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CHAPTER 1

Introduction and Overview

Learning Objectives

Upon successful complet ion of MikesBikes Accounting you will be able to:
1. Take a holistic view of the business entity and its operating environment.

2. Draw on finance and accounting skills to provide strategic direction to an
organization.

3. Use fina ncial and market reports to inform decision -making.

4. Understand all functional areas essential to a successful business such as
Human Resource Management, Production and Operations Management,
Marketing and Product Development.

5. Implement finance strategy to support other functional areas of a business.

6. Review and adapt business strategy to meet the changing needs of customers
and take advantage of market opportunities.

7. Use a Balanced Scorecard to measure the performance of business strategy.

What is Mikes  Bikes
Accounting ?

MikesBikes Accounting is an Online Business Simulation which gives you the
opportunity to put Management Accounting theory into practice. The simulation
requires you to take a holistic view of the busines s entity and its operating
environ ment. To not only draw on your financial and accounting knowledge, but also

relate these to the other functional areas of the company.

In MikesBikes Accounting you take control of a bicycle manufacturing company which

has been struggling in a competitive i ndustry. Through collaboration and the analysis
of financial and market reports, you are tasked with designing and implementing an
improved cross -functional strategy.

The success of your strategy will be determined by 12 Performance  Targets which
have been set by your Board of Directors.

The Balanced Scorecard

The Board of Directors have put you in charge to improve performance across all
areas ofthe company.  Tomeasure your performance they have developed a Balanced
Scorecard featuring 12 Key Performance Indicators (KPI)



MikesBikesAdvanced Player's Manual

Financial KPIs

1. Shareholder Value

2. Gross Margin -~ %

3. Number of Shares

Customer KPlIs

4. Wholesale Sales

5. Advertising to Wholesale Sales %

6. Warranty Rate %

Internal Process KPlIs

7. Total Capacity

8. Production Utilizati on %

9. Breakdown %

Learning & Growth KPIs

10. Skill Index

11. Motivation Index

12. Number of Products

Your Objective: 12 KPl Targets
on the Balanced Scorecard

Your Board of Directors have set a minimum or maximum target for each KPI
on the Balance d Scorecard. Your objective is to achieve each of these targets by the
end of your management.

The minimum and maximum values for each KPI are listed on the Balanced
Scorecard menu . Example :
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Financial Results

Shareholder Value (SHV) min $13.97 $70.00 No
Gross Margin % min 44 5% 62.0% No
Number of Shares min 2,000,000 1,700,000 Yes
Customer

Wholesale Sales min 514,206,536 $90,000,000 No
Advertising to WholesaleSales max 5.6% 9.0% Yes
Warranty Rate max 1.30% 0.18% No

Business Process

Total Capacity max 24,294 60,000 Yes
Projected Capacity (Adjusted Plant) max 24,294 60,000 Yes
Production Utilisation% min 63.5% 85.0% No
Breakdown% max 7.7% 2.5% No

Learning and Growth

Skill Index min 0.54 0.75 No
Motivation Index min 0.62 0.75 No
No. of Products min 1 2 No

You should monitor these after each rollover to track your progress.

To ac hieve all 12 Performance Targets you will need to
1. Analyze your company 6s fimanciat amdnarket position
2. Develop a strategy to achieve your objectives

3. Implement your  strategy through the individual decisions available through
the MikesBikes interf  ace.

4. After each rollover  you should review your results  through the financial and
market reports.

Getting Started with
MikesBikes

1. Read this Player & Manual in full.

Log into the Smartsims website ( www.smartsims.com ) using your login and
password emailed to you by Smartsims. If you have not received your login
details you can request these here: https://password.smar __tsims.com

3. Watch the MikesBikes  Tutorial Videos.
Start MikesBikes by launching you r Single -Player company.

Single -Player

The MikesBikes Single -Player is a practice phase which pits you against a single
computer -controlled opponent .


file:///C:/Users/ian/Desktop/www.smartsims.com
https://password.smartsims.com/

MikesBikesAdvanced Player's Manual

You progress through the simulation at your own pace through th e Rollover menu.
You can also Rollback to p  revious decision periods to edit decisions or even Restore
to start again.

Multi - Player
The Multi -Player is the competition phase where you compete against multiple
opponents and can compare your performance across all students in your
course/section.
There is no Rollover menu in the Multi -Player, instead rollovers are automated and
occur at scheduled times set by your course instructor. You must ensure your final
decisions ar e saved within the simulation interface prior to each scheduled rollover.

OFFLINE MODE

Offline Mode is an option for the Multi - Player which enables you to try out different
decision s and strategies before  a scheduled rollover is processed. Moving between
decision periods in the Offline Mode is done through the Rollover menu

Once logged into the Smartsims website ( www.smartsims.com ) click on the Offline
Mode launch button .

Note:

1 Offline Mode is a forecast of possible results. It does not provide you with
actual results as  your ¢ o mp e t i durcent degisions are not included in the
calculations .

1 Your decisions in the Offline Mode are not automatically transferred to your
Multi - Player company. You should take a copy of your decisions, close the
Offline Mode, then launch your Multi -Player comp any to re-enter any
decisions you wish to be processed for the next rollover.
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Using the MikesBikes Interface

Decision Tree

The decision tree atth e left of the screen  enables you to navigate the decision and
report menus:

Ss ims - MikesBikes Accounting Single-Player - Google Chrome = a X

& websim1.smartsims.com/1004769702/?action=applink&tag=Login

MikesBikes Accounting Single-Pk e 7@ smartsims |

Smartsims University - 2020 MikesBikes Accounting - World - Real Cool Cycles

Change Name
w Balanced Scorecard (2018)

Key Reports
Manuals and Videos
Products
Manufacturing

Distribution and Branding

Design and Development g | mikesbikes
Finance ACCOUNTING

b All Reports AN ACCOUNTING SIMULATION
Cashflow Budget
Single Player Rollovers
Logout

Change your firm name...

\Real Cool Cycles

mikesbikes
ACCOUNTING

Rollover Menu

MikesBikes is a turn or period  -based simulation . You make decisions for  the year
ahead which are processed by a Ro llover. After the Rollover you can view new
indu stry and firm results.

In the Single -Player you control rollovers. T he Rollover button moves the simulation
forward a year (decision period). The Rollback button takes the simulation back one
year. The Restor e button resets the simulation back to the start
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S Smartsims - MikesBikes Accounting Single-Player - Google Chrome = o X

@ websim1.smartsims.com/1004769702/?action=applink&tag=SinglePlayerRollovers

. . . . 1 .
MikesBikes Accounting Single-Pla: (S smartsims
Smartsims University - 2020 MikesBikes Accounting - Worid - Real Cool Cycles

Change Name
w Balanced Scorecard (2018)
Key Reports
Manuals and Videos
Products
Manufacturing

G " Single-Player Rollovers

Distribution and Branding

Design and Development

Rollover Now

Finance

All Reports

Cashflow Budget

Click the Rollover Now button to process your decisions and generate your results for next year.

Rollover Now

Rollback Now

v

Single Player Rollovers
Logout Click the Rollback Now button to abandon your current decisions and go back to your resuits from last year.
R
Rollbacks Disabled: You can not roll back past the start of the simulation.

Restore Now

Click the Restore Now button to reset the world back to the start position. THIS WILL ABANDON ALL YOUR
CURRENT DECISIONS AND RESULTS.

mikesbikes
ACCOUNTING

In the Single -Player you should try different combinations of decisions to improve
results .

In the Multi -Player rollovers occur at scheduled dates/times as determined by your
course instructor.  There is nota Rollover button. Itisyourresponsibilit yto have your
final decisions entered prior to each rollover date /time .

Viewing your Results

THE BALANCED SCORECARD

The balanced score card is a tool developed by your Board of Directo rs to measure
the performance of your company 0 strategy .

There are tw elve Key Performance Indicators (KPI) grouped into four ca tegories ;
Finance , Customer , Process, and Learning & Growth . Each KPI has a set objective
(min imum or maximum ) which reflects how successful your strategy is
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S Smartsims - MikesBikes Accounting Single-Player - Google Chrome = a X

@ websim1.smartsims.com/1004769702/?action=applink&tag=YearAhead

MikesBikes Accounting Single-

Smartsims University - 2020 MikesBikes Accounting - World - Real Cool Cycles

Change Name

Balanced Scorecard (2018)

& smartsims
Qlalo

Expand | Print Help

] [Balanced Scorecard 2018 (Current) V| =9

Key Reports

Manwaisand\ideos Balanced Scorecard Report (SP) for Period 2018

Products
Manuiaciifing )20 MikesBikes Accounting
rid

Real Cool Cy

Course 20
World \

Distribution and Branding

Design and Development

Finance Real Cool Cycles Target Achieved
b AllReports > "

Financial Results

Cashflow Budget

3 Shareholder Value (SHV) min $13.97 $70.00 No

Single Player Rollovers Gross Margin % min 445% 62.0% No

Logout Number of Shares min 2,000,000 1,700,000 Yes
Customer
Wholesale Sales min $14,206,536 $90.000,000 No
Advertising to WholesaleSales max 5.6% 9.0% Yes
Warranty Rate max 1.30% 0.18% No

Business Process

Total Capacity max 24,294 60,000 Yes
Projected Capacity (Adjusted Plant) max 24,294 60,000 Yes
Production Utilisation% min 63.5% 85.0% No
Breakdown% max 77% 2.5% No
Learning and Growth

Skill Index min 054 075 No
Motivation Index min 0.62 0.75 No
No. of Products min 1 2 No

KEY REPORTS

The Key Reports menu enables you to view the summary -level reports quickly. These
include the:

1 Industry Benchmark Report
1  Market Summary

T Market Information
1

Product Summary
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S Smartsims - MikesBikes Accounting Single-Player - Google Chrome = (m] X

@ websim1.smartsims.com/1004769702/?action=applink&tag=AdvancedKeyReports

MikesBikes Accounting Single-P aye 7@;;;na7rtsims

Smartsims University - 2020 MikesBikes Accounting - World - Real Cool Cycles
= @
Qs

Expand | Print Help

Change Name

| 4= [Financial Results for All Firms

w Balanced Scorecard (2018)

Key Reports

Manuals and Videos

Industry Benchmark Report

Products

Manufacturing 2020 MikesBikes Accounting - World - Period 2018

Distribution and Branding
Real Cool Cycles MountainTop Cycles

Design and Development Owned By
ity Shareholder Value (SHV) $13.97 $13.97
w Al Reports Cumulative Change in SHV 0% 0%
Balanced Scorecard Share Price $13.97 $13.97
Decision Reports Dividend Per Share $0.00 $0.00
) Financial Reports Retail Sales $27,463,500 $27,463,500
Wholesale Sales $14,206,536 $14,206,536
) Marketing Reports Gross Margin 6,320,729 6,320,729
X Profit After Tax $2,541,848 52,541,348
Operations Reports Economic Value Created $2.255,852 $2,255,852
i Number of Shares 2,000,000 2,000,000
Historical Reports Earnings per Share $1.271 $1.271
Investor PR Index 0.95 0.95

Cashflow Budget

Sindie Bhvertid Plant 4,000,000 54,000,000
b e Current Liabilities $1,089,363 1,089,363
Logout Long-term Liabiliies 1,800,000 $1,800,000
Net Assets / Shareholder Funds $5.541,848 $5,541,848
DIE Ratio (book equity) 0.32 0.32
Market Capitalization $27.944,734 $27.944,734
sbikes Total Shareholder Value §27.944,735 $27.944,735

UNTING

Total Economic Value Created $2,255,852 $2,255,852
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ALL REPORTS

There are a substantial number of reports available under the All Reports menu.
These will provide additional detail to help you analyze your results
S s ims - MikesBikes Accounting Single-Player - Google Chrome = a X

@ websim1.smartsims.com/1004769702/?action=applink&tag=FirmReports

MikesBikes Accounting Single-|

Smartsims University - 2020 MikesBikes Accounting - World - Real Cool Cycles

& smartsims
Q&[0

Expand | Print Help

Change Name

~ Balanced Scorecard (2018) [ Market Share (based on Retail Dollar Sal¢ "l

Key Reports

Manuals and Videos
Products
Manufacturing Market Share (Based on Retail Dollar
NG " Sales) — World
Distribution and Branding

Design and Development

Finance
All Reports [ Real Cool Cycles
Balanced Scorecard [ tountainTop Cycles

Decision Reports

) Financial Reports

p Marketing Reports
Operations Reports
Scenario Information
Historical Reports

Cashflow Budget

Single Player Rollovers

Logout

Need Help?

Help within the MikesBikes Interface

Every screen within the simulation features a Help button:
Help

Clicking on thi s button will provide you with information specific to the screen you
are viewing

Smartsims Online Support Center

Smartsims have developed an onli ne knowledgebase, the  Smartsims Support Center
which ena bles you to search or browse help articles.



https://www.smartsims.com/support/
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\ \ Get Started Simulation Help Contact Login Support
BUSINESS SIMULATIONS

Smartsims Support Center

Q How can we help?

Smartsims Help Desk

Smartsims staff are available to provide help and answer your questions any time by
emailing help@smartsims.com



mailto:help@smartsims.com
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CHAPTER 2

Marketing

Analyzing the Market

The MikesBikes Accounting simulation models a bicycle industry in a western
capitalist economy with a population of approximately 15 million people. Consumers

in this ma rket have high discretionary income and will freely buy any bicycl e that
suits their needs.

Market Segments

The bicycle industry can be separated into five market segments :

Adventurers (both Single -Player and Multi -Player)
Leisure (both Single -Player and Multi - Player)
Commuters (Multi  -Player only)

Kids (Multi -Player onl y)

Racers (Multi - Player only)

> > > > >

THE ADVENTURERS SEGMENT

The young suburban bicycle purchaser who wishes to buy a mountain bike broadly

typifies the Adventurer segment. An Adventurer is typical ly a young person, focused

on fitness and the outdoors. He or she wants a bike that will go anywhere and
everywhere, and then come back. Often the Adventurer will forego luxury features

in favor of a sturdy, high performance bike. The evidence is that the use of bikes for
fun adventures and blood -pumping action is very p  opular and this segment has
moderate underlying growth. The people who buy these bikes tend to be prepared to

pay more for the right bike because they have a specific purpose for it and do n ot
want to be held back with slow equipment or to have to stop for repairs.

THE LEISURE SEGMENT

The Leisure segment is made up of people who own a bike but use it only once or

twice a month. Their bike is seen primarily as a means of relaxation, or leisure ,and
they go for a Sunday ride every now and then, often with fri ends or family. The
Leisure segment therefore requires less in terms of high -tech components and
accessories, with "leisurites" preferring more comfort and style. Purchasers who buy

bikes fo r leisure purposes are not very fussy, but they like to be able to buy a bike
when they go out shopping, so long as they've seen the bike on TV before. Consumers

in the leisure segment hate having to wait to buy, even if it is the best value for

money. Bec ause this segment is quite broad, it is also typically quite large
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THE COMMUTERS SEGMENT (M ULTI - PLAYER ONLY )

The Commuter segment has appeared in the past decade in several overseas
economies. Growing environmental concern worldwide has meant that more pe ople
are viewing their bike primarily as a means of transport. Bik e users include university
students who battle early morning rush -hour traffic to get to 7:30am lectures, factory
workers who ride to work each day because they feel better getting some exer cise
before work, and business people who ride into the CBD each m orning because they
can't get a car park and see their bikes as an environmentally responsible option. All

these people see their bikes essentially as packhorses. They don't need to look

fashionable or do anything too exciting - they just have to get them from A to B.
Thus Commuters place a great deal of emphasis on reliability and comfort. Price is
of more concern than performance or of buying a well -known brand.

THE KIDS SEGMENT (M ULTI - PLAYER ONLY )

The potential size of the Kids segment is understandabl y large. Children see bikes as

a means of freedom. Many teenagers require a certain amount of mobility, but are

unable to get a driver's license. The advantage of the Kids segment is that a n average
youth will go through 2.1 bikes between the ages of 4 an d 15 years. The primary
requirements of such purchasers are usually seen through their parents' eyes - the
bike has to be simple and durable (so that it can take the knocks), but also relati vely
inexpensive, while having the best image on the block. Overse as, the Kids market
segment is typically the biggest with a strong growth rate.

THE RACERS SEGMENT (M ULTI - PLAYER ONLY )

Those who view cycling primarily as a competitive activity dominate the Racer
segment (as its name suggests). The typical Racer owns at | east two bikes and trains

at least three times a week. The range of Racers is great, from the Saturday morning

school team to the Olympic Squad. However, we can generalize that the Racer wa nts
a bike that performs - both on the track and on the road. It must be light, fast, and
technically at the leading edge. Racers are not as sensitive to price as the other

segments and some will pay up to $5,000 retail for the "right" bike. Racers also

know what they want. They seldom take the advice of a sales assi stant and are
generally not influenced by advertising when making their purchase. They are also

prepared to wait longer for delivery than most. The segment has slight growth in

overseas ma rkets although the total volume of sales is smaller than the other market
segments.

Scenario Information /
Reports

The Scenario Reports give you detailed information about the preferences and
shopping habits of each ma  rket segment, and all the costs associated with the
scenario. You are encouraged to print these reports for future reference.

You access the Scenario Reports from the Reports Menu
All Reports -> Scenario Information
There are six Scenario Reports

A Market Information
Contains segment size and price range, segment sensitivity to price, advertising
etc., media viewing habits, advertising and PR reach, shopping habits

A Distribution Information
Contains shopping habits and distribution channel information
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A Operations Inform ation
Contains various costs and limits relating to capacity, inventory, leadtime, and
quality
A Finance Information
Contains various factors and limits relating to your company finances
A Development Information
Contains development costs and sug gested targe ts for your first product
development in each segment

Developing the Marketing Mix

The next step is to determine the tactics for achieving the desired position in each of

the segments. This involves consideri ng the appro priate marketing mix - loosely
called the "four Ps" (product, price, place, and promotion). More recently the
importance of relationships (often called People and the “fifth P") has been
introduced.

Product

S Smartsims - MikesBikes Accounting Single-Player - Google Chrome = a X

& websim1.smartsims.com/1004769702/?action=applink&tag=AdvProducts

MikesBikes Accounting Single-Ple
Smartsims University - 2020 MikesBikes Accountlngxstxim Cycles ’pﬁcé AT — . Production “State
-2 RC_RockHopper $1,700 $800,000 15,000

Change Name

w Balanced Scorecard (2018)

% Make/Sell
Key Reports
Manuals and Videos & Modify
@ Abandon
Manufacturing @ Help
Distribution and Branding

Design and Development
Finance

) AllReports
Cashflow Budget

Make / Sell Product (RC_RockHopper)

l Pricing ] Advertising I Public Relations I Product Name I Reports ﬁ

Single Player Rollovers

Logout

Enter your Retail Price and Production Figures

{ Current Decision} i Limits | Previous Decision!
Retail Price ($) 1,700| @ 1000-3000 1,700
Production (Units) 0-23200 15,000
Safety Stock (Weeks) [4 @ o-% 4

mikesbikes
ACCOUNTING

In MikesBikes all decisions involvi ng your prod ucts are made within the Products
Screen shown above. Here you can determine Price, Marketing, Sales Forecasts,
when and how new bike products will be launched, and existing products can be
modified and deleted.
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Price

NEw PRODUCTS

New products can b e used to en ter new segments of the market or to attempt to
dominate a current segment with multiple product offerings.

New products can be launched at any time, using the Launch Button on the Products

Screen. However before you can launch a new product, you must com plete a design
project in the Design and Development screen. Remember that product development

takes a year to complete. So if you decide to create a new design project now, then

it will not be available to launch as a new product until after the nextro llover.

PRODUCT M ODIFICATION

Existing products can be modified using the Modify Button on the Products Screen.
Modifications can be made for a number of reasons:

A To adapt the product to the changing needs of a segment

A To improve an existing well known p roduct so that it appeals to new market
segments .

A To re -engineer processes - retaining the product's same physical characteristics
but simplifying production requirements and lowering costs.

Modification allows for all the awareness of an exist ing product to be retained and

transferred to a new (improved) design.

Where the firm holds obsolete stocks of finished goods for a product that has since
been modified, the obsolete stocks are automatically dumped at cost.

See the Product Development Chap ter for more  information

PRrRobucT DELETION

Products can be abandoned at any time if they prove no longer consistent with a
firm's strategy. Use the Abandon Button on the Products Screen. Where the firm
holds inventories of finished goods for deleted produc ts these are dumped at cost.

Make / Sell Product (RC_RockHopper)

{ Pricing Advertising Public Relations Product Name Reports J

Enter your Retail Price and Production Figures

| Current Decision| | Limits | Previous Decisioni
Retail Price (%) 1,700 @ | 1.000- 3,000 1,700
Production (Units) 15,000 0 - 23 400 15,000
Safety Stock (Weeks) 4 @ 0.2 4

| & Help I @ Cancel | v Apply |
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Pricing is made on the Products Screen for each individual product. Click on the

Make/Sell Button to bring up the screen shown here. You must make set a Retall

Price decision for each product. Retail Price should align  with the price sensitivity of

consumers in this market segment and the price of competing products.

See the Operations chapter for information on the  Safety Stock decision.
Promotion

In MikesBikes , brand awareness, product awareness and the influence of p roduct

public relations (PR) depend on current budget and the carry -over effect from

previous periods. The effectiveness of product advertising and PR depends on

choosing media that match the targ et market's media consumption habits. Brand

advertising inc reases the effectiveness of product advertising and results in increased
product awareness.

BRAND ADVERTISING

Only one brand is permitted (the name of your Firm, e.g. Real Cool Cycles). Brand

adv ertising contributes to the effect of any other product adv ertising that is carried
out. The branding budget determines the effectiveness of the advertising. In the

next period, consumers "forget" the advertising to some extent, but any new brand

advertis ing adds cumulatively to what is left. Note that Brand Adv ertising does not
contribute to the effect of product public relations.

Distribution and Branding

Distribution Branding Reports

5] Y
=3 ]

Branding Index
=
o

=]

) M 2M a4 N
Expenditure {§}

Set the amount to spend on branding

s
T

| & Help I @ Cancel I v’ Apply |

A budget can be allocated to brand advertising, as shown here. The resulting brand
awareness applies to all the firm's pro ducts.

PRODUCT ADVERTISING

Analyzing the MikesBikes market has revealed that there are three media choices for
advertising bikes - TV, Internet and Magazines.
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A Television:

Television is the most effective method of reaching a large audience. This is reflect ed

in the fact that virtually every household has a televis

ion and that over 85% of all

people watch television at least once a day. Adult bike riders tend to lead physically
active lives, which lead them to have less time for television watching than the

younger consumer. TV advertising is expensive, and a substa

ntial budget is required

to get effective results.

A Internet;

Internet Advertising allows you to engage and reach potential customers through the

devices they use for work and leisure (such as compu

ters, smartphones, and tablets).

It is important to note t hat the viewing of Internet advertisements is from
predominantly a younger to middle aged audience. Internet advertising involves

devel oping

your companyds website, umanabkerpveew

sites, sponsored Ad Words on major search engines etc.

A Magazines:

Magazines can reach a national market at relatively low cost per reader. In the
MikesBikes market there are a variety of magazines catering to bike consumers

ranging from sp ecialist racing bike magazine through general outdoor adven ture
magazines to very general leisure magazines. Younger consumers are less interested

in these magazines, but the adult age groups can be reached very effectively through

magazine advertising.

ADVERTISING AND PR REACHAND MEDIA VIEWING PREFERENCES

There are two key sources of information you can use to determine your optimal

advertising mix for a given advertising spend
Viewing Preferences.

; Advertising & PR Reach and Media

1 Advertising & PR Reach

Proportion of audience reached

B50.0%

50.0%

40.0%

30.0%

20.0%

10.0%

0.0%

Advertising and PR Reach by Media

-

TV & Magazines

— nternet

$1,000,000 $2,000,000 $3,000,000

cl

ck

ad
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For instance, a $2m spent on TV or Magazine advertising could reach around 40% of
the potential TV or Magazine audience .W hereas , a $2m spent on Internet advertising
could reach around 48% of the potential Internet audience.

However , you also must consider what proportion of your target markets actually use
each media channel.

1 Media Viewing Habits:

Media Viewing Habits

Segment TV Internet Magazines Sensitivity to Sensitivity
Advertising to PR
Kids 70% 20% 20% High Low
Racers 10% 40% 60% Low High
Commuters 50% 20% 10% Med Low
Leisure 60% 30% 20% High Low
Adventurers 40% 30% 50% Med Med

Note: Because people watch/read more than one media channel, the rows can add to more
than 100%

Let us look at the above example again and assume we have a $2m advertising
budget to spend targeting the Adventurer market se gment.

50% of the Adventurer segment read magazines. So our $2m spend would reach
approximately 40% * 50% = 20% of the Adventurer segment.

But only 40% of the Adventurer segment regularly watch TV. So our $2m spend
would reach approximately 40% * 40% = 1 6% of the Adventurer segment.

And only 30% of the Adventurer segment are reachable via Internet advertising. So
our $2m spend would reach approximately 48% * 30% = 14.4% of the Adventurer
segment.

So from that, you might think that your best use of your $ 2m product advertising
budget is to spend it all on Magazines.

But maybe we can do better than that still. What happens if we spend half on
Internet, and half on Magazines?

If we spent $1m on Internet we could reach approximately 43% of Internet viewers.
And 30% of the Adventurer segment is reachable via Internet advertising. So we
could reach approximately 43% * 30% = 1 2.9% of the Standard segment.

If we spend $1m on Magazines we could reach approximately 23% of Magazine
viewers. And 50% of the Adventu rer segment reads Magazines. So we could reach
approximately 23% * 50% = 11.5% of the Adventurer segment.

So together, our $2m budget spent half on Internet and half on Magazine advertising
would reach approximately 24.4% of the Adventurer segment. This is obviously a
better use of our advertising budget than the first three options.

Note: You should read the Market Segm ent Scenario Info report under All Reports -
>Scenario Information for more detailed information on the preferences of the
market segments
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Specific product -related media advertising are budgeted for each product on the
Product Decision Screen.

Make / Sell Product (RC_RockHopper)

L Pricing i Advertising i Public Relations | Product Name | Reports i

Enter this Year's Budget for each Advertising Media Type

MediaType |  Current Limits | Previous

|_ 320000| 5-5000000 320,000
lm 80,000| 0.5000000 80,000
l 400,000| 5. 5000000 400,000

Total 800,000 800,000

‘ € Help H @ Cancel H v’ Apply ‘

Advertisi ng activity affects the awareness levels of the product. Awareness takes time
to build and will decline over time as consumers "forget". Advertising experts
estimate that an investment of around $2m is required to achieve initial awareness

levels of 25% -50%. Less is required to maintain these levels.

In deciding the level of investment in advertising, it is important to remember that
cert ain segments are more responsive to advertising than others.

ProbucT PuBLIC RELATIONS

Product public relations related t o the bike market include product reviews and press
releases. The idea is that consumers will give more weight to news and independent
reviews than advertisements.

Make / Sell Product (RC_RockHopper)

E Pricing | Advertising i Public Relations h Product Name i Reports i

Enter this Year's Budget for each Public Relations Media Type

MediaType |  Current {Limits | Previous

l_ 100,000] 05000000 100,000
Im 50,000| 0-5000000 50,000

Total 500,000 500,000

| & Help H @ Cancel

‘V’a’-\pply‘
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See the Media Viewing Habits Table and Advertising Reach curves above for an
indication of which media to use. Some segments are more sensitive to this kind of
product promotion than others.

Distribution (Place)

Distribution relates to the ability of the firm to make products accessible to its target

segments. This is achieved through distribution channels - in this case through retalil
outlets.
The number of stores in the channel that decide to stock your products will depen d

on the retail price, margin, unit sales history, and extra support offered. You must

specify what margin and wha t extra support (e.g. in terms of special promotions and
discounts) you are going to offer the retailers in each channel. Note that the retail er
margin decision refers to the percentage of the retail price that the retailer keeps. So

a percentage of 60% me  ans that they keep 60% of the sales revenue and give you

the remaining 40%.

Maintaining existing distributors and acquiring new ones requires considerable
resources. Extra Support costs are required to enable product training of retailers

and providing pro  motional literature. Distribution costs vary based on the number of

stores that currently stock your products.

Vendors of bikes can be broken into three categories: Bike Shops, Sports Stores and
Department Stores (Note: Sports Stores are only available in Multi - Player). A brief
description of each channel is given below.

BIKE SHOPS

The bike shop is a specialty store dedicated to bikes and bike -related products. Store
assistants are trained bike specialists, able to tailor specific bikes to specific
custome rs. People unsure of which bike to buy will usually go to a bike shop,
especially if the bike is required for a specific purpose. Bike shops s tock an extensive
range of different models, catering to all types of purchasers. Bike shops generally

stock bikes in the mid to high price range and bikes they stock in common with the
department stores are often priced slightly higher than in the departm ent stores.
They are thus perceived as the quality bike vendor (at the cost of being perceived as

the most expens ive bike vendor). Bike shops rely on their higher margin to gain a

profit, so are less likely to discount their stock. Their customers tend to be less price
sensitive than those of department stores.

DEPARTMENT STORES

Department stores stock a wide range of goods - from consumer durables (such as
refrigerators and televisions) to apparel and kitchenware. They often specialize in

budget or exclus ive items. Department stores appeal to people wanting to complete

their wee kly shopping in one store. The typical shopper at a department store is out

with his or her family on Saturday or Sunday afternoon. Often, they do not have a
definite purchase in ~ mind, but in walking around may see something that appeals.






