SAVE
h.  You can view your decisions by selecting menu 3 of 3 by using the <page down> key to go to menu 3. There is also a readme file (#6) on how to use the team disks on menu 3.
8 CHECK YOUR INPUTS !!!


Be certain to check your decisions them against what you wanted to enter.

It is VERY common to drop a zero or put in the wrong currency. You can

print out your decisions by going to the A drive and typing 

a: dec-t(your team number)  lpt1 So if your were team number 3 the command
would be a:copy dec-t3 lpt1  THERE ARE ALWAYS TEAMS THAT COME TO ME WITH INPUTS THAT ARE WRONG. I TELL THEM THE SAME THING I WILL TELL YOU. “THAT IS REALLY TOO BAD” WE CAN NOT (WILL NOT) RERUN ROUNDS FOR MISTAKES IN INPUTS.
5.11.3.
InData program
5.11.3.
InData program"

The InData program is used to enter decisions from hand written decision sheets. The program creates a decision file on the team disk. Each team's file will be copied from the team disk to the coordinator's hard disk. When the simulation has been run, the output will be copied back to the team disk, which will be returned to the team. Each team will print its own results. This process will be repeated for each quarter. To create a decision file, put the team disk in a drive, connect to the drive, type TEM and press <Enter>. Select # 1 when the menu appears. A decision entry program called InData will appear. This program has several features:

1.
Screens are used for data input. The first screen asks for the quarter number, group number and team number. If the decision file exists, you will have the option of editing or overwriting the decision file. The second screen presents a country code and asks for the mode. Depending upon the mode entered, one or two screens will follow. The mode of E allows only price and advertising entries. Modes S and L allow additional entries for local borrowing or repayment and money transfers to six other countries. The mode of M allows all of the above plus entries for buying or selling investments, production of units, construction of plant, and shipment of units to six countries. The US is the first country and the mode of M has been entered. All other countries follow in alphabetical order.

2.
The printed decision sheets have a standard format for handwritten entries. The format and sequence of entries follow the sequence used on the screens. An export mode would use only the first three lines. An S or L mode would use the first 11 lines, and an M mode would use all of the lines. The decision printout will duplicate the decision sheet and comparisons will be easy. The handwritten decision sheets can list countries in any order, but an alphabetical order is preferred because the decision printouts are in that order for all countries except the US.

3.
The help files, messages and warnings have been keyed to each entry. When F1 is pressed, the message, if any, will relate to the field where the cursor is located. Messages will appear on the screen for some entry items. If you enter a B or R, and no amount to borrow or repay, you cannot continue until the code and amount are entered or erased.


If an amount is entered for investment, a warning states the amount of cash available for investment. The amount entered may be different from the beginning cash balance if cash from transfer of export inventory, liquidation or nationalization is anticipated. If capacity is 100,000 units and production of 50,000 is entered a pop-up warning will state that production costs will rise because fixed costs are spread over fewer units. Even if your decision entry violates the warning message, it will be accepted. The warning messages only alert the decision maker to a possible negative consequence.

4.
The program "remembers" some elements of previous decisions and such items as local price. If a country was entered in a previous quarter, a decision sheet showing only the country code and mode will automatically be entered. To remove the country a liquidation decision must be made. Also, after quarter 1, the modes will be remembered so that only legitimate mode changes can be made.

5.
When a team calls the InData program to modify decisions, and enters the quarter, group and team number, the program looks for the file. If the file is not found a new screen appears. If the file is found, you have an option to edit the file or overwrite the decisions to create a new file.

6.
All numbers may be entered with or without commas. If numbers are entered without commas, the commas are automatically inserted.

7.
It is normally easier to enter decisions in alphabetical order. To ease this process, all 16 countries are in the program in alphabetical order. To go from one country to another, move forward with the F8 key and backward with the F7 key. There is a top box on each screen which lists the F keys and their functions. With an M mode, the F9 key moves back one screen. With these features it is possible to look at all screens, in each country or to look at decisions in one country which affect decisions in a different country. Changes can be made if needed.

There are two keys which require special explanation. The F10 key is used to accept entries made on a screen, and move to the next screen or next country. If a wrong entry is made, the first option is to move the cursor to the field and make a correct entry prior to pressing F10. The second option is to go back to the mode screen with the F7 or F8 key, press F10 to get to the screen with the error. Make the change and press F10.

The escape key (ESC) is used to "escape" from the decisions made in a country, and to "escape" from the program. The escape key will not allow rejection of a mode that was entered in a previous quarter (see # 4 above). If decisions have been entered in a country, and these decisions are to be erased, simply press <Esc>, respond Y and the screens will become blank. Do this for each screen. If decisions existed in a country, and you chose to edit the decisions, then any changes made would be erased, and the original decisions restored. To make a change in only one field, simply make the new entry and press F10 - accept the decision. If you use the ESC key, be sure to print and check your decisions.

When all countries have been entered, and F10 has returned to a mode screen, press ESC to leave the program. At this point the options are to save and continue, save and exit, and exit without saving the input. When F1 is selected, a file named Q#G#T# will be copied to the \TIMS subdirectory. At this point you will be returned to the menu where you should execute items 2 through 5 prior to taking the disk to the coordinator.

PRIVATE 
5.11.4.
Printing Resultstc  \l 3 "5.11.4.
Printing Results"
xe "Printing output:Use PRNT.BAT to print results"

xe "Batch files:Use PRNT.BAT to print files"After the coordinator has copied the quarter results (output) to each team disk, the files may be printed. TO PRINT FROM YOUR SIMULATION DISK

(1) go to DOS

(2) at a:  go to files directory …. Type a:\files

(3) type:     copy *.* lpt1

(4)  lpt1 is main printer port and is the port most of you will use if your printer is connected directly to the computer. If you go through a network you may have to “play” with the printer port designation to find the correct one.  Such as:  lpt2,lpt3 etc.

(5) you can print your decisions once you have made them from your disk by typing: a: tdata.rpt lpt1

. Each team will have different needs for results, but in most cases, two copies of decisions and summary data and one copy of cumulative ratios and consolidated statements are sufficient. One copy of the financial statements should be printed for each team member. If any team member wishes to see a statement, use menu number 3 and select the statement to view.

THE INTERNATIONAL BUSINESS SIMULATION

DECISION SHEET

                                      QUARTER NUMBER ___   GROUP NUMBER ___   TEAM NUMBER ___

   COUNTRY CODE (CC:)            ___                         ___                         ___                         ___

                                                        MARKETING DECISIONS

   MODE                          ___                         ___                         ___                         ___

   PRICE                  _________________           _________________           _________________           _________________

   ADVERTISING            _________________           _________________           _________________           _________________

                                                        FINANCE DECISIONS

   LOCAL LOAN AMOUNT      _________________           _________________           _________________           _________________

   R=REPAY  B=BORROW             ___                         ___                         ___                         ___

   $ TRANSFERS ‑>   CC:              AMOUNT     CC:              AMOUNT     CC:              AMOUNT     CC:              AMOUNT

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

   INVESTMENT AMOUNT      _________________           _________________           _________________           _________________

   I=INVEST  S=SELL              ___                         ___                         ___                         ___

                                                       OPERATIONS DECISIONS

   PRODUCTION

    THIS QUARTER          _________________           _________________           _________________           _________________

   BUILD CAPACITY:

    UNIT INCREASE ‑>      _________________           _________________           _________________           _________________

   SHIP UNITS       CC:              AMOUNT     CC:              AMOUNT     CC:              AMOUNT     CC:              AMOUNT

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

    TO ‑> CC:       ___   _________________     ___   _________________     ___   _________________     ___   _________________

PRIVATE 
6.
Appendicestc  \l 1 "6.
Appendices"
PRIVATE 
6.1.
Initial Simulation Datatc  \l 2 "6.1.
Initial Simulation Data"
Economic and political data for the sixteen countries were reviewed to determine trends and basic indicators. Certain judgments were made about each individual country, such as:  the proportion of a population which would purchase or own a refrigerator, the mark‑on to be applied, the affect or impact of advertising, the sensitivity of the market to price change, the probability of political stability and the likelihood of economic growth. Because these judgments were incorporated in the program, managers should not be influenced by present conditions in the countries.

Table 6.1 identifies the sixteen xe "Countries:With two letter codes"

xe "Abbreviations:Two-letter country codes"countries in the total market and shows their identifying two‑letter codes. Table 6.2 provides the beginning balance sheet and Income Statement for the United States company. Table 6.3 provides the tariff rates which will be constant throughout all periods of play. Table 6.4 shows the freight rates applicable for all periods of play. The rates are quoted in the currency of the shipper.

Table 6.5 identifies the beginning exchange rates for one dollar, the basic market and the local price for quarter zero. Table 6.6 presents the expected political stability, the expected average growth and inflation rates, tax rates and local overdraft and long term interest rates.

Table 6.7 reflects the local cost of building one unit of capacity as well as the variable cost of production for one unit of product. Table 6.8 shows fixed production costs at four levels. Table 6.9 presents fixed selling and administrative costs for different levels of production, and variable selling expenses for different modes of operation.


PRIVATE 
Table 6.1 - Simulation Countriestc  \f O  \l 9 "Table 6.1 -  Simulation Countries"
      COUNTRY

COUNTRY

       CODE  
   COUNTRY   
 CODE  
   COUNTRY   

US
United States
  IR
Iran


AG
Argentina
  JP
Japan


AU
Australia
  NI
Nigeria


BZ
Brazil
  PH
Philippines


CA
Canada
  SP
Spain


FR
France
  SW
Sweden


GM
Germany
  UK
United Kingdom


GN
Ghana
  VE
Venezuela

 
PRIVATE 
Table 6.2 - Financial Statementtc  \f O  \l 9 "Table 6.2 -  Financial Statement"


NOTE: THIS IS THE STARTING FINANCIAL STATEMENT OF YOUR FIRM

                          QUARTER  0     GROUP 0     TEAM 0         UNITED STATES           (CURRENCY IN LOCAL DOLLARS  )

     

  BALANCE SHEET    

  INCOME STATEMEMT

ASSETS

LIABILITIES & OWNER EQUITY



CASH
19,000,000
ACCOUNTS PAYABLE 
7,705,160
* SALES  (100,000 UNITS SOLD)
30,000,000
ACCTS/RECEIVABLE
11,700,000
OVERDRAFTS
0
* 

INVENTORY
32,862,000
     (11.0% PER ANNUM)

* INTERCOMPANY TRANSFERS OUT
0

INVESTMENTS
0


*
---------------


---------------

---------------
* TOTAL SALES & TRANSFERS OUT
30,000,000

TOTAL CURRENT ASSETS
63,562,000
TOTAL CURRENT LIAB
7,705,160
* COST OF SALES & TRANSFERS OUT
21,000,000

INTERCOMPANY LOANS OUT
0
LONG-TERM LOANS
20,000,000
*
---------------

     (9.6% PER ANNUM)

     (8.0% PER ANNUM)

* GROSS MARGIN
9,000,000
PLANT/EQUIP. (NET)
30,000,000
INTERCOMPANY LOANS-IN
0
* OPERATING EXPENSES:

CAPITAL/PROGRESS
0


*     ADVERTISING EXP
300,000


---------------

---------------
*     SELLING & ADMIN
3,800,000

TOTAL FIXED ASSETS
30,000,000
TOTAL LIABILITIES
27,705,160
*    
---------------





* TOTAL OPERATING EXPENSE
4,100,000



PAID IN CAPITAL
30,000,000
*
---------------





* OPERATING PROFIT
4,900,000


RETAINED EARNINGS:

* OTHER INCOME & OPERATING EXPENSES:



   FROM OPERATIONS
35,856,840
*      INTEREST INCOME
0



   FROM EXCHANGE

*      INTEREST EXPENSE
400,000



   GAIN (LOSS)
0
*
---------------




---------------
* NET INTEREST
400,000



TOTAL RETD EARN
35,856,840
*
---------------




---------------
* NET INCOME BEFORE TAXES
4,500,000




* INCOME TAX
2,160,000



TOTAL OWNER EQUITY
65,856,840
* 
---------------


---------------

---------------
* NET INCOME AFTER TAXES
2,340,000
TOTAL ASSETS
93,562,000
TOTAL LIAB & EQUITY
93,562,000
* 
---------------


---------------

---------------
* EXCHANGE GAIN (LOSS)
0






  STATEMENT OF CASH FLOW    




  INVENTORY    
UNITS
VALUE
ACCOUNT ITEM
PROVIDED
APPLIED


--------
---------
-----------------------
---------------
------------

LOCAL INVENTORY
150,000
32,862,000
A/RECEIVER CHANGE
0
0

INVENTORY IN TRANSIT
0
0
INVENTORY CHANGE
0
0

EXPORT INVENTORY
0
0
INVESTMENT CHANGE
0
0


---------------
---------------
IC-LOAN CHANGE
0
0

TOTAL INVENTORY
150,000
32,862,000
PLANT-EQUIP CHANGE
0
0




CAP-PROGRESS CHANGE
0
0




A/PAYABLE CHANGE
0
0




OVERDRAFT CHANGE
0
0

  INTERCOMPANY LOAN IN    

INTEREST
L/TERM LOAN CHANGE
0
0

COUNTRY
AMOUNT
RATE (%)
IC-LOAN IN CHANGE
0
0

---------------
--------------
------------
RE-OPERATIONS CHANGE
0
0





--------------
--------------




            TOTAL
0
0





--------------
--------------




NET CASH CHANGE
0
0


 UNIT CONTRIBUTION MARGIN IN U.S. DOLLARS
 

MANUFACTUIRED UNITS
0


LANDED UNITS
0


BROKERED UNITS
0

 PRICES:

HIGH
300
LOW
300
AVERAGE
300

LOCAL
348
TEAM
300
% OF AVG
1.00

PRIVATE 
Table 6.3 - Tariffstc  \f O  \l 9 "Table 6.3 -  Tariffs"
xe "Tariff:Table of rates, in percent"
(In Percent)tc  \f O  \l 9 "Table 6.3 -  Tariffs"
	
	To (

	From↓
	US
	AG
	AU
	BZ
	CA
	FR
	GM
	GN
	IR
	JP
	NI
	PH
	SP
	SW
	UK
	VE

	US
	-
	200
	25
	236
	20
	5
	5
	20
	40
	4
	5
	100
	5
	5
	5
	110

	AG
	0
	-
	25
	99
	13
	0
	0
	20
	40
	0
	5
	100
	0
	0
	0
	110

	AU
	5
	200
	-
	236
	17.5
	5
	5
	20
	40
	4
	5
	100
	5
	5
	5
	110

	BZ
	0
	97
	25
	-
	13
	0
	0
	20
	40
	0
	5
	100
	0
	0
	0
	110

	CA
	5
	200
	25
	236
	-
	5
	5
	20
	40
	4
	5
	100
	5
	5
	5
	110

	FR
	5
	200
	25
	236
	20
	-
	0
	20
	40
	4
	5
	100
	5
	1
	5
	110

	GM
	5
	200
	25
	236
	20
	0
	-
	20
	40
	4
	5
	100
	5
	1
	5
	110

	GN
	0
	200
	25
	236
	13
	0
	0
	-
	40
	0
	5
	100
	0
	0
	0
	110

	IR
	5
	200
	25
	236
	13
	0
	0
	20
	-
	4
	5
	100
	0
	0
	0
	110

	JP
	0
	200
	25
	236
	20
	5
	5
	20
	40
	-
	5
	100
	5
	5
	5
	110

	NI
	0
	200
	25
	236
	13
	0
	0
	20
	40
	0
	-
	100
	5
	0
	0
	110

	PH
	0
	200
	25
	236
	13
	0
	0
	20
	40
	0
	5
	-
	0
	0
	0
	110

	SP
	0
	200
	25
	236
	20
	0
	0
	20
	40
	4
	5
	100
	-
	0
	0
	110

	SW
	5
	200
	25
	236
	20
	0
	0
	20
	40
	4
	5
	100
	0
	-
	0
	110

	UK
	5
	200
	25
	236
	17.5
	0
	0
	20
	40
	4
	5
	100
	0
	1
	-
	110

	VE
	5
	200
	25
	236
	13
	0
	0
	20
	40
	0
	5
	100
	0
	0
	0
	-



PRIVATE 
Table 6.4 - Freight Ratestc  \f O  \l 9 "Table 6.4A - Freight Rates"

(in Local Currency of the shipping country)

	
	From (

	To↓
	US
	AG
	AU
	BZ
	CA
	FR
	GM
	GN
	IR
	JP
	NI
	PH
	SP
	SW
	UK
	VE

	US
	-
	805
	45
	223
	6
	110
	67
	57
	2836
	10066
	30
	252
	2619
	115
	11.6
	48

	AG
	32
	-
	58
	77
	32
	323
	203
	63
	5286
	18481
	35
	475
	8985
	332
	36.2
	93

	AU
	60
	2023
	-
	670
	48
	218
	128
	71
	3249
	7700
	38
	194
	5930
	234
	24.5
	323

	BZ
	28
	249
	62
	-
	28
	299
	185
	59
	4938
	17546
	31
	457
	8360
	306
	33.5
	33

	CA
	5
	795
	35
	221
	-
	103
	63
	52
	2712
	9681
	28
	242
	2760
	108
	10.8
	47

	FR
	27
	2077
	41
	598
	26
	-
	12
	40
	2212
	13146
	21
	566
	420
	57
	1.9
	204

	GM
	29
	2243
	42
	636
	28
	21
	-
	40
	2062
	13146
	21
	560
	750
	67
	3.6
	253

	GN
	50
	1412
	46
	412
	47
	140
	82
	-
	913
	15786
	6
	97
	3575
	141
	15.8
	211

	IR
	43
	2062
	37
	598
	42
	134
	73
	16
	-
	10231
	8
	53
	3604
	138
	15.5
	284

	JP
	34
	1638
	20
	483
	34
	181
	105
	62
	2324
	-
	33
	116
	4485
	190
	20.1
	181

	NI
	50
	1468
	46
	415
	47
	140
	82
	12
	919
	15786
	-
	98
	3690
	142
	15.8
	213

	PH
	36
	1760
	21
	526
	36
	326
	187
	16
	500
	4908
	9
	-
	9160
	323
	36.7
	272

	SP
	30
	200
	35
	590
	28
	24
	8
	3
	1800
	10400
	19
	480
	-
	65
	2.4
	205

	SW
	29
	2194
	45
	626
	28
	58
	40
	41
	2326
	14136
	22
	575
	1620
	-
	6.1
	238

	UK
	26
	2092
	41
	601
	25
	17
	19
	40
	2287
	13341
	22
	573
	430
	53
	-
	196

	VE
	11
	566
	56
	63
	11
	192
	138
	57
	4407
	12376
	30
	445
	4891
	219
	20.5
	-



PRIVATE 
Table 6.5 -  Basic Data Itc  \f O  \l 9 "Table 6.5 -  Basic Data I"

(for Quarter 0)




LOCAL




CURRENCY
BASIC



LOCAL
TO DOLLAR
MARKET


COUNTRY
CURRENCY
EXCHANGE
Per Group in
LOCAL


CODE
UNIT
RATE
UNITS *
PRICE  #

US
DOLLAR
1.00
100,000
348


AG
PESO
26.00
37,400
20,500


AU
AU DOLLAR
0.75
26,000
264


BZ
CRUZEIRO
8.07
61,900
6,879


CA
CA DOLLAR
1.03
41,700
328


FR
FRANC
4.04
55,400
1,086


GM
DEUTSCHMARK
2.35
58,000
706


GN
CEDI
1.15
7,400
379


IR
RIAL
66.64
32,300
25,206


JP
YEN
296.35
69,200
80,573


NI
NAIRA
0.61
47,100
176


PH
PESO
7.02
67,100
3,688


SP
PESETA
115.00
43,400
30,760


SW
KRONA
3.94
13,100
1,179


UK
POUND STERLING
0.45
60,500
128


VE
BOLIVAR
4.29
11,900
2,097

xe "Exchange rates:For quarter zero"

xe "Market size:Basic market for quarter zero"

xe "Price:Local price for quarter zero"

*  This is the basic market for one team. The market enlarges at a decreasing rate for each additional team entering the market. The market available to teams will also increase or decrease according to the relationship of the average price to the local price.


#  The inflation impact on variable production cost will be reflected in the local price.

xe "Political stability:Ranked by stability"

xe "Expected Growth Rate per Quarter"

xe "Inflation:Expected rate per quarter"

xe "Taxes:Tax rates for countries"

xe "Overdrafts:Interest rates"

xe "Interest:Overdraft rates"

xe "Interest:Long term rates"
PRIVATE 
Table 6.6 -  Basic Datatc  \f O  \l 9 "Table 6.6 -  Basic Data" II (for Quarter 0)



EXPECTED
EXPECTED*




AVERAGE
AVERAGE %

OVER
LONG




% GROWTH
INFLATION
TAX
DRAFT
TERM



POLITICAL
RATE PER
RATE PER
RATE
INTEREST
INTEREST


CODE
STABILITY*
QUARTER
QUARTER #
IN %
IN %
IN %

US
2
0.64
1.87
48
11
8


AG
5
1.21
27.49
54
65
50


AU
1
1.17
3.58
45
18
14


BZ
4
3.10
7.20
30
50
40


CA
1
1.17
2.22
48
16
12


FR
2
1.56
2.56
50
15
11


GM
2
1.07
1.63
30
13
9


GN
5
1.25
7.74
50
14
10


IR
5
4.10
2.24
40
15
11


JP
2
1.60
3.18
30
13
9


NI
5
3.90
5.24
45
11
8


PH
4
1.69
2.70
35
24
19


SP
3
1.03
4.16
45
14
12


SW
1
0.82
2.27
40
14
10


UK
3
0.78
4.12
52
20
16


VE
4
1.57
2.08
35
17
12

      * 1 = Highly stable        5 = Highly Unstable

     * This figure will be cumulative each quarter in the report

      # General Price Index
NOTE: be sure to change the quarter 0 figures each quarter by inflation

xe "Cost:Unit cost of capacity"

xe "Cost:Variable production cost in quarter zero"

xe "Cost:Fixed production in quarter zero"
PRIVATE 
Table 6.7 -  Quarter 0              New Construction    and         Variable Production Costs*tc  \f O  \l 9 "Table 6.7 -  Initial Construction and Variable Production Costs"


*
NOTE: Variable Production Costs are only after production starts


(Local Currency)



PER UNIT COST
VARIABLE

COUNTRY
OF BUILDING   *
COST/UNIT


       
PLANT CAPACITY
      PRODUCED  **

US
200
180


AG
6,240
3,120


AU
175
115


BZ
1,860
970


CA
230
170


FR
890
550


GM
500
390


GN
290
120


IR
16,000
9,000


JP
61,600
44,000


NI
155
70


PH
1,760
740


SP
24,200
15,650


SW
870
650


UK
100
70


VE
1,030
580

                 *
 "Building" means new or added units of capacity. This number x the general price index x the capacity determines the plant construction cost.

                **
The quarter zero amounts must be multiplied by the general price index of the current quarter to calculate variable production cost per unit.

 
PRIVATE 
Table 6.8 - Quarter 0         FIXED PRODUCTION COSTStc  \f O  \l 9 "Table 6.8 -  Initial Fixed Production Costs"

(Local Currency)



1-9,999
10,000‑29,999
30,000‑59,999
60,000 UNITS


COUNTRY
UNIT CAPACITY
UNIT CAPACITY
UNIT CAPACITY
AND ABOVE

US
0
0
0
3,000,000


AG
5,200,000
15,600,000
26,000,000
39,000,000


AU
150,000
450,000
750,000
1,130,000


BZ
1,610,000
4,840,000
8,070,000
12,110,000

 
CA
210,000
620,000
1,030,000
1,550,000


FR
 810,000
2,420,000
4,040,000
 6,060,000


GM 
470,000
 1,410,000
2,350,000
 3,530,000


GN 
230,000
690,000
1,150,000
 1,730,000


IR
13,330,000
39,880,000
 66,640,000
99,960,000


JP
58,670,000
176,010,000
293,350,000
440,030,000


NI
 120,000
370,000
610,000
 920,000


PH
1,400,000
4,200,000
7,020,000
10,530,000


SP
32,200,000
64,400,000
109,250,000
161,000,000


SW 
790,000
2,360,000
3,940,000
5,910,000


UK 
90,000
270,000
450,000
 680,000


VE
860,000
2,570,000
4,290,000
6,440,000

xe "Cost:Fixed selling in quarter zero"
PRIVATE 
Table 6.9 - Quarter 0       FIXED SELL AND ADMINISTRATION EXPENSEStc  \f O  \l 9 "Table 6.9 -  Initial Fixed Selling and Administrative Expenses"

(Local Currency)

1. FIXED SELLING AND ADMINISTRATIVE




SMALL
LARGE



EXPORT
SALES
SALES
MANUFACTURING


COUNTRY
OFFICE
OFFICE
OFFICE
    UNIT     

US
‑‑
‑‑
‑‑
500,000


AG
390,000
1,300,000
2,080,000
7,800,000


AU
11,000
38,000
60,000
225,000


BZ
121,000
403,000
646,000
2,420,000


CA
15,000
52,000
82,000
309,000


FR
61,000
202,000
323,000
1,250,000


GM
35,000
118,000
188,000
705,000


GN
17,000
58,000
92,000
345,000


IR
999,000
3,332,000
5,331,000
22,990,000


JP
4,400,000
14,668,000
23,468,000
88,000,000


NI
9,000
31,000
49,000
183,000


PH
105,000
351,000
562,000
2,100,000


SP
1,604,000
5,405,000
8,740,000
34,500,000


SW
59,000
197,000
315,000
1,182,000


UK
7,000
23,000
36,000
135,000


VE
64,000
215,000
343,000
1,287,000

2. VARIABLE SELLING AND ADMINISTRATIVE


The variable selling and administrative expenses are computed as a percentage of sales. The variable expense rate is different for each mode of operations.



                                Export                    = 18 %




Small Sales Office = 14 %




Large Sales Office = 12 %




Manufacturer          = 10 %


NOTE: The variable selling cost for a broker is based on the operating mode you have selected for that country. 

xe "Argentina:Stability, inflation, exchange rates and costs"PRIVATE 
6.2.
Example using Argentinatc  \l 2 "6.2.
Example using Argentina"
A high inflation, politically unstable country presents both problems and opportunities for the multinational manager. This real world environment is reflected in Argentina, where the range of the variables is only generally predictable. To provide an indication of the range, eighteen quarters were played, using four different random numbers. Note that, on average, costs remain about the same. The variance by quarter, however, is significant.

Under random number A the product cost would have been $47 in quarter 18 because the price index stayed in the normal range and the exchange rate hit the higher probabili​ties in quarters 10, 11 and 12. The higher base is then subject to the normal compounding rates. These rates of exchange can occur without nationalization. In this run BZ, AG, and NI were nationalized in quarters 8, 10, and 13 respectively. The AG exchange rate is compounded at 35.6 percent.

Under random number B, the exchange rates increase slower but by quarter 9 they are almost equal to random number A results. In this run, Nigeria was nationalized in quarter 6 and Ghana in quarter 11. Depreciation included in product cost of $122 in quarter 18 is five cents. The exchange rate is compounded at 28.12 percent.

Random numbers C and D caused unrest eight and seven times respectively. Nationalization occurred twice under random number C and once under random number D. The average rate of increase under C was 28.51% for the GPI and 28.91% for the exchange rate. For random number D, the average rates were 29.63% for the GPI and 29.71% for the exchange rate. It should be clear at this point that the production cost in Argentina will depend on the inflation and exchange rate changes. When the GPI increases at a faster rate than the exchange rate, product cost will increase in terms of dollars. This is relevant when one is shipping goods from Argentina.

Because of volatility in Argentina, a wide range of results are possible. When reviewing the results under B, C and D, note that in Quarter 18, the production costs are $122, 120 and 126. The GPI's are 82.781, 91.347 and 106.771, and the exchange rates are 2,248.07, 2,516.81 and 2,809.25. In effect, there is a significant variation among individual quarter results, but in the long term, the impact on production cost stays within a narrow range most of the time.

For the lowest production cost of $120, the landed cost in the United States will be $145.52. For the highest cost of $126, the landed cost in the United States will be $152.78. In quarter 18, the freight cost of 805 Pesos from Argentina to the United States is about $.35.


PRIVATE 
Table 6.10A - Random Number Alternatives in Argentinatc  \f O  \l 9 "Table 6.10A - Random Number Alternatives in Argentina"

MANUFACTURER WITH 100,000 UNITS CAPACITY




RANDOM NUMBER A




RANDOM NUMBER B


QTR
PRICE
POLITICAL
EXCHANGE
PRODUCT
QTR
PRICE
POLITICAL
EXCHANGE
PRODUCT


 # 
INDEX
STABILITY
  RATE  
COST ($)
 # 
INDEX
STABILITY
  RATE  
COST ($)

1
1.250
UNREST
33.28

1
1.180
STABLE
30.05
        


2
1.687
STABLE
44.58

2
1.475
STABLE
36.85


3
2.277
STABLE
58.95
   135
3
1.917
STABLE
47.29
143


4
2.846
UNREST
75.61
   130
4
2.683
UNREST
67.70
137


5
3.415
STABLE
89.30
   131
5
3.353
UNREST
86.73
133


6
4.098
UNREST
110.34
   127
6
4.023
UNREST
106.98
128


7
5.122
STABLE
135.47
   128
7
5.229
UNREST
142.18
125


8
6.402
STABLE
167.12
   129
8
6.536
STABLE
175.11
126


9
8.642
UNREST
230.22
   126
9
8.823
STABLE
232.63
127


10
10.802
EXPROP
321.62

10
11.469
UNREST
310.49
124


11
15.122

499.47

11
14.336
STABLE
383.06
125


12
19.658

721.94

12
19.353
STABLE
511.28
126


13
24.572

1,001.65

13
25.158
UNREST
679.62
123


14
34.400

1,566.19

14
31.447
STABLE
836.35
125


15
44.720

2,266.48

15
37.736
UNREST
991.95
126


16
55.900

3,178.36

16
50.943
UNREST
1,371.27
123


17
69.875

4,447.48

17
66.253
STABLE
1,758.95
125


18
87.343

6,232.34

18
82.781
UNREST
2,248.07
122


PRIVATE 
Table 6.10B - Random Number Alternatives in Argentinatc  \f O  \l 9 "Table 6.10B - Random Number Alternatives in Argentina"



RANDOM NUMBER C




RANDOM NUMBER D


QTR
PRICE
POLITICAL
EXCHANGE
PRODUCT
QTR
PRICE
POLITICAL
EXCHANGE
PRODUCT


 # 
INDEX
STABILITY
 RATE   
COST ($)
 # 
INDEX
STABILITY
  RATE  
COST ($)

1
1.250
UNREST
33.20

1
1.250
STABLE
31.72



2
1.562
UNREST
42.33

2
1.625
STABLE
40.80



3
2.030
STABLE
54.48
131
3
2.193
STABLE
54.35
141


4
2.537
STABLE
67.04
131
4
2.741
STABLE
67.16
141


5
3.424
STABLE
89.35
131
5
3.563
UNREST
89.08
137


6
4.280
STABLE
109.95
133
6
4.453
UNREST
114.07
133


7
5.778
STABLE
146.76
133
7
5.788
UNREST
152.12
129


8
7.511
UNREST
195.25
129
8
7.235
UNREST
194.77
125


9
9.388
UNREST
250.10
126
9
9.405
UNREST
260.50
121


10
12.673
STABLE
332.36
128
10
11.756
STABLE
319.41
123


11
16.474
UNREST
443.40
124
11
16.458
STABLE
441.86
124


12
20.592
STABLE
546.74
126
12
21.395
STABLE
568.08
125


13
24.710
STABLE
649.07
127
13
26.743
UNREST
726.33
123


14
32.123
UNREST
863.62
124
14
36.103
STABLE
967.59
124


15
40.153
STABLE
1,062.30
126
15
46.933
STABLE
1,237.93
126


16
50.191
UNREST
1,361.19
122
16
58.666
UNREST
1,590.76
122


17
70.267
STABLE
1,879.39
124
17
82.132
STABLE
2,194.16
124


18
91.347
UNREST
2,516.81
120
18
106.771
STABLE
2,809.25
126

PRIVATE 
6.3.
Foreign Exchange Impact on Investmenttc  \l 2 "6.3.
Foreign Exchange Impact on Investment"
xe "Foreign exchange:Impact on investment value"In Table 6.11, assume the Peso value increases from 26:1 in quarter zero by 30% each quarter. Assume further that Argentina earns income in quarter 1 and invests 10,000 Pesos in quarter 2. The quarter 1 Pesos have a consolidated value of $294 (10,000 / 34). The quarterly rate of return is 5.175% after tax [(L/T rate of 50% x 90% / 4) x 46% (1‑tax rate of 54%)]. xe "Investments:Foreign exchange impact"Investment income is not reinvested.

In Table 6.11A, the loss in consolidated value is $286 which is offset by $49.81 of consolidated investment income. The investment return is constant at 5.175%.

Table 6.11B shows the results of the same calculation except that investment income, after tax, is reinvested in the following quarter. The loss in consolidated value is $279, which is offset by $58.65 of consolidated investment income.

Table 6.11C shows the results of a similar calculation except that the 10,000 Pesos are sent to the United States in quarter 2 and invested in quarter 3 at the United States after tax rate of .936% (L/T rate of 8% x 90% /4 x .52 (1 ‑ tax rate)). The gain in consolidated value is $219, which is reflected in the increased retained earnings from exchange and decreased intercompany liability in the United States caused by tax free exchange gains.

This gain is further increased by the after tax investment income of $27.56. Clearly the net consolidated investment income is greater in Argentina, however this advantage is more than offset with exchange gains earned in the United States The decrease in the value for the 10,000 Pesos is the same in both Tables 6.11A and 6.11C. In the case of Argentina, it is significantly more profitable to send Pesos to the United States and invest than to invest locally. The advantage will decrease for countries with stronger currencies.


PRIVATE 
Table 6.11A - 10,000 Peso Investment and Incometc  \f O  \l 9 "Table 6.11A - 10,000 Peso Investment and Income"

PESO AND CONSOLIDATED DOLLAR VALUES OF


A 10,000 PESO INVESTMENT AND INVESTMENT


INCOME FOR A FIFTEEN QUARTER PERIOD






ROUNDED
ROUNDED 



QUARTER
PESO
PESO
EXCHANGE
DOLLAR
DOLLAR 


NUMBER
INVESTMENT
INCOME 
  RATE  
 VALUE 
 INCOME 

1
10,000*

34
294
0.0


2
10,000
517.50
44
227
11.76


3
10,000
517.50
57
175
9.08


4
10,000
517.50
74
135
6.99


5
10,000
517.50
96
104
5.39


6
10,000
517.50
125
80
4.14


7
10,000
517.50
163
61
3.18


8
10,000
517.50
212
47
2.44


9
10,000
517.50
276
36
1.88


10
10,000
517.50
358
28
1.44


11
10,000
517.50
466
22
1.11


12
10,000
517.50
606
17
0.85


13
10,000
517.50
787
13
0.66


14
10,000
517.50
1,024
10
0.50


15
10,000
  517.50
1,331
 8
0.39 




7,245.00

 #
$ 49.81
* 10,000 earned in quarter 1 and held in cash for investment in quarter 2

#  Loss in value = 294 ‑ 8 = 286


PRIVATE 
Table 6.11B - 10,000 Peso Investment and Reinvestment of Incometc  \f O  \l 9 "Table 6.11B - 10,000 Peso Investment and Reinvestment of Income"

PESO AND CONSOLIDATED DOLLAR VALUES


OF A 10,000 PESO INVESTMENT PLUS


REINVESTMENT OF INVESTMENT INCOME


FOR A FIFTEEN QUARTER PERIOD



ROUNDED


ROUNDED
ROUNDED


QUARTER
PESO
PESO
EXCHANGE
DOLLAR
DOLLAR


NUMBER 
INVESTMENT
INCOME 
  RATE    
  VALUE 
   INCOME    


1
10,000*
0
34
294
0.0


2
10,000*
517.50
44
227
11.76


3
10,517
544.28
57
185
9.55


4
11,061
572.42
74
149
7.74


5
11,663
602.03
96
122
6.27


6
12,265
634.71
125
98
5.08


7
12,900
667.56
163
79
4.10


8
13,568
702.12
212
64
3.31


9
14,270
738.48
276
52
2.67


10
15,008
776.69 
358
42
2.17


11
15,785
816.86
466
34
1.75


12
16,602
859.15
606
27
1.42


13
17,461
903.61
787
22
1.15


14
18,365
950.37
1,024
18
0.93


15
19,315
   999.57
1,331
15
0.75


   @  
 9,084.11

 #
$58.65 
*
10,000 earned in quarter 1 and held in cash for investment in quarter 2

#
 loss in value = 294 ‑ 15 = 279

@
consolidated value of investment is $14.51 in quarter 15


PRIVATE 
Table 6.11C - 10,000 Peso Intercompany Loan, Investment and Incometc  \f O  \l 9 "Table 6.11C - 10,000 Peso Intercompany Loan, Investment and Income"

PESO AND CONSOLIDATED DOLLAR VALUES


OF A 10,000 PESO INTERCOMPANY LOAN,


INVESTMENT AND INVESTMENT INCOME


FOR A FIFTEEN QUARTER PERIOD



PESO
ROUNDED


DOLLAR


QUARTER
IC‑LOAN
DOLLAR
DOLLAR
EXCHANGE
IC‑LOAN


NUMBER
VALUE
INVESTMENT
INCOME
RATE
VALUE

1
10,000*


34


2
10,000*


44
227


3
10,000*
227
2.12
57
175


4
10,000
227
2.12
74
135


5
10,000
227
2.12
96
104


6
10,000
227
2.12
125
80


7
10,000
227
2.12
163
61


8
10,000
227
2.12
212
47


9
10,000
227
2.12
276
36


10
10,000
227
2.12
358
28


11
10,000
227
2.12
466
22


12
10,000
227
2.12
606
17


13
10,000
227
2.12
787
13


14
10,000
227
2.12
1,024
10


15
10,000
227
   2.12   
1,331
  8  




$ 27.56   

  #  
 *  Earned in quarter 1, sent to US in quarter 2 and invested in quarter 3.

 #  Gain in reduction of IC‑loan in = 227 ‑ 8 = $219

PRIVATE 
6.4.
Intercompany Loans versus Local Borrowingtc  \l 2 "6.4.
Intercompany Loans versus Local Borrowing"
A deceptive phenomenon in international business is the interest rate differential in different countries. It may seem unwise to borrow at rates of 50% in country A when one can borrow at 10% in country B and transfer the funds to country A. Consider both options shown below.

Assume an exchange rate base of ten Bahts for one dollar;  an interest rate of 40% per year in Thailand and 10% per year in the U.S.; and a local loan of 10,000,000 Bahts versus a United States loan of 1,000,000 Dollars, which will be converted to Bahts and sent to Thailand. Both loans will be repaid at the end of fifteen quarters, and the exchange rate will change at the rate of approximately 20% per quarter.

For local borrowingxe "Local borrowing:Versus intercompany loans", the Baht interest expense is 15,000,000, but on the consolidated statements, the dollar equivalent is only $562,839. The dollar value of the 10,000,000 Baht debt is $78,125  (10,000,000 / 128) down from $1,000,000 in quarter 1. (Will this reduction, which reduces the consolidated assets, increase consolidate ROA if earnings of other countries remain constant?)  The debt burden is still only 10,000,000 Bahts and the quarterly interest is a manageable 1,000,000 Bahts, because of inflation. If selling prices rise with inflation, profits will improve.

The use of intercompany loans provides quite a different picture. Baht interest expense is lower up to quarter 9, and then it becomes a burden. Prices must rise to cover interest costs, and competition may prevent a sufficient price increase.

On a consolidated basis the intercompany interest expense and income are offset. There will only be a consolidated interest effect if the countries have different tax rates. The major item is the exchange loss of $2,329,950 that must be offset against consolidated after tax profits.

The use of an intercompany loan to finance operations in Thailand is economically feasible only if after tax profits increase each quarter by the amount of the Baht exchange loss. In this example, which ignores increased profit, local borrowing is the preferred alternative.

The pre-tax interest rate in the first quarter is 13.82 percent for the intercompany loan:

The quarter 1 devaluation is $166,667. Because this is offset against after tax income. Divide 166,667 by .52 (1 - US tax rate of .48) to get the actual pre-tax equivalent. The interest cost of 25,000 is added to 320,514 (166,667 / .52) to get the total cost of $1,000,000 for one quarter. The interest rate is 345,514 / 1,000,000 which equals 34.55 percent per quarter or 138.2 (34.55 * 4) per year.

The significant measure is the impact of reduced consolidated assets on ROA times 60%, and the impact of reduced net income times 40% on the cumulative index.

Another factor relates to cost. Perhaps Thailand is to be a low cost production base and the high profit earned in other countries will compensate for exchange losses. Finally, one must consider the opportunity cost of money. A team may always invest US dollars at 90% of the long term rates. At the pretax rate of 1.8% this would provide consolidated income of $306,823 (1,000,000 x 1.8% 15) to help offset the higher consolidated interest expense.

xe "Intercompany loans:Versus local borrowing"
PRIVATE 
Table 6.12 - Intercompany Loan versus Local Borrowingtc  \f O  \l 9 "Table 6.12 -  Intercompany Loan versus Local Borrowing"
 

     
BORROW
 LOCAL
 BORROW     
                           INTERCOMPANY



BAHT

BAHT
DOLLAR
DOLLAR



QTR
EXCH
INTEREST
DOLLAR
INTEREST
INTEREST
EXCHANGE



NO.
RATE
EXPENSE 1
EQUIVALENT 2
EXPENSE 3
INCOME 4
 LOSS 5


 1
10
1,000,000
100,000
  250,000
25,000
0



 2
12
1,000,000
 83,333
  300,000
25.000
166,667



 3
14
1,000,000
 71,429
  350,000
25,000
142,857



 4
17
1,000,000
 58,823
  425,000
25,000
176,471



 5
21
1,000,000
 47,619
  525,000
25,000
190,476



 6
25
1,000,000
 40,000
  625,000
25,000
160,000



 7
30
1,000,000
 33,333
  750,000
25,000
166,667



 8
36
1,000,000
 27,778
  900,000
25,000
166,667



 9
43
1,000,000
 23,256
1,075,000
25,000
162,791



10
52
1,000,000
 19,231
1,300,000
25,000
173,077



11
62
1,000,000
 16,129
1,550,000
25,000
161.290



12
74
1,000,000
 13,514
1,850,000
25,000
162.162



13
89
1,000,000
 11,236
2,225,000
25,000
168,539



14
107 
1,000,000
  9,346
2,675,000
25,000
168,224



15
128 
 1,000,000
  7,812
 3,200,000
25,000 
 164,062 




15,000,000
562,839
18,000,000
375,000
2,329,950


1.
40% / 4 = 10% x 10,000,000 = 1,000,000 per quarter.



2.
Baht interest / exchange rate = dollars on consolidated statements



3.
Baht interest calculated each quarter on revalued IC‑loan (10KK + quarterly Baht exchange loss) x .025.



4.
Baht interest / exchange rate.



5.
Quarter change in exchange rate x $1,000,000 = Baht exchange loss divided by quarter exchange rate = dollar exchange loss.

xe "Exchange gain/loss:Calculation"PRIVATE 
6.5.
Foreign Exchange Calculationstc  \l 2 "6.5.
Foreign Exchange Calculations"
On individual country statements the exchange gain/loss shown in the income statement represents the quarterly revaluation of intercompany loans on the books of the borrower. The consolidated statement reflects the net gain or loss from foreign exchange in all countries.

An example will illustrate the balance sheet presentation:

In Q‑2 the United States loans France $10,000 at an exchange rate of 4.00:1. 

In Q‑3 the rate is 4.10:1, and in Q‑4 the rate falls to 3.90:1.


Q‑2



U.S. Balance Sheet
French Balance Sheet



    (Dollars = $)
(Francs = FF)



Intercompany
Intercompany



Loan Out  $ 10,000
Loan In   F 40,000



Q‑2 Ending Balance      FF 40,000 divided by 4.00 = $ 10,000 



Q‑2 Exchange G/L        $  10,000 x (4.00 ‑ 4.00) = $      0


Q‑3



Intercompany
Intercompany



Loan Out  $10,000 
Loan In   F 41,000



Q‑3 Ending Balance      FF 41,000 divided by 4.10 = $ 10,000



Q‑3 Exchange G/L        $  10,000 x (4.10 ‑ 4.00) = FF  1,000



or: FF 41,000 ‑ FF 40,000 = FF 1,000 loss


Q‑4



Intercompany
Intercompany



Loan Out  $10,000
Loan In   F 39,000



Q‑4 Ending Balance      FF 39,000 divided by 3.90 = $  10,000



Q‑4 Exchange G/L        $  10,000 x (3.90 ‑ 4.10) = FF  2,000



or: F 39,000 ‑ F 41,000 = F 2,000 gain

In effect, the borrower borrows a given amount of foreign currency and must repay the same amount. The debt is revalued each quarter and the difference in local currency required to "purchase" the foreign exchange equals the exchange gain or loss.

6.6 Simulation Variables, Parameters and Formulas 

The variables and parameters used in this simulation are split into three categories, non- controllable, semi-controllable and controllable. Each of these categories is described in detail section 2. of the Manager Manual and therefore will not be repeated here. Please refer to the Manager Manual for full explanation.

TIMS uses many complicated formulas as part of the overall compute algorithm. A brief definition of some of the formulas will help the coordinator and participants understand results that may appear unusual. The formulas presented are limited to the normal execution of the simulation and may vary or be invalid when special features such as transfer of export ownership, voluntary or involuntary liquidation or nationalization occur.

Each account item is followed by a formula. The formula will include acronyms, which are explained in Section 5.5 Glossary and Acronym List. When necessary, notes will be provided in brackets {} to explain the components of the calculation.

The formulas will be presented in the following order: income statement calculations, asset calculations, liabilities and equity calculations, and other calculations.

6.6.1. Income Statement Calculations

NOTE: The income statement entries of a manufacturing country include the income and expenses of each export agent it supplies with goods. The export items are converted to the manufacturer's currency. The Export Summary Statements are only memorandum items to show the agent's profitability.

The following formulas are relevant to the income portion of the country financial statements.

SALES


= Local Units Sold * Local Team Price

Local Sales 
 = Local Units Sold * Local Team Price
Export Sales
 = Export Units Sold * Export Price (In manufacturer's currency)

TRANSFERS OUT    = Number of Units sent last quarter * (Unit Production Cost last 

quarter * 1.21 + Freight) {Transfers Out is a summation of all shipments. Number of units shipped and freight rates will be different for each country. (See Table 6.4 in the Manager Manual for freight rates.)}

COST OF SALES AND
TRANSFERS OUT       = Local Cost + Export Cost

Local Cost 
= Local Unit Cost * Local Units Sold + Local Inventory Carrying Cost + 

Freight & Tariff on units received {Local Unit Cost is determined by dividing Local Inventory Value by Units. If inventory is zero, use production cost of the manufacturing country, converted to local currency.}

Export Cost  

= Export Unit Cost * Export Units Sold + Export Inventory Carrying 

Cost + Freight & Tariff on units received {Export Unit Cost is determined by dividing Export Inventory Value by Units. If inventory is zero, use production cost of the manufacturing country, converted to local currency.}

ADVERTISING 
= Advertising amount entered on decision sheet. A manufacturing 

country includes the advertising of its export agents.

S&A EXPENSE 
= Fixed S&A + Variable S&A {See Table 6.9 in the Manager Manual    

for more details on fixed and variable S&A}

Fixed S&A     
 = Local Qtr O fixed selling cost * Local GPI + Export Qtr O fixed selling cost * Export GPI {Qtr O selling costs are found in Table 6.9 of Manager Manual}

Variable S&A  
 = Local Sales * Mode% {10, 12, or 14%} + Export Sales * 18%, expressed in the manufacturer's currency.

Other S&A    
= 10% of cost of Units shipped + 21% of mfg cost of units received + 1% of Sales for Bad Debts + Penalties on forced liquidation of assets (15% of investments liquidated + 15% of Accounts Receivable liquidated).

INTEREST INCOME 
= IC Loan Income + Investment Income

    IC Loan Income    
= IC Loan Out * (Long Term Rate * 1.2) / 4

    Investment Income 
= Investments * (Long Term Rate * 0.9) 14

INTEREST EXPENSE
= IC Loan Interest + Overdraft Interest + LIT Debt Interest

     IC Loan Expense   
= IC Loan In * IC Loan Rate I 4

     Overdraft Expense 
= Overdrafts * Overdraft Rate I 4

     L/T Debt Expense 
= LJT Debt * LJT Debt Rate I 4

INCOME TAXES 
= (NIBT -Carry Forward Losses) * Income Tax Rate. Carry forward losses are kept as running balance to offset future income until total NIBT is greater than Carry Forward Losses.

Carry Forward
= Normally equal to negative Retained Earnings. Actually an

    Losses

account Losses that keeps a running balance for pre-tax losses, offset with pre-tax profit. No tax due if balance is negative.

EXCHANGE 

= IC loan In last quarter * (1 -Exchange Rate for last quarter / 

  Gain/Loss  

Exchange Rate for this quarter) {The exchange gain (loss) on the statements is based on all IC loans In. If multiple loans exist, each must be calculated separately and then summed. Gains (losses) do not occur in the quarter the loan is made, they are calculated at the beginning of the following quarter, prior to any new loan and the repayment of existing loans.}

6.6.2.   Asset Calculations

The following formulas explain figures on the asset side of the balance sheet.

CASH  
 

= The cash flow summary on each country financial statement explains the sources and uses of funds.

ACC'TS RECEIVABLE = Local Sales * .39 + Export Sales (Manufacturer currency) * .164

INVENTORY  

 = Previous quarter Inventory + Production + Units Received - Units Shipped -Units Sold -Units Liquidated = Ending Inventory.

Production   
 
= Amount entered into the decision sheet, but limited to the plant capacity available shown on the previous quarter's International News Bulletin

Units Received  
= The units shipped in quarter X and landed in quarter X + 1

Units Shipped
= Total of all shipments from a manufacturing country this quarter.

Units Sold  

= Value found in the Summary of Unit Sales.

Units Liquidated   
= Units sold at production cost to reduce excess debt. A zero balance 

In the local accounts receivable indicates inventory liquidation. Also Long Term Loans will be equal to or greater than 70% of total assets.

INVESTMENTS 
 = The value in the Investment Account (Beginning Investment Balance + Investments Made -Investments Sold -Investments Liquidated).

Investments Made 
= Value entered on the decision sheet, but limited to cash or

      or Sold     
investment balances

IC LOANS OUT   
= Beginning IC Loan Out Balance + New Loans Made -Loans Repaid

New Loans Made    = Amount on the decision sheet, limited to nm cash available. See

section 2.3.5. of the Manager Manual for items affecting cash availability .

Loans Repaid    
= Amount on the decision sheet, limited to nm cash available on the books of the borrower repaying the loan. See section 2.3.5. of the Manager Manual for items affecting cash available.

PLANT & EQUIP .    = Beginning Plant & Equip. Balance + previous quarter Capital in 

Progress -Depreciation. If capacity is available and production is Zero, depreciation is not charged and Plant & Equipment is increased by the Base Fixed Costs of Production * 1/2 GPI.
Capital in Progress 
= Total cost of a plant addition started this quarter plus 1/2 the cost of new plant started in the previous quarter. Cost is the Base Cost of Construction in quarter zero times the current GPI. {See Controllable Variables in section 2.3. and Table 6.7 of the Manager Manual}

Depreciation   
= 2.5% of current balance of Plant & Equipment if production is 

greater than zero.

6.6.3
 Liability & Equity Calculations

The following formulas explain figures on the liability and equity side of the balance sheet.

ACCOUNTS 

= Fixed and Variable S&A Expense * .25 + Fixed and Variable 

 PAYABLE 

Production Cost * .25 + Tax Expense + Intercompany Interest + Long

Term Interest + Overdraft Interest + Accounts Receivable Liquidation

Loss {this formula is not valid during liquidation and nationalization}.
OVERDRAFTS   
= {Cash and Overdrafts are mutually exclusive. At the close of the  

quarter, after all adjustments, the net balance goes to Cash if positive and to Overdrafts if negative.}

LONG- TERM 

= Beginning Balance + amount borrowed -amount repaid. Amounts 

LOANS 

borrowed and repaid are subject to limits and available cash. See section 2.3.4. the Manager Manual.

IC LOANS IN   
= Beginning Balance + New IC Loans IN -Exchange Gain + Exchange Loss -IC Loans IN repaid

PAID IN CAPITAL
= {Remains constant throughout the simulation}

RETAINED EARNINGS = Last Quarter's Balance + NIA T + gains/losses associated with 

FROM OPERATIONS 

nationalization and / or liquidation
RETAINED EARNINGS 

FROM EXCHANGE
= last Quarter's Balance + Exchange Gain/loss

6.6.4  



Other Calculations

PRODUCTION COST = Fixed Production + Variable Production + Depreciation

Fixed Production   
= Q0 Fixed Cost of Prod. * [1 + (cumulative inflation ÷ 2)]   {Table 6.8}
Variable Production  = Units Produced * Q0 Variable Cost per Unit * GPI 
       {Table 6.7}

Depreciation

= 2.5% of current balance of Plant & Equipment if production is greater than zero.
BROKERING

=An involuntary calculation. When a team's price and advertising 

"buys" a market share, the team must fill the demand. If the demand exceeds available inventory, the team must buy the excess, at 85% of the local price, from the local manufacturer.

LIQUIDATION 
 
= {For details on voluntary liquidation see Liquidation in section 2.4.1. of the Manager Manual. Involuntary Liquidation occurs when debt exceeds the 50% / 70% constraints. See section 2.3.4. of the Manager Manual}

OVERALL TEAM    
= Quarter's Return on Assets * 60% + (Quarter's NIA T + 

RANK 

Quarter's Exchange Gain/loss) * 40% (also called Share Price Index).

ROA  


= Consolidated NIA T / Consolidated Assets

SHARE PRICE
= Cumulative Return on Assets * 60% + (Cumulative NIA T

     INDEX

Cumulative Exchange Gain/loss) * 40% (See Overall Rank)

LANDED COST 
= Unit Cost + Freight + Tariff + 21% x UnitCost   if non-export modes 

     / UNIT
Freight    
= Quarter Zero Freight Rate                            {See Table 6.4}

Tariff 

= (1.21 x Unit Cost + Freight) x Tariff Rate.    {See Table 6.3}  

      (MFG, Sales)  

Tariff 

= (Unit Cost + Freight) * Tariff Rate
          {See Table 6.3}

         (Export)   
Thus, simplifying the above algebra:

(a) Landed COGS per unit at Mfg and Sales Offices = [1 + Tariff Rate] x [1.21 * UnitCost + Freight] 

(b) Landed COGS per unit at Export Offices = [1 + Tariff Rate] x [UnitCost + Freight]
TAXES  

= (NIBT - Carry Forward Losses) * Tax Rate

6.7 
Glossary and Acronym List
AP -The Average Price (AP) is the sum of the Projected Local Price (PLP) and any Team Price (TP) that falls within the Team Price Limit (TPL) divided by the Number of Teams (NT) plus 1. The additional "team" is the local producer selling at the Projected Local Price (PLP).

APL -The Average Price Limit ranges from 1.18 to 1.28, depending on the country, changes in the economic index (El) and the general price index (GPI) relative to these indices in the US. Prices above the Average Price Limit will have zero unit sales.

APR -The Average Price Ratio is the Team Price divided by the Average Price (TP/AP). A ratio of 1.0 will achieve average unit sales. When the APR is greater than the Average Price Limit (APL) in the country I unit sales are zero.

BROKERING -See Formulas Section for explanation

COORDINATOR -An individual who has the job of running the simulation. If the simulation is run on a network, the coordinator is required to have access to the directories of the participants for data transfer needs, to correct errors in team decisions, and to distribute the reports and statements at the end of each quarter. The coordinator has access to the programs which calculate the input and prepare the results for viewing or printing (see Participant).

CASH FLOW -A simulation support program to simplify the analysis of "what happened" to cash in a country and to project cash needs (see section 4.3. of the Manager Manual).

CUMRATIO- The file name for the Cumulative Ratios

DEC- T# -The file name for the Team Decisions

DECISION SHEET -A four column sheet that shows all decisions made for four countries (See section 5.11.2 of the Manager Manual).

FORECAST -A simulation support program to forecast the sales in each country (See Manager Manual, section 4.4.). This program is very helpful for profit planning.

GPI - General Price Index -the level of change in the general price level since quarter zero of play (Q0 GPI = 1.0 for each country).

ICL –lnter-Company Loan -The transfer of funds among countries. These loans create exchange gains/losses and inter-company interest income or expense that appears on the statements of the borrowing and lending countries but not on the consolidated statement.

InData - Refers to the process of entering decisions on the decision screens, while TDATA refers to the .EXE program that processes the decisions and creates a TDATA.RPT file. See TDATA below.

LANDCOST -A simulation suppor1 program to calculate the unit contribution in US dollars for units received from an off-shore manufacturer and for a broker operation. The program also calculates the landed cost per unit from each manufacturer to all countries. This helps identify the lowest cost source of supply (See Manager Manual, Section 4.2.).

LTD -.Long Term Debt -Money borrowed from the local banker (appears on each country's statement in the local currency and is consolidated in US dollars on the consolidated statement).

MANAGER MANUAL - A manual which describes the various facets, features, and rules of TIMS. Experienced managers use it as a reference for basic data as well as a quick overview of the basic features of team building, setting strategies and tactics, and strategic planning.

MNC -.Multi National Corporation

NIAT -Net income After Taxes

NIBT -Net Income before Taxes

NT - The number of teams in the country with price decisions and with prices that are 

          within the Team Price Limit.

PARTICIPANT - Any user of TIMS. These individuals have access to all of the support programs associated with entering decisions, checking the correctness of the decisions, viewing and printing reports and statements (See Coordinator).

PLP -The Projected Local Price (PLP) is the base local price (found in Appendix A-5 of the Manager Manual) times the GPI projected for the next quarter.

PRODCOST  -A simulation support program to calculate the approximate production cost for any country and any quarter (see Manager Manual, section 4.1.).

QUARTER ZERO -The initial condition of the simulation where all teams start with the      identical balance sheet

ROA - Return On Assets -Used for the ratio and rank calculations.

SAVEFILE - The SAVEFILE contains the account balances from the previous quarter. Current quarter decisions are processed to create a new SAVEFILE, which is used in the next quarter. The SAVEFILE is needed by each team to make quarterly decisions, and by the coordinator to execute the simulation. See Section 4.4 and Section 6).

STMT- T# - The file name for the Financial Statements (See Section 2.3.4).

SUMDATA - The file name for the Summary Data (See Section 2.3.4).

SUPPORT PROGRAMS - The 4 spreadsheet programs used to support or analyze decisions.

   See CASH FLOW, FORECAST, LANDCOST and PRODCOST (see also the Manager   

    Manual, section 4.).

TCOMP -TIMS compute program. The compute program performs all the calculations based on the decisions entered by each team. The program requires the SAVEFILE created by the previous quarter of play, and updates this SAVEFILE with the results of the current quarter. The updated SAVEFILE is used as input for the following quarter.

TDATA -TIMS data input program. The program controls the data input screens, and messages that appear for help, warnings and prevention of errors. TDATA must have a current SAVEFILE or the program will not accept the decisions entered. The SAVEFILE is automatically transferred as needed.

TDATA.RPT -After a team enters and saves its decisions, TDATA.RPT is created. This is an ASCII text file generated by the decision making / data input process. It is available for view and printing by the teams. The TDATA.RPT should be reviewed by a team for errors or omissions prior to submission of the team disk to the coordinator.

TEDIT  -TIMS decision checking program. The edit program verifies the validity of decisions as measured against the rules and parameters of the simulation, but it does not check the quality of the management decisions made by the teams.

TEO –Team External Drive Menu -Operations -Page 1 of 3 (See 5.11 .1.1)
TEP -Team External Drive Menu -Print -Page 2 of 3 {See 5.11.1.1)

TED -Team External Drive Menu -Display -Page 3 of 3 (See 5.11.1.1)
TES -Team External Drive Menu -Support -Page 1 of 1 (See 5.11.1.2)

THO -Team Hard Disk Operations -Page 1 of 4 (See 5.11.1 .3)

THP -Team Hard Disk Print -Page 2 of 4 (See 5.11.1.3)

THD -Team .Hard Disk Display -Page 3 of 4 (See 5.11.1.3)

THU -Team Hard Disk Utilities- Page 4 of 4 (See 5.11.1.3)

TIMS -Thunderbird international Management Simulation

TP - The team price on the decision sheet.

TPL -The Team Price Limit (TP/PLP) is the Team Price divided by the Projected Local Price. If the result is greater than 1.31, the team price will not be included in the calculation of Average Price (AP).

TPRIN - TIMS printing program. The print program generates the output files that contain the financial statements and reports of operations. These files are in the DOS text format and therefore can be printed on any system using the DOS print command. Most of the files require the 132-column mode. Set the printer manually or with the menus.

TSI -Thunderbird Software, Inc., the owner of TIMS.

WORBAL - The file name of the World Balance Sheets (Consolidated Statements).

# -The # symbol refers to a number. It is used as follows: Team #, STMT-T# or DEC-T# refers to anyone of the nine teams, G# to anyone of the 4 groups, Q# to anyone of the 20 quarters

? -The ? is used as a wild card as in DOS.

* -The * is used as a wild card as in DOS.

 PRIVATE 
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Abbreviations


Two‑letter country codes
91

Accounts payable
8, 9

Accounts receivable


Bad debt percent
8


Using receivables collected
37

Advertising


Dilemma in an oligopolistic industry
17


Impact on unit sales
17

Argentina


Advantage as a supply source
69


Stability, inflation, exchange rates and costs
101

Assets 


Liquidated when constraints exceeded
21


Liquidation sequence
21

Bad debts
8

BALER programs


How to use
87

Brokering


Accounts receivable may be liquidated
27


Avoids certain risks
26


Disguised losses
42


Forced
1


In the first quarter
1


Involuntary
26


Profit examples
27


Unit cost
26


Were any units brokered
44

Capital in progress
26

Cartel
3, 37

Cash


Forecasting example
45


Transaction sequence
22

CASHFLOW


Calculate where cash is needed
44

Checklist


Financial management
32


Marketing management
32


Operations management
33


Overlap of functions
31


Program sequence
29

Contribution


Advertising impact
18‑20


Analysis for profit alternatives
74


Average dollar contribution
73


Contribution margin
73


For managerial purposes
74


If a manufacturer does not produce
42


On the team summary statement
73


Price impact
13, 15, 16


Units from two or more suppliers
42

Cost


Average inventory cost
10


Average unit cost
12


Brokering
26


Calculate average unit cost from inventory
41


Cannot sell below average cost
12


Effect of exchange rates and inflation
68


Fixed production in quarter zero
98


Fixed selling in quarter zero
100


Unit cost of capacity
98


Variable production cost in quarter zero
98

Cost, volume and profit
72

Countries


With two letter codes
91

Decision factors


Cost, volume and profit
72


Decision making costs
72


Environmental and cultural considerations
71


Risk and reward
71

Economic index


 
7

Exchange gain/loss


Added to net income after tax
24


Calculation
110


Represents revaluation of intercompany loans
24

Exchange rate


 
7

Exchange rates


Effect on product cost
68


For quarter zero
96


Projections
57

Expected Growth Rate per Quarter
97

Export agent


Earnings taxed at parent company rate
10


Part of the manufacturing sponsor
1

Nationalization
6


Export mode
6


Other operations
6

Finance 


Automatic adjustments for overdrafts and long term loans
21


Borrowing constraints
21


Exchange gain/loss
68


Financial leverage
66


Investments
67


Options
21


Reduction of liabilities may cause total asset decline
21


Tariff
68


Taxes
67

FORECAST


Example
48


The basic system
46

Foreign exchange


Impact on investment value
104

Freight


Considered a period cost
9


Paid by the shipper
9


Rates constant for all quarters
9


Table of rates in local currency
94

Goods available


Increased by forced purchase if necessary
10

Goods in transit
11

Inflation


Expected rate per quarter
97

Intercompany Loans 


Bilateral loans not permitted
23


Change reflected as exchange gain or loss
23


Circular transfers
23


Compare with local borrowing
37


Eliminated in consolidation process
24


May increase asset base
24


Occur in quarter decision is made
23


Revalued at beginning of each quarter
23


Sent money and it did not arrive
35


Versus local borrowing
109

Interest


Investment
26


Loan rates
9


Long term rates
97


Overdraft rates
97

Inventory


Carrying cost
10

Investments 


Change in dollar value
26


Foreign exchange impact
104


Interest earned
26


Investment did not occur
35

LANDCOST


Computes unit contribution margins
41


Entering data
41


Examples
44


Unit cost in dollars
41

Landed cost


Comparison of US and Argentina
70

Liquidation


Constraints
28


Marked Q and did not liquidate
36

Local borrowing


Versus intercompany loans
108

Local price
7

Long term loans


Borrowed money and it did not show on the statements
35

Management duties


External analyst
76


Finance
76


General
77


Internal analyst
77


Marketing
76


Production
76

Market share


Advertising impact
8


mode
8


Price impact
8


Share purchased must be sold
10

Market size
7


Basic market for quarter zero
96


Quarterly changes
38

Mode 


Options and functions
25

Objective


Cumulative overall rank
57

Overdrafts


Interest rates
97


Occur automatically
9


Why so large
36

Planning


Economic index and market size
56


Projections
56


Rules and constraints
55


See strategy
55


Understand the environment
55

Plant 


Capacity
11


Construction time
11


Cost per unit
11

Policy


For decision making
60


Personnel
60


Risk and nationalization
58

Political stability


Effect on market size
6


Examples of frequency
5


How to evaluate
55


Ranked by stability
97

Price 


Average price computation
12


Impact on contribution
12


Impact on share
12


Local price for quarter zero
96


Percent of average price
13

Price cutting


Debt repayment may be difficult
62


Market share becomes critical
62

Price index
7


Projections
56

Printing output


Use the menus to print results
89

PRODCOST


Examples
39


Use in selecting plant site
39

Product


Average unit cost
12

Product life cycle


Example
64

Production 
11


Cost for zero production
12


Plant location
66


Trade‑offs
66

Production cost 
41

Random number generator
28

Ratios
50

Risk and reward
71

Rules
v, 55

Selling and administrative expense


Components included
10

Share Price Index
58

Shipments


Costs included
11


Receiver pays
24


Sender pays
24


Sent in the order listed ‑ Export agents first
24


Sent units that did not arrive
35


Shown as in transit or as export inventory
11


Trans‑shipping
37


Transfer price
24

Statement analysis


Five major conditions
33

Statements


Consolidated
1


Export agents incorporated in manufacturer's statement
1

Strategic planning factors


Finance 
66


Market share
63


Production 
66


The product life cycle
64

Strategy


Maintain a small consolidated asset base
61


See planning
55

Subsidiary structure


Example
2

Support programs


CASHFLOW
44


FORECAST
46


LANDCOST
41


Menu Driven
3


PRODCOST
39

Tactics


Examples
62


Trade‑offs
61

Tariff


Expensed in the quarter of arrival
9


Incurred in the receiving country
9


Table of rates, in percent
93

Taxes


Export earning taxed at parent rate
10


Reducing consolidated tax expense
37


Tax rates for countries
97

Team organizational Alternatives


Functional
75


Geographic
75

Team structure


Management duties
76


Team organizational alternatives
75

Transfers out
11



Percent of average price
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