	After reviewing the Financials and the Market Information.  Review the Decisions you will be asked to make for 2006. 
1. Describe the strategy that you will use and defend why you think that strategy will work.  Draw on accounting, marketing, finance and strategic management concepts for your decisions.  Show tables and charts/graphs to illustrate your solutions/decisions.  Explain your strategy in four paragraphs. Thus your strategies in approaching this decision need to rely on models, ratio analysis, and theories from such classes as Economics, Finance, Accounting, Marketing, Strategy, and Quantitative Analysis.
It is necessary to make specific recommendations as to any pricing changes or allocations to R&D.  (Drop the price of model X?  By how much?)  Your recommendations must make sense given your analysis of the market and chosen strategy.
After reviewing the financials and market info below, show and explain your decisions for 2006.  Set product price, allocate your R&D and in 2006 you may discontinue a product.
Additional information:

2005 decisions results:

Set product price

X5   $250
X6   $400

X7   $200

Allocate your R&D budget

X5   33%

X6   34%

X7   32%

2005 Profit
168,550,391

X5 Profit
82,616,699
X6 Profit
94,425,417
X7 Profit
-8,491,725
2005, the X5 handheld was in the growth phase of the product lifecyle. 

X7 performance is holding steady relative to the competition. 

The X6 is priced about the same as products similar to it.
Note:  For 2006 you have the option to discontinue sell X5, X6 or X7.  If deemed necessary if you discontinue a product explain why and show results.

Your goal is to maximize cumulative profit for all three models over five years. 

	Handheld X5
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$250
Plastic case
Customers aren't worried 
about performance.
On the market for 3 years 
	
	Handheld X6
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$400
Flat metal case
Customers care about performance, not price.
On the market for 2 years 
	
	Handheld X7
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$200
Colored case
Customers care about price 
and performance.
On the market for 1 year 
	

	
	How to play:
1.
2.
3. 

Review Financials and Market Info to see how your products are doing.
Make Decisions about price, R&D, and if a product should be discontinued.
View Summary to see how you did this year. Then start again with Step 1 until 
the simulation is complete. 

Financials


	
	


Revenue (2004 to 2005)
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Profit (2004 to 2005)
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Financials for 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Revenue
	
	
	
	
	

	
	
	Sales Volume
	2,600,902
	1,611,165
	61%
	

	
	
	Revenue Volume
	774,307,366
	470,680,709
	65%
	

	 
	

	
	Cost
	
	
	
	
	

	
	
	Variable Costs
	445,756,975
	268,950,985
	66%
	

	
	
	Fixed Costs
	140,000,000
	140,000,000
	0%
	

	
	
	R & D Costs
	20,000,000
	20,000,000
	0%
	

	
	
	Total Costs
	605,756,975
	428,950,985
	41%
	

	 
	

	
	Profit
	
	
	
	
	

	
	
	Total Profit
	168,550,391
	41,729,725
	304%
	

	
	
	Total Profitability
	22%
	9%
	146%
	

	 
	

	
	Economic Value Added
	
	
	
	
	

	
	
	Capital Charge
	5,520,000
	5,520,000
	0%
	

	
	
	EVA
	163,030,391
	36,209,725
	350%
	


X5 Financials for 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Revenue
	
	
	
	
	

	
	
	Sales Volume
	1,448,031
	936,039
	55%
	

	
	
	Revenue Volume
	362,007,649
	234,009,768
	55%
	

	 
	

	
	Cost
	
	
	
	
	

	
	
	Variable Costs
	202,724,283
	131,045,470
	55%
	

	
	
	Fixed Costs
	70,000,000
	70,000,000
	0%
	

	
	
	R & D Costs
	6,666,667
	6,666,667
	0%
	

	
	
	Total Costs
	279,390,950
	207,712,137
	35%
	

	 
	

	
	Profit
	
	
	
	
	

	
	
	Total Profit
	82,616,699
	26,297,631
	214%
	

	
	
	Total Profitability
	23%
	11%
	103%
	

	 
	

	
	Economic Value Added
	
	
	
	
	

	
	
	Capital Charge
	1,920,000
	1,920,000
	0%
	

	
	
	EVA
	80,696,699
	24,377,631
	231%
	


X6 Financials for 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Revenue
	
	
	
	
	

	
	
	Sales Volume
	908,627
	508,229
	79%
	

	
	
	Revenue Volume
	363,450,944
	203,291,529
	79%
	

	 
	

	
	Cost
	
	
	
	
	

	
	
	Variable Costs
	227,156,840
	127,057,206
	79%
	

	
	
	Fixed Costs
	35,000,000
	35,000,000
	0%
	

	
	
	R & D Costs
	6,868,687
	6,868,687
	0%
	

	
	
	Total Costs
	269,025,527
	168,925,893
	59%
	

	 
	

	
	Profit
	
	
	
	
	

	
	
	Total Profit
	94,425,417
	34,365,637
	175%
	

	
	
	Total Profitability
	26%
	17%
	54%
	

	 
	

	
	Economic Value Added
	
	
	
	
	

	
	
	Capital Charge
	1,200,000
	1,200,000
	0%
	

	
	
	EVA
	93,225,417
	33,165,637
	181%
	


X7 Financials for 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Revenue
	
	
	
	
	

	
	
	Sales Volume
	244,244
	166,897
	46%
	

	
	
	Revenue Volume
	48,848,773
	33,379,412
	46%
	

	 
	

	
	Cost
	
	
	
	
	

	
	
	Variable Costs
	15,875,851
	10,848,309
	46%
	

	
	
	Fixed Costs
	35,000,000
	35,000,000
	0%
	

	
	
	R & D Costs
	6,464,646
	6,464,646
	0%
	

	
	
	Total Costs
	57,340,498
	52,312,955
	10%
	

	 
	

	
	Profit
	
	
	
	
	

	
	
	Total Profit
	-8,491,725
	-18,933,544
	-55%
	

	
	
	Total Profitability
	-17%
	-57%
	-69%
	

	 
	

	
	Economic Value Added
	
	
	
	
	

	
	
	Capital Charge
	2,400,000
	2,400,000
	0%
	

	
	
	EVA
	-10,891,725
	-21,333,544
	-49%
	


Sales (2004 to 2005)
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MARKET INFO

Sales (2004 to 2005)
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Price (2004 to 2005)
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Performance (2004 to 2005)
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X5 Market Report for the year 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Customer Base
	
	
	
	
	

	
	
	Installed Base
	1,875,622
	1,025,000
	83%
	

	
	
	Remaining Customers
	4,149,378
	5,000,000
	-17%
	

	
	
	Market Saturation
	31%
	17%
	83%
	

	 
	

	
	Sales Volume
	
	
	
	
	

	
	
	First-Time Customers
	1,291,729
	850,622
	52%
	

	
	
	Repeat Sales
	156,302
	85,417
	83%
	

	
	
	Total Sales
	1,448,031
	936,039
	55%
	


X6 Market Report for the year 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Customer Base
	
	
	
	
	

	
	
	Installed Base
	965,553
	500,000
	93%
	

	
	
	Remaining Customers
	4,534,447
	5,000,000
	-9%
	

	
	
	Market Saturation
	18%
	9%
	93%
	

	 
	

	
	Sales Volume
	
	
	
	
	

	
	
	First-Time Customers
	825,216
	465,553
	77%
	

	
	
	Repeat Sales
	83,411
	42,676
	95%
	

	
	
	Total Sales
	908,627
	508,229
	79%
	


X7 Market Report for the year 2005
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	This Year
	Last Year
	% Change
	

	
	
	
	
	
	
	
	

	
	Customer Base
	
	
	
	
	

	
	
	Installed Base
	442,647
	300,000
	48%
	

	
	
	Remaining Customers
	14,857,353
	15,000,000
	-1%
	

	
	
	Market Saturation
	3%
	2%
	48%
	

	 
	

	
	Sales Volume
	
	
	
	
	

	
	
	First-Time Customers
	208,465
	142,647
	46%
	

	
	
	Repeat Sales
	35,779
	24,250
	48%
	

	
	
	Total Sales
	244,244
	166,897
	46%
	


