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INTRODUCTION:  The EchoPen Industry
Welcome to the exciting world of business.  You and your friends have just spent your entire life savings to buy a company.  Your company makes EchoPens, a revolutionary product that combines the latest in computer technology with an everyday pen.  Thanks to the development of the mega-microchip, incredible memory, power, and performance can be squeezed into the barrel of an ordinary pen.  An EchoPen is capable of reproducing anything – pictures, words, sentences – it has previously written.  Writing or drawing with an EchoPen is exactly like using a regular pen. When switched to the recall mode, however, the EchoPen draws or writes anything in its memory. As the new owners and managers of this company, you must make a variety of important decisions that will ultimately determine whether you lose your investment, become fabulously wealthy, or fall somewhere in between.


Everyone is excited about EchoPens and anxious to get them. 
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Many companies are eager to fill this demand.  Prices are high as companies gear up to produce more.  It is not yet clear whether prices will drop as more EchoPens become available.  Will EchoPens be a fad or a basic tool for homes and offices?


You and your competitors begin on an equal basis.  Like runners at the starting line, no company has any advantage over the others.  It is your job as managers to use your resources to outperform the competition.


During the simulation, you and your competitors make five decisions that affect the operations of your company.

1.
Set a price for your EchoPens.

2.
Decide how many to produce.

3.
Spend money on advertising and other marketing efforts.

4.
Invest in capital equipment for your factory.

5.
Decide how much money to put into research and development.


Each period you receive reports that show how your company and your competitors performed.  The reports also provide clues on what decisions to make for the next period.
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This workbook is divided into three sections:

REPORTS.  This section provides examples of the reports you receive and briefly describes the information they contain.

DECISION DESCRIPTIONS.  This section discusses each decision you make.  It contains important information about the EchoPen industry and raises questions you should consider as you make your decisions.

Worksheets follow each Decision Description.  The worksheets help you analyze your reports and make wise business decisions.

GUIDE TO MESE REPORTS & GLOSSARY OF TERMS. The Guide provides detailed explanations and definitions of all the terms used in the Company and Industry Reports.  Refer to the Guide when you have specific questions about the meaning of particular terms and when you need to determine how certain numbers in your reports are calculated.
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Reports

Each company receives an Industry Report and a Company Report after each round of decisions.  Each period represents three months or one quarter of a year.


The Industry Report summarizes the performance of the entire EchoPen industry and is available to all companies.  It also reports the relative performance of each company based on information available about business corporations.


Each Company also receives a Company Report.  The Company Report is available only to a particular company because it contains private information about the inner workings of the EchoPen company.  The Company Report also provides detailed information about the company’s performance that helps its managers shape their decisions for future rounds.


The Industry and Company Reports contain important and useful information.  Don’t let all the numbers and new terms confuse you. The Decision Descriptions and the worksheets found in this workbook will help you understand the important sections of each report as you compete in the simulation. The Glossary at the end of the workbook explains each term on the reports in detail.

Industry Report
The Industry Report summarizes the performance of the entire EchoPen in-dustry.  It is divided into five sec-tions:  Units, Dollars, Productivity, Economics and Competition.  Each section provides information based on a different measure of performance.


A typical Industry Report with six competitors is show below.  

Companies begin on equal footing, but subsequent performance depends on the decisions of each company’s managers.

Industry Report
Period 1

Units

Change
Dollars

Change

Total Orders
2,989
-5%
Industry Sales 
$89,945
-5%

Total Produced 
3,325
6%
Average Price
$31
3%

Total Sold
2,896
-8%
Total Production
$60,409
5%

Total Capacity
4,200
0%
Avg Pdtn Cost
$18.00
-2%

Inventory
429
0%
Avg Total Cost
$25.49
1%

Productivity

Change
Economics

Change

Employment
665
6%
Prime Rate
10%
0%

Sales/Employee
$135
-10%
Loan Limit
$50,000
0%

Units/Employee
4
-20%
Tax Rate
25%
0%

Capital Investment
$168,000
0%
Tax Paid in Period
$4,032
8%

Capital Utilization
79%
4%
Tax Paid to Date
$7,752
108%

Competition:
COMPUTER
ACE
BOOMERS
CONGLOM
DYNAMOS
EXCEL
Sales
$15,750
$13,405
$11,600
$16,290
$16,660
$16240

Profit
$1,948
$2,230
$2,068
$2,234
$1,641
$1,967

Price
$30
$35
$40
$30
$28
$29

Ret Earn
$3,808
$4,090
$3,928
$4,093
$3,500
$3,826

Un Share
18%
13%
10%
19%
21%
19%

The Units Report provides information on supply and demand.  How do orders match up with production?  Is there extra inventory that must be sold next period?  In the Industry Report example there were more EchoPens ordered than sold. Which company probably had more orders than it could fill?  Which company probably couldn’t sell all the EchoPens it produced?  What decisions can you expect these firms to make in the next period?


The Dollars Report shows how supply and demand translate into cash.  Keep a close watch on the Average Price and compare it to the Average Production Cost and Average Total Cost.


The Productivity Report provides information on how well the EchoPen companies are using their resources.  A key figure here is Capacity Utilization. Lowest pro-duction costs are attained at 80 percent Capacity Utilization.


The Economics Report contains information about the economy.  The prime rate affects both the interest rate you pay on money borrowed and the interest you receive on cash balances.  The tax rate determines the amount of taxes your company will pay on its profits.


An important part of all reports is the Change figure.  Change is expressed as a percent and is calculated by dividing change in performance in the current period by the corresponding performance in the previous period.  By examining the Change figures, you can note important business trends.  Are Orders up or down?  Is Production up or down?  Which direction are prices going?


The Competition Report lists information about all the EchoPens companies.  This is information that competitors can usually find out about each other from published financial reports.  It covers Sales, Profit, Price, Retained Earnings, Unit Market Share, and Dollar Market Share.  Profit refers to the profits earned in the current period. Retained earnings is the total profit that each company has made so far in the simulation.  Which company has the highest retained earnings?  Which company has the highest unit market share (Un Share)?


The Industry Report is the best place to find out information about your competitors.  By comparing the performance of your company, which you know in detail, to the entire industry, you can tell how well your competitors are doing, what they are doing, and what they are likely to do in the future.  That way you can adjust your decisions to beat them out!


Company Report

After each period, a Company Report is available for each EchoPen company.  A sample Company Report is printed below.  The Company Report consists of three financial statements and an Operations Report.  


The Company Report contains proprietary (private) information about the internal operations of your company.  Information contained in it should not be shared with competitors.

	· Operations Reports provide important information about the internal operation of your company.  Use the Operations Reports to compare the number of orders you received to the number of EchoPens you provided and sold.  Was Dynamos able to balance the supply and demand for its EchoPens?  How would you expect it to change its price in the next period?  Remember that orders do not carry over from one period to the next.  To fill orders you must have products available in the same period that the orders come in.
· The Income Statement shows how your profit or loss for the period was determined.  It begins with your  total   sales,   and  then   subtracts
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	each expense category.  Note that interest is an expense when you have a loan outstanding, but is income when you have a cash balance.  The computer will automatically extend your company a loan when you need cash.  It also will repay the loan from your revenues.  The last entry on your Income Statement is your Net Profit.  Your goal is to make the net profit as high as you can.
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	· Cash Flow outlines the change in the amount of cash available to your company during the period.  It starts off with the amount of cash your company had at the beginning of the period, adds and subtracts the various categories that affect your cash, and ends up with the cash available to your company at the end of the period.  Remember that you cannot spend more than the amount of cash and credit available to your company in the next period.  The computer will keep track of that figure and will not allow you to exceed this limit.

· The Balance Sheet is a snap-shot of your company’s finances at the end of the period.  It shows what your company owns and what it owes.  “What you own” are called assets and include cash in the bank, unsold EchoPens in your warehouse, and your EchoPen factory.  What you owe are called liabilities and equities.  Your loans are a liability, a promise to pay the amount listed to the bank. Capital is the amount of money originally invested to start your company; this is owed to the investors.
	Retained Earnings is the amount of revenue left over after expenses have been paid since your company has been operating.  This is owed to the investors in exchange for using their capital to operate the company.  Remember that the larger the Retained Earnings figure, the more successful you have been in operating your company.
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Company Report for DYNAMOS for Period 1





Income Statement	% Sales		Operations Reports


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


Sales	$16,660	100%	Decisions:	Price	$28


COGS (Cost of Goods Sold)	-$10,912	65%		Production	595	units


	---------	------		Marketing	$1,400


Gross Margin	$5,748	35%		Investment	$1,400


Marketing	-$1,400	9%		R&D	$525


Depreciation	-$1,400	9%	


R&D (Research and Development)	-$525	3%	


Layoff Charge	$0	0%	Production Report:


Inventory Charge	$0	0%	Production	595	units


Interest	-$235	1%	Factory Capacity	700	units


	---------	-------	Capacity Utilization	85%


Profit	$2,188	13%	Cost per unit	$18.34


Tax	-$547	3%	Inventory	0	units


	---------	-------	Employees	119	workers


Net Profit	$1,641	10%





Balance Sheet	%Total		Marketing Report:


-------------	-------		Orders Received	641	units


Cash	$14,481	34%	Sales Made	595	units


Inventory	$0	0%	Unfilled Orders	46	units


Capital Investment	$28,000	66%	Price/Unit Sold	$28.00


	---------	-------	Total Cost/Unit Sold	$24.32


Total Assets	$42,481	100%	Margin/Unit Sold	$3.68





Loans	$8,531	20%	Investment Report:


Retained Earnings	$3,500	8%	Factory Size	$28,000	700	units


Capital	$30,450	72%	Net Investment	$0	0	units


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


Liabilities+ Equity	$42,481	100%	Size Next Period	$28,000	700	units





Cash Flow


---------


Beginning Cash	$14,481


Net Profit	$1,641


Depreciation	$1,400


Capital Investment	-$1,400


Inventory Change	$0


Net Loan	-$3,025


	---------


Ending Cash	$13,097
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