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BUSINESS STRATEGY GAME PRE-SIMULATION:
A CASE STUDY OF FOOTWEAR INDUSTRY



COURSE:


BY
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1. Compensation and training
In Year 11, the company spent $77.5 million on standard and superior materials, making use of best practices training to achieve materials cost savings of even 5-10%. Annual increases of 1% in worker productivity at the North American facility where productivity is presently 5,000 pairs per worker and at the Asia-Pacific facility where productivity is just under 3,500 pairs per worker holding potential for meaningful savings in labour cost.
2. Branded production:
In Year 11, the branded footwear reject rates was 7% at the North American facility and 10.1% at the Asia-Pacific facility totalling to 711,000 pairs that cost the company $14.5 million; private-label reject rates of 6.9% at the North American facility and 10.0% at the Asia-Pacific facility totalled 74,000 pairs costing the company $2.2 million. This indicate that it is possible to reduce facility reject rates to 1.5% or less.
3. Production Facilities:
The company’s North America facility has a space available for installing new or refurbished equipment that provided an additional 1.2 million pairs without the use of overtime. The Asia-Pacific facility has space available to accommodate an additional 2.4 million pairs of equipment. Company A has the option of installing new equipment at a cost of $5 million per 250,000 pairs of production capability or refurbished equipment at a cost of $3.6 million per 250,000 pairs of production capability. 
4. Distribution and Warehouses:
Details of the company’s distribution and warehouse expenses are shown in the bottom section of the page. Freight costs on incoming shipments of newly-produced footwear from a facility to a warehouse in the same region currently run $1 per pair. However, when warehouse volume is less than 200,000 pairs annually, leasing fees are 5 times the annual number of pairs available for sale. Retail markups over the wholesale prices of footwear manufacturers can run from 40% at discount chains to as high as 100% at premium retailers. Thus, a pair of shoes wholesaling for $50 usually retails for between $70 and $100. 
5. Internet Marketing:
Website displaying their models and styles and giving consumers the option to purchase footwear online. Sales have been growing steadily at the company’s Web site, partly because selling online gives the company access to consumers located in areas where there are no retailers carrying the company’s brand and partly because some consumers like the convenience of online buying. Whether company A will gradually de-emphasize selling through retailers and shift their marketing emphasis to promoting online sales remains to be seen.
6. Wholesale Marketing:
Wholesale sales is an independent footwear retailers who carry athletic footwear department stores, retail shoe and apparel stores, discount chains, sporting goods stores, and pro shops at golf and tennis clubs. Worldwide, there are some 60,000 retail outlets for athletic footwear scattered across the world. North America and Europe-Africa each have 20,000 retail outlets selling athletic footwear, while Latin America and the Asia-Pacific each have 10,000 retail outlets for athletic footwear.
7. Private-Label Operations:
The private-label segment grew a rate of 10% in Years 11, with a demand averaging 800,000 pairs. The operation of the private-label segment of the athletic footwear market is easy to grasp. All chain retailers have the same production specifications for private-label footwear: (1) an S/Q rating that is 1-star below the prior-year’s worldwide average S/Q rating for branded footwear and (2) 100 models. Production run set-up costs for private label footwear are 75% lower than for branded footwear because chain retailers order only styles that are simpler to produce in order to hold down costs
8. Celebrity Endorsement( Shaid):
Endorsements from appealing celebrities enhance the brand image and positively affects consumer purchases. It is magnified by higher brand advertising and search engine advertising to attract buyers to purchase company’s brand in either retail stores or online.
9. Corporate Citizenship(Shaid):
The first decision screen you encounter concerns what monies, that you and your co-managers wish to spend for such things as the use of footwear materials, the use of recycled packaging materials, energy efficiency improvements and greater reliance on renewable energy sources at your company’s plants, charitable contributions, ethics training for company personnel and ethics enforcement, and workforce diversity programs.
10. Finance and Cash Flow:
Company A has a B credit rating at the end of year 11 and a reasonably strong balance sheet. It has a total assets of 425,105 which were financed with 49.71% shareholder equity and 50.21% liabilities, putting the company in bad position to cover its interest and principal payments on outstanding loans. The interest rate of A+ short-terms loans is 5.5%; thus the money market rate paid on cash balances will be 2.5%. If the company overdraws its checking account, the bank automatically issue the company a 1-year overdraft loan in an amount sufficient to bring checking account balance to zero. The interest rate charged on overdraft loans carries a 9% if the company’s B+ credit rating carries a 7% short-term interest rate. The potential for overdrawing checking account is signalled by a negative cash balance in the bottom right corner of each decision screen.
11. Credit Rating:
Company A has a credit rating of three factors: the interest coverage ratio defined as annual operating profit divided by annual interest expense, the debt-to-assets ratio defined as total liabilities divided by total assets, and the default risk ratio defined as cash flow from operations divided by the combined annual principal payments on all outstanding loans a company’s cash flow from operations is defined as net profit plus depreciation. The company had a default risk ratio below 3.20 and is assigned a “medium” risk of defaulting.
12. Image rating:
The degree to which your company displays good corporate citizenship and conducts operations in a socially responsible manner affects your company’s image; however, the image gains are minimal unless your company’s actions involve several areas of citizenship and social responsibility.
13. S/Q rating:
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Mission statement
To draw together information and lessons of prior courses, consolidate knowledge about the different aspects of running a company, and provide a capstone for a business education.
Vision statement
To provide valuable decision-making practice and help you develop better business judgment.
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