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UCLA EXECUTIVE DECISiON GAMES

Three executive games have been developed at UCLA, Game No. 1 which was
first played in the spring of 1957, has been superseded by the more refined
Game No. 2., Game No, 3, utilizing the Western Data Processing Center's
few TN 7709 ommputer, Is now only to the test-run stage. Consequently, this
note will focus on Game No. 2, which has been used by a number of universities
other than UCLA and also by several business firms. A note at the end will

briefly describe Game No. 3.

Game No. 2.

The bulk of the discussion is straightforward description of the game in
mtnofammdmmhpmnnudnruonofﬂummum

given to the players.

As a preliminary to the formal instructions, players are told briefly about
business games in general and their purposes, Questions are invited throughout
the instruction period, but the administrator of the game reserves the rigat to
give incomplete answers. As a substitute for more thorough instructions and
mmwmhmmmummmuumnmmmmm.
e short. unscored practice period of play usually precedes the "main run® for
a group.

This

game simulates a multi-firm, one-product industry. There may be as
few as two firms or as many 2s nine, Time is accelerated to 2 rate of approxi-
uulyoummhonrorhnotactmpm. Six to seven years are simu-

hudhymplqofthom-mtiulinasinglodq.nwmﬁnnina

series of one- or iwc-hour sessions.

team of three to six players forms the top management of each firm, and
by malking the following decisions quarteriy:

Price of Product

Production Volune

Advertising and Selling Budget
Research and Development Sudget
Investment in Plant and BEquipment
Dividend
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-
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The decisions are filled into preprinted forms, which are designed to facilitate
keeping track of past policies,

dhen decisions have been made, they ars taken to a computing room and
punched into caras which are fed, along witn cards summarizing the state of the
industry at the end of the preceding quarter, into an IBM 650 computer, This
machine is programmed to simulate a quarter's operations and produce cards from
which an IEM LO7 tabulator prepares the following confidential reports for each

Sales Volume
Percent Share of Industry Sales
Current Inventory Quantity
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competitors. The product's purchasers are fairly sensitive to price differen-
tialss, and in the short run to price changes as such, Harket shares are also
much influenced by advertising and by design improvements resulting from research
and development expenditures., Advertising end research and development have
effects vhich extend for several quarters. As might be expected, the impact of
adver cising is relatively intense but also relatively short-lived, compared with
“izt of research and development.

Production at or below the "capacity" figure listed on the Operating State-
ments is accomplished at nearly fixed cost per unit, relatively small reductions
being a consequence of vigorous research and development programs. Production
over and above capacity can be called for, but at an approximately doubled
direct cost per unit, Nommally, the largest non-budgeted, indirect costs are
those which are fixed and those, such as depreciation, which depend roughly
upon plant sise., (Exceptions occur if a firm expands its plant too rapidly., or
if large cash deficits appear.) Advertising and research and development are
costs as budgeted,

Fixed costs make large vclume operation advantageous relative to total cost
per unit. Costs depending upon plant zize levy large penalties for overexpansion.
Underproductions relatizs tc potential eales, results in loss of revenue through
lost sales, rather than in added costs., Overprocuction leads to excessive in-

ventories and to correspondingly large carrying charges.

Plant and equipment deterioriate at a rate of 2.5 percent per quarter, and
this deterioration is reflected immediately in reduced capacity. To maintain
& given capacity, it is necessary to reinvest arcordingly, Reduction in capacity
is accomplished by allowing depreciation to take its course, without reinvest-
ment, HNew capacity is purchased by allocating twenty dollars per unit of
qururly capacity desired to "Investment in Flant and Fquipment,® over and

above the sum needed to hold ground against depreciation, There are "incidental
expenses® assocli ed with purchases of plant and equipment, which are amall for
moderate rates of expansion, become significant when as much as one million
dollars is allocated to plant investment in a single quarter. and grow rapidly
with larger investments. FPlant and equipment whose purchase is budgeted at the
begiming of one quarter is not available for prodaction until the following
Quarter,

When net cash assets fall belw seros costs are incurred for loan negotia-
tion. interest, factoring, etc. These costs become significant with a shortage
of a few hundred thousand dollars, - . grow rapidly with larger deficits. The
aduinistrators of the game may be willing to "buy into s firm" if its cash posi-
tion becomes desperate, but will not pay more than about half the book-value of
the equity purchased,

Like all such reports in real life, the Operating Statements used in the
game are to some degree "conventional.® For instance, inventory value is
figured on ¢ standard cost basis, and certain costs are arbitrarily allocated
to the “"ADMINISTRATION AFD SELLING" detail item and others to "MISCELLANEOUS,"
These conventions and also some quantitative information concerning the factors

various costs, which are discussed as part of the preparation of
players, will not be taken up here,
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The goals to be sought by participants in Came No, 2 are not spelled out
in detail, Different teams may take different facks. One may concentrate on
expansion and increased sales, for instance: while another may focus more
directly on the profit picture. Each team is required to keep track of its
broad objectives and of its operating strategies during the course of the game,
The game itself is followed by a discussion of the objectives and strategies
of the teams, Tach team subjectively evaluates its own wo:l., and is also given
an objective "score," based upon overall profitability, dividend policy, and
the condition of its firm at the end of play. The discussion is facilitated
by large-size charts summarizing the progress of the game. Such figures as the
economic index, prices, marketing expenditures, production capacity, sales volume,

and net profits are graphed,

The purpose of the post-mortem is less to reveal better strategies which
might have been adopted than to show how better use could have been made of the
available informztion. The point is that the critic attempts to dissect the
players' performance in its relation to the information available to them,
rather than in comnection with his special knowledge of the details of the
economic model underlying the game. It might be mentioned, for instance, that
a certain team should have avoided going into a forecast recession period
maintaining a high price level, in view of the already kmown unhappy effect of
a similar policy on another firmm during an sarlier economic decline, It is
believed that comments of this kind help to minimize the extent to which players
may take home specific (and often no doubt incorrect) ideas about business
obtained from the game, and to refocus attention on the process of play as an
exercise in learning from experience.

Game No, 3.

The new game (which is coded in FORTRAN and hence can be easily adapted to
either the IR 70L or 709) differs from Game No, 2 mainly in that each firm may
manufacture and ssll up to three products, while the market is stratified in
such 2 way that diversity in product lines is beneficial to the industry. The
products are of "the same kind," but vary in their sort of appeal. The quarter-
ly decisions are as follows:

For each firm: Purchase of Plant and Equipment
Purchase of Securities

For each product: Selling Price
Marketing Budget
Design and Styling Budget
Production Volume
Labor-and-materials Budget per unit produced

e — e —






OPERATING STATEMENTS

FIRM 3 PERIOD
SALES VOLUME
PERCENT SHARE OF INDUSTRY SALE

CURRENT INVENTORY QUANTITY
PRODUCTION CPY NEXT QUARTER

PROFIT AND LOSS

INCOME  SALES REVENIE
EXPENSE
cOSTS § 1,676,478

REDUCTION IN INVENTORY VALUE 31.1;1;3. 2-
ADVERTISING AND SELLING 200,000
RESEARCH AND DEVELOPMENT 100,000
DEPRECIATION 302,107
MISCELLANEOUS 253. 1112

RECEIPTS AND DISBURSEMENTS
RECBIPTS  SALES REVENUE
DISBURSEMENTS

CASH EXPENSE $ 2,923,238
ADDITION TO INCOME TAX FUND 109,300
DIVIDEXDS PAID 50,000
INVESTMENT IN PLANT 302, 000

ADDITION TO CASH ASSETS

FINANCIAL CONDITION

ASSETS

NET CASH ASSETS
INVENTORY VALUR
FLANT KET BOOK VALUE

OWNERS EQUITY

151,806

1k
287,597
60l

$ 2,990,956

$ 2,780,763
3 210,193
109,300
100,393

§ 20

$ 2,990,956

$ 3,38L,538
$ 393,582~

758,889
862,791
2,084,180

$13,705,860
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