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Four Leaf Clover Hotel
F

our Leaf Clover is a three star hotel, recently built in a newly opened tourist area in northern Ontario. We are positioning ourselves in the luxury market segment and strived to offer customers with excellent experiences of the comfort of life, pleasure and relaxation. We offer 45 rooms in the first year of our operation, along with the high quality services provided in our elegantly arranged restaurant, bar and meeting rooms. Four season attractions are also provided in the area: hiking, canoeing, fishing and hunting are promoted in the summer and fall; skiing and snowmobiling are promoted in the winter and early spring; beautiful scenery is available for the whole year. 
I

n order to provide the highest quality of hospitality service to our customers, while at the same time establishing an outstanding position of our hotel in this industry in this area, our resort has to assess environment that is both external and internal to Four Leaf Clover. 
O

ur discussion will start with the analysis of external environmental assessment.
Part A: Determinants of Strategy
A.1: Environmental Assessment (External)

There are at least five forces existed externally that play an important part to influence our business, such forces are economic forces, political/legal forces, sociocultural forces, technological forces, and competitive forces. Based on the focusing analysis on these factors, we have observed the following opportunities and constraints (threats) as grouped into different sections below.
Opportunities
(1) Economic Forces
· The existence of recreational facilities around the area, such as fishing and hiking, has generated the initial demand market, providing companies with a smaller need of the start-up demand accumulation.
· The range in customers needs and income levels provide the companies with the greater variety of possible strategies and even markets, like luxury and economic.
· The scarcity of resorts in this newly opened area limits customers’ bargaining power over companies’ decisions and pricing.
· The excess of suppliers limits their bargaining power, as well as the need of additional consideration during decision-making process for the companies.
· The absence of the valuable substitutes to the main service in the area gives the companies more freedom in the pricing decision.
· Newly opened area might attract some business personnel who are considering developing their own business in this area to come and visit; they might become the target group for an upper level market segment.
· No cost incurred in the first year regarding to food and beverage purchase, which enable us to have more cash on hand to invest in other area of our business.
· Low rate of debt has enable business to borrow money from banks for future investment; this is also an incentive for business to come invest in this area.
(2) Sociocultural Forces
· The newly opened area is attractive to those who are interested in exploring new discoveries, and preferred outdoor exploration rather than go shopping, and those who are really looking for some quite relaxation that is far away from the city.
· The surrounding of this new area is attracted to visitors, it has a provincial park around the area that provide four season activities, this is not only a good way for visitors to escape from the rush life style in the city, and fill them with relaxation, as well as comfort of life; but also provide them with a private area that can talk about business strategies (trade secret), and spending up time together, thus, establishing good network or relationship.
(3) Competitive Forces

· The high entry barriers contribute to a relatively stable market, which, to some extent, limit the sources of possible threats for each competitor.
· A company will have a considerable increase in the customer attraction once it reaches the high brand recognition.
· All competitors are facing the same newly opened environment, as well as starting up the business with the same amount of capital, which has enabled us to be fairer at the competition; besides, no one has competitive advantage over another at this point in time.
· The high entry barriers that existed reduce the number of competitors that our resort faces; as a consequence, providing more potential for monopoly to occur.
· The equal initial conditions for all competitors provide every company with the opportunity to take a lead in the market; hence, it’s more flexible for companies to come up with a superior strategy.
(4) Technological Forces
· Who gain technological advantage might gain some level of advantage in this new market.
(5) Political/Legal Forces
· There is not so much legal regulation build up yet for this new area, only the basic law is assumed. However, this has provided more freedom for company to implement their strategies in such legal environment. Later when more competitors entered into this market, we gain first-comer advantages.
· Since it is a newly operated area, thus, government is providing a low tax rate environment to this area to attract business, no income tax is paid for net income below $100,001, and then between $100,001 to $500,000, the 23% of income tax rate seems to be a bit lower than in developed area, hence, in the first year of operation, since high initial cost might exist, this tax rate might help the company to growth easier.
Constraints
(1) Economic Factors
· The lack of the initial brand recognition together with the resources available, scared by the high setup costs, increases the need, but limits the ability of a company to attract customers.
· High dependence on such external stakeholders as investor’s limits company’s actions, as the interests of first should be considered.
· The incorrect prediction of the demand might lead to the increased costs per unit, so the market has to be assessed very carefully prior to making any decision.
· High exit barriers leave the bankruptcy as the only way for the company to exit the market.
· The existence of the competition on the same market poses bring up the possibility of bankruptcy and/or lowered demand for a company.
· High setup and fixed costs limit company’s resource availability for variable costs and, thus, limit the number of available strategies.
(2) Sociological Factors
· There are so many travel options for visitors, thus, a newly opened area might not be a good choice for visitors that are more conservative, especially when the technology is not well developed in that area.
(3) Competitive Factors
· Due to the scarcity of customer population, and far away from business central location, therefore, demand might not be high at the beginning. Any competitors’ actions can pose a real threat to a company. Any increase in the market penetration of a competitor is deadly to the rest of those in the market
· Lack of awareness of potential strategies that would be applied by competitors since it is impossible to predictable the actions taken by competitors in the first year operation.
(4) Technological Factors
· This is a newly opened area, technology might not be as mature as in other developed area, and might take some time for improvement, and establishment of new technologies might still in the process. It might cause some inconvenience or might increase the initial cost for businesses in this area.
· Lack of start up technologies to better communicate with suppliers, which slow down a little of the time in the supply-chain system.
(5) Political/Legal Factors
· Lack of regulation might volatile the business environment, which in return, increase a little of the risk of competition.
A.2: Resource Assessment (Internal)
The simulated resources and the real human resources can be a source of competitive advantage. We do not only attach importance to all the sources, but we also integrate them and combine in order to achieve the effects of synergies.
A.2.1: Physical Resources
“Four Leaf Clover” is a three star hotel, recently opened in northern Ontario. We serve 45 room, restaurant, bar and meeting rooms, and offer excellent facilities and services. Four season attractions are also provided in the area: hiking, canoeing, fishing and hunting are promoted in the summer and fall; skiing and snowmobiling are promoted in the winter and early spring; beautiful scenery is available for the whole year. We strongly believe that our high qualities of service and product, and a newly opened tourist area in northern Ontario will attract many vacationers.
A.2.2: Financial Resources
“Four Leaf Clover” has $7M startup capital. One million of shares is issued in the first year. An option of maximum of 300,000 shares could be issued in the third year with the maximum total amount of additional shares issued equal to 750,000. The interest rate on debt is 4.5%. There are also two investment options: the option A with a 2% expected return and a 1% standard deviation; and the option B with a 6% expected return and a 6% standard deviation. Our focus is to use the right amount of money in the right place.
A.2.3: Human Resources
“Four Leaf Clover” has one President, 2 Analysts, and four Department Managers.  Our management believes in not only paying fair salaries but also treating employees as family members in order to provide a high level of service to our customers. Our top management team is highly educated and work experienced. They work together as a team to achieve high organizational total resource effectiveness. Detailed human capital resources are listed below:
· President-Artem Luzyanin
Artem Luzyanin has six years of experience in strategic resource allocations and coordination of multi-unital corporations in the computer business simulations. With a good understanding of the general patterns in business practices and its general cause-effect relations, Artem Luzyanin is highly devoted to the organization and congruent with its goals and values. Artem Luzyanin has sole authority to acquire debt, issue additional equity, invest surplus funds, take over competitors and make the final decision concerning departmental budgets. 

· Analysts-Van Le & Magyjan Alpiev
· Van Le

Van Le has strong analytical knowledge and skills with the great experience in the financial sector. She is capable of keeping the leading edge in analyzing the performance and positions of our hotel as well as our competitors. Van Le can make good judgment on steps that the company should take in term of its financial strategy and decisions. As a participative team member, she is willing to take the initiative to successfully complete the assigned task and use her analytical skills to assist the other functional managers. She is also a motivated and decisive individual who can contribute significantly to the success of our management team.
· Magyjan Alpiev
Magyjan Alpiev is a third year student in finance major in York University who has
adequate  knowledge on analyzing financial data, spotting trends, and developing forecasts.. His main responsibility is to provide analytical assistance to the president and other functional managers. His finance background helps him better keep a track of competitors’ activities. In addition, his considerate working attitude and basic analytical and very good numerical skills let him to provide environmental monitoring and analysis of economic scenarios.
· Facilities Manager-Dan Zheng

Dan Zheng’s current working experience in facility maintenance industry provides her solid knowledge base for setting up proper size of our hotel (including upgrades) to meet customers demand, and adding other facilities as necessary. In addition, her previous accounting experience and studying in York University Accounting major give her strong budgeting and financial skills to forecast and monitor our facility’s financial position. This ability also allows her to set up a reasonable variable cost levels for the restaurant and bar for our Four Leaf Clover Hotel.
· Maintenance Manager-Kang Du

Kang Du is a fourth year student in accounting major in York University who has professional knowledge on internal control of maintenance cost. His main
responsibility is to provide the level of maintenance in the hotel and also for
the provision of adequate capacity. His accounting background helps him better predict the expected room sales and therefore minimize the fixed cost per unit to achieve the maximized profit to the hotel. Additionally, his mature,
considerate, and patient personality and conscientious working attitude enables him to aware of any maintenance problems and fix them efficiently.

· Marketing Manager-MinLing Tan
MinLing Tan is good at applying the marketing theories to the real world.  She has strong sense of market development and trends, so she can help us to select the most proper target segment for our resort by determining which star configuration to chose for our resort. With a high researching skill, Minling Tan provides more than enough information regarding the market price for rooms of different star configuration, and thus, establishing the most appropriate price range as well as properly allocating resources to the advertising for our resort. She is also good at statistical knowledge regarding whether to purchase the market survey, and how to use it. Minling Tan is willing to learn and work with teammates in order to ease the way of information flow in the organization as a whole. 
· Personnel Manager-Xuanrong Li

With the expected number of room sales for our three star hotel, Xuanrong Li insures an appropriate number of employees working effectively for a fair salaries. She is able to create and maintain positive business culture, and help to maximize human capacities to achieve our business goals. Xuanrong Li is good at communicating with employees and the top management. 

A.2.4 Synergies
When speaking of a synergy, we mean that “all the resources of the business, human, and otherwise, must interrelate effectively and work well in combination” (Resort: a strategic management simulation, P10). Working together has a potential of producing the better outcome than it is possible for a simple sum of individual capabilities. Synergy is also a factor of determing resource effectiveness.  Therefore, synergies are critical part of our hotel welfare. 

Top management will highly exercise our perfect physical resources and limited financial resources. In addition, Four Leaf Clover management team highly values the teamwork in order to achieve efficiency and effectiveness. Everyone is not only responsible for his or her own work, but also for cooperating as well. For example, the marketing department should work with the human resource department. According to the expected number of room sales for our three star hotel, predicted by the marketing department, Personnel Manager must hire an appropriate number of employees through employee recruitment, selecting qualified employees and training programs. Although our team in new and we’ve never worked with each other, we all keep in mind that we need to have a high level of collaboration in order to be successful.
A.3: Statement of Management Values
At a resort “Four Leaf Clover” the management group adheres itself to the general strategic approach such as a minimax loss strategy. Such an approach provides a company with an opportunity to minimize the maximum possible cost and provide excellent services to customers. Alternatively, it can help “Four Leaf Clover” maximize the minimum gain from providing regular services. As a market is full of various uncertainties and unexpected risks, “Four Leaves Clover” company’s risk preference is minimizing loss. The company tries to avoid the possibility of substantial loss, and “Four Leaf Clover “resort follows a conservative low risk strategy. This approach is significant to follow in the first year since we have to focus on breakeven and not result in bankruptcy.

 
Normative Values:
We strive to provide a high level of satisfaction to both our customers and our shareholders by meeting all their needs.  This includes friendly, efficient service, and making sure that they all have a unique and enjoyable experience at our resort.  
We value a high level of coordination between departments and our management staff, as this is a primary condition to achieve synergy. We do not only intent on helping our management team to coordinate, but we also want our employees in every department to do the same.  Job rotation during the training program will be used to help employees understand other departments and how they can work best with other departments.
We will also make it a point to respect the environment, as many of our customers will be those looking to enjoy the great outdoors.  We will set a positive example, so as not to destroy or harm the natural beauty.  We and our guests are visitors here. Although we encourage people to use and experience the nature, we will show respect for it.  
Customer satisfaction 
The main objective is to provide affordable prices, excellent customer service and friendly environment. “Four Leaf Clover” resort wants customers to experience a satisfaction of their needs and wants while being here.
Shareholder satisfaction 
“Four Leaf Clover” resort focuses on the satisfaction of the shareholders’ interests. During a continuous development of the company, the management group tries to keep shareholders satisfied with a potential growth of profit and loss minimization.
Employee satisfaction
The employees are one of the most important resources to the success of our organization. Managers will provide them with a safe, clean and friendly environment to work in. We want to train them properly so that they can perform to their fullest potential. Effective training leads to well performers, and well performers tend to have a higher self esteem which leads to higher production. The organization will value employees by rewarding them for their hard work in the form of promotion and bonuses. “Four Leaf Clover” also wants to create harmonious unity among our employees and management to build strong team work. 

Social responsibility
A management group of “Four Leaf Clover” resort positions the society as an indicator of its success. As a result, a company wants to create a positive reputation as a measurement of its successful development. Managers implement a culture that represents a community where “Four Leaf Clover” is located as a safe and clean site. Moreover, a company helps build employment opportunities and economic well being as the factors of contribution to the society.

Legal legislation
“Four Leaf Clover” strictly adheres to the legal and ethical laws since it is highly valued by our organization. The company focuses on financial integrity and provides accurate information to shareholders. 

Environmental protection
As “Four Leaf Clover” is located in a country side and faces a potential growth of customer visits, all employees and management pay attention to keep a safe, clean and natural environment through implementing a recycle program and reducing pollution.

Stakeholder satisfaction
 The Company pays a sufficient attention to a relationship with stakeholders as it strongly relates to achieving the strategies. Also, “Four Leaf Clover” resort strives to maintain a well-built relationship with the public and other stakeholders since such a situation helps our company grow in the future and be economically healthy.
Recognition
With all of the above normative values we want to gain recognition from customers, share holders, employees, society and eventually achieve a positive image for “Four Leaf Clover”.
Economic:

 There are some economic values which “Four Leaf Clover” resort will pursue while providing hospitality services such as: 
· In the first year, the company applies a flexible and adaptive strategy due to a new market. “Four Leaf Clover” resort will manipulate a variety of tentative strategic approaches to be aware of suitability of each tactic implemented within an operation period.  The company’s actions also will be overall flexible to adapt to the market and competitive situation of hospitality service industry.
· The company strives to build reputation based on an outstanding image of the resort that is exceptional in its uniqueness along with advantageous diversity relative to its competitors. Moreover, the management group constantly analyzes the company’s market position in relation to its competitors so that “Four Leaf Clover” resort could create and maintains unique attraction and profitability. 
· “Four Leaf Clover resort” seeks to position itself as a leader of luxury market in the hospitality service industry. 
· “Four Leaf Clover” company pursues to achieve the highest level of synergy as possible, with all operation capacity of departments and resources available for achieving this goal. 
Part B: Long Term Plan
B.1: Mission Statement 
To be the preferred choice of customers coming to a resort

· To our customers: by maximizing the level of service quality in the most efficient way. 

· To our employees: by providing a safe and friendly working atmosphere, also offering growth opportunities 

· To our shareholders: by building positive reputation, and delivering stable and profitable returns.

· To succeed over our competitors in the fair and challenging environment 

 

Rationale: 

Although our generic strategic approach is minimax loss, we strongly believe that our effort on maximizing customer satisfaction is significantly reflected on our high maintenances cost and relatively more numbers of staffs. We also try to provide more facilities in order to satisfy our customers. With limited financial resources, we want to provide the best service but also in the most efficient way. In addition, by effectively motivate our employees and deliver them the most comfortable environment to work in, we achieve the goal of delivering our image to our customers through our employees as a luxury hotel. We value our shareholders. With a well-built relationship, we provide stable and profitable returns. We promote a fair and challenging competitive environment as a part of the industry.  

B.2: Long Range Goals: 
            Goal 1: To become the market leader in three star hotels
Rationale: 

As long as we are on the top position in the market share, our hotel will benefit more profit and enlarge the market size in the competitive market. Under a continuously profitable circumstance, we are able to attract more potential customers and meet their requirements in a long run. 

Goal 2: Build reputation to attract and keep customers in the luxury market and at the same time satisfy our shareholders
Rationale: 

Building reputation of our company allows us to succeed in competition and make a strong relationship with both customers and shareholders. Excellent reputation helps our company build up positive image in the public; as a result, it will attract more customers and maximize our market price. 

Goal 3: Gain the largest market capitalization in economy 1
Rationale: 

By achieving the largest market capitalization lets our company win in the simulation. Moreover, the largest market capitalization allows our company to keep a substantial growth of market share price in order to be favorably looked upon by investors. Later after that, there will be more confidence from the investors in terms of the growth of share price and dividends; at the same time, we will have more flexible financial resources, and our managers will utilize the resources from our investor continuously in an effective way.  

Goal 4: Plan our strategy so that we are not sensitively influenced by our competitors’ tactic
Rationale: 

In order to succeed over our competitors in the fair and challenging environment, we have to plan our strategy and follow it up, so that we will not be sensitively influenced by our competitors’ tactic.  Such an approach also allows us to surpass our shareholders’ expectations in terms of reputation, stability and profitability. 

Goal 5: Increase effectiveness in term of budgetary allocation 
Rationale: 

Effective budgetary allocation is a mean of pursuing our company strategy. Due to our limitation of resources, we have to use them wisely with careful budgetary allocation in order to achieve maximum market capitalization. We will effectively allocate a substantial amount of the budget to all departments.  

Goal 6: Maintain actual capacity close to full capacity 
Rationale: 

While maintaining our hotel to full capacity, we completely can use our resources to generate more revenue, and then, increase our total net income. Full capacity also means maximizing our resource effectiveness. Consequently, this approach allows our team to build enough facilities by proper prediction. Therefore, it helps us to achieve the highest effectiveness while still maintaining low costs and remaining in a competitively advantageous position.  

            Goal 7: to achieve net income growth on a continuous basis. 
Rationale:  

The growth in net income makes our company more attractive for investors in terms of dividends because a company eventually can pay them out. Also, a positive net income will aid us to do many significant changes for our resort in the future. We plan on spending a large portion of our money on advertising; therefore, the more net income we have, the more chances of sufficient budget on advertising. Along with a continuous growth on net income, we are able to fund future growth and upgrades to our hotel, so that we will compete with the other hotels as they grow and change.   

            Goal 8: To avoid bankruptcy or takeovers.
Rationale:  

To be a competitive position is critical. We should do our best in the following areas to avoid bankruptcy or takeovers: attracting customers and shareholders, having sufficient cash assets, and keeping the debt-equity ratio less than 40%. Once we keep our business, we maintain our soul. 

Goal 9: To be a trustworthy employer
Rationale: 

Our qualified employees are our intangible assets. They are one of our most important instruments to fight with our competitors, and one of the major differentiations between our competitors.    

B.3: Overall Policies: 
 

Structure: To maintain a horizontal and functional organizational structure.

                  
                                           President (Artem Luzyanin) 
                                                             |
      _________________________ __|___________________________________
      |                            |                        |                                     |                               |
Analyst                Marketing          Maintenance         Facilities                 Personnel 
                              Manager              Manager             Manager                   Manager
Van Le                 Minling Tan          Dan Zheng              Kang Du               Xuanrong Li

Magyjan Alpiev

Rationale: As our management group just has started up our business, functional structures would be very effective to run our hotel. Our structure consists of a president, facilities manager, maintenance manager, marketing manager, personnel manager, and two analysts. Each manager reports directly to the president and is responsible for various commitments in specific area of the profession. Such a functional structure pursues a high market penetration strategy. Since the structure of our organization is horizontal, centralized, and highly specialized, it benefits us in making critical decisions and sharing vital information and encourages functional expertise.  

Decision-making: We apply consensus in our decision making process. Although the structure of our organization is horizontal and centralized, we involve every employee in making all the significant decisions to approach optimal solution based on employees’ personal vision. In situations when we need to make quick decision, our organizational structure is decentralized in order to be more flexible to the ever-changing environment and competitors’ strategy. 
Rationale:  We would like to make decisions in an efficient way to catch the rapid growth market. Also, we want involve our employee in the decision making process by employee empowerment to be more productive. Especially, the “front end staff” has the certain power and work effectively in the deliverance of the demands and expectations of the customer. To make a memorable and enjoyable experience, we provide great customer satisfaction. 
Communication: Open door policy is a key in communication. In addition, we creat an effective internal information flow. Our communication media are face-to-face, routine meeting, telephone, emails. External communication which involves guests in rating our hotel provides feedback on how we’re doing in term of our service. 
Rationale: The feedback from our employee and customers is useful for us to keep moving our business. Therefore, we need communication through the organization seamlessly. Horizontal communication between departments can achieve high total resource effectiveness. The feedback from the customer directly improves our services. 

Allocation: Each department manager is responsible on their own department budget. Next, the two analysts give options and allocate our resources to each department. Scenarios and sensitivity test as well as minimax loss strategy will be used in allocation. The President makes the final decision concerning departmental budgets.
Rational: The high levels of synergy and the total resource effectiveness are as the result of an effective resource allocation. We use scenarios and sensitivity test to product an effective resource allocation plan which is with the maximum of excellent services and investment returns for our valued customers and shareholders
Human Resource Management: 
Policy 1:Equal and Fair treatment
Rationale: All employees that make contribution to create a successful resort will receive equal and fair treatment.  Therefore, we will not perform any discriminatory practices with regards to our employees because Four Leaf Clover Resort does not discriminate in terms of age, sex, gender, race, nationality and religion. We intend to treat and provide the same service to each individual. This approach will increase the motivation and morale within our staff and also reflect on the satisfaction of our customers, resulting in the benefit of the hotel and our employees. Our ethics programs will help cultivate strong teamwork and productivity and support employee’s growth. These programs are our business insurance as helping ensure that policies are legal.  It will also promote a strong public image.  Attention to maintaining a strong image will lead to increase awareness in the market, the demand of our service, and the level of revenue. 
 

Policy 2: Enhance Communication among All Staffs
Rationale:  Our objective is to produce a friendly work environment, which in turn, helps to promote higher levels of productivity. Job satisfaction reinforces success and helps to build confidence and self-esteem. 

Policy 3: Attract, Develop and Retain Employees
Rationale: To maintain the current work force, motivation and compensation to our employees must become an issue key. Human resource is a critical aspect within the hotel. Attracting and retaining talented, dedicated and qualified professionals are the top priorities to “Four Leaf Clover”. A salary is not sufficient as the only motivation to retain or attract our employees. It has to be combined with other motivation strategy such as promotion. Except CPP and EI, our working compensation package also includes other options (such as optical insurance, dental insurance).  To avoid the money spending on the inappropriate compensation item which is not the need for employees, we will allow our employees to choose a compensation plan from their own circumstance. We believe through our motivation and compensation plan, we will able to attract and retain our current and potential employees.

Policy 4:  Employee Training and Development 

Rationale: Employees make an organization successful in terms of the existence of the business.  Our organization stands for great service at an exceptional price for our customers. A market situation requires focus on the personal professional development of employees by providing them with proper training and treating them with great respect in the workplace.  In achieving this policy, employees must play a major role because they are ones who provides services to our customers.  At the very beginning, an appropriate objective is to find employees who are motivated, enthusiastic, and dedicated in providing excellent customer service.  There will be training programs in place throughout the course of their employment to improve their professional skills. Emphasizing training and professional development in our hotel will increase the job satisfaction and morale amongst staff, increase employees’ motivation to work harder, increase efficiency levels resulting in a financial gain and reduce employee turnover and enhance the company image.

Part C: the Year’s Strategy

C.1: Short Term Goals and Rationale
· Goal 1: Optimize the physical structure of the hotel (e.g. What facilities to offer, number of rooms to build) 

Rationale: not all facilities are profitable to our hotel in the predicted market situation. The number of rooms built in the first year will have high initial cost; besides high number of rooms might not generate enough revenue to cover construction cost if we don’t have enough demand. 
· Goal 2: The maximize the positive effect of human resources on our net income

Rationale: one of the positive effects of human resources on our net income is that motivated employees will contribute directly to the customers’ satisfaction, thus, eventually will increase demand and profit for our hotel. Since we are in the luxury segment, quality of services offered to customers is one of the critical aspects of increasing demand for our resort. 
· Goal 3: Find the allocation of budget that will contribute to a higher net income. 

Rationale: The different combination of budgetary allocation will provide different income. Therefore, we have to find out which department has the most powerful effect on our profit, and allocate resources accordingly. 
· Goal 4: Achieve a minimum 1st year sale of 4500 rooms

Rationale: we want to achieve this number of rooms sale in order to break even, and not to withdraw from the market. 

C.2: Major Policies and Rationale
· Policy 1: Only build the facilities that are beneficial to revenue generation  

Rationale: pools and tennis courts are not profitable since they have high maintenance cost compare to their potential revenue generated. 
· Policy 2: the optimal number of rooms to build in the first year would be 45 rooms

Rationale: 45 rooms built would generate the highest net income given the market prediction. 

· Policy 3: In order to maximize the positive effect of human resources on our net income, we pay 40% higher than the minimum salary of the industry which is $28,000. 

Rationale: We are paying our employees higher salary to increase their motivation at the same time keeping expenditure at the reasonable level. 
· Policy 4: The optimal number of staffs for our resort is 29. 

Rationale: Hiring less staffs would result in shortage of maintenance personnel. Hiring more staffs would be a waste of resource. 
· Policy 5: Allocating $200K to the marketing department, $310K to the maintenance department, and spending $250K to advertising.

Rationale: by using this combination of budgetary allocation to these departments, we achieve the following objectives.

· Achieving the minimum yearly sales because advertising would increase the customers’ awareness of our hotel.

· This combination of budgetary allocation produces the highest amount of net income

· $310K expenditure on maintenance will provide the highest quality of service for our customers. 

· Policy 6: We allocate 58% to both variable cost of restaurant and bar.

Rationale: we want to satisfy our customers in term of providing high quality services, at the same time we want to satisfy our shareholders by not incurring unnecessary costs. 

Part D: Implementation

D.1: Strategic Decision Sheet

	Server Time Stamp: 4/7/2009 11:54:48 PM

	Client Time Stamp: Tue Apr 7 23:54:56 EDT 2009

	Team Code: 3900O-LYNJ

	Course #: AK/ADMS 3900O

	Instructor: Dirk Becker

	Hotel Name: Four Leaf Clover

	Economy: 1

	Group #: 3

	Year: 1

	Decisions For: No Survey

	Issue Shares: 0

	Dividend as a % of Net Income: 0

	Borrow Amount: 0

	Repay Amount: 0

	Invest in A: 87000

	Invest in B: 0

	Increase in # of Rooms: 45

	Increase/Decrease in # of Stars: 3

	Add New Pool: N

	Add New Restaurant: Y

	Add New Bar: Y

	Add New Meeting Rooms: Y

	Add New Tennis Courts: N

	Price: 222

	Variable Cost Restaurant: 58

	Variable Cost Bar: 58

	Advertising: 250000

	Marketing: 200000

	Maintenance: 310000

	Staff: 29

	Salary: 28000

	Planned Capacity: 45

	Minimum Yearly Sales: 4543


D.2: Rationale for Implementation
Marketing Department Allocation

By putting 200K into marketing department, we reach higher synergy, which means, we are more effective and efficient when investing this amount of money into our hotel operation. This amount of money would be used to keep track of the market demand, and get feedback from our customers, and etc. By getting more than comprehensive understanding of the market, we might be able to reach our goal as to capture as much as the demand of the market.

Maintenance Department Allocation

Similar as above, by investing 310K into maintenance department can help us keep our service in a higher level, that is, higher quality of service. We are doing this to keep our customer pleasure with the experience of staying in our hotel. Maintenance department also including the number of room build and planned capacity. We are going to build 45 rooms with full capacity. And we are trying to keep our planned capacity as close as to our actual capacity as possible. The reason is that, we are trying to minimize the possibility of excess maintenance cost increase due to lack of planned capacity. Building up 45 rooms would minimize our initial hotel building cost, while establish our brand recognition or image as a luxury hotel, quite, relax, and royal.

Facilities

By building up at least 3 facilities in the first year helps our hotel to attract more customers, since we are in the luxury market, most of our targeted customers are businessman, they come for relaxation, but also for business reasons, thus, meeting room is helping us to generate some revenue. Restaurant and bar is a need as to compete with other competitors, since this is not only attracting customers, but the competition of quality of service is also important. Our goal is to not only build up reputation and keep customers in our hotel, but we also try to capture as much as the market penetration. Successfully running restaurant and bar help us to reach this goal.

Human Resources Department Allocation

We are hiring 29 staffs with a yearly salary of $28,000; which is consistent with our long term goal as to satisfy our internal customers – employees, provide them with the higher than average salary amount, which also in a way to motivate them. This is the optimal amount we come up with also try to increase the level of service quality provided to our hotel customers.

Investment

Since we are pursuing the minimax loss strategy, and that we are still having some money on hand that is not been used. We are investing around 87K into investment A given its stability and practically riskless (2% deviation for 2% rate of return). Although it will only provide a small rate of return, however, by setting money unused is just like trading the growth opportunity. And as stated as our goal, we are trying to satisfy our shareholders, as well as keep our net income grow. This investment would benefit both of these goals.
Appendices to this Year’s Plan
C4.1 Selected Economic Scenarios

C4.1.1 Three representative scenarios of each possible market

Introduction: There are many possible combinations of scenarios for the two markets; however, they are generally consisted with the basic four forms, such are EEE, EEL, ELL, and LLL. For each of these forms we will give three representative scenarios based on the most possible to-be-existed combination to get a comprehensive understanding of the markets. We assume that Resort 1 is representing our hotel, and resort 2 & 3 are our competitors.

We are now firstly going to try the EEE combination with the three representative scenarios as 121, 212, and 222.

Scenario EEE ( 121
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In this situation, we are competing with other competitors in the same selected market segment - one 1-star hotel, and one 2-star hotel, they are both from the economy market segment. We are all trying to allocate resources to the related important departments to gain more profit and capture more of market shares. However, Four Leaf Clover is comparatively more competitive thanks to our proper used of strategy. During the running of this simulation, we find our main risk tend to be the pricing structure of our 1-star competitor, which might provide a lower price than ours but provide a bit better service than us, for example, they are hiring more stuffs and providing higher quality of maintenance, which means that, they might allocating more resource or expenses to the maintenance department. In that case, due to the similarity of our price, we might loss customers from competing with them. We had also concerned about the advertising, since this is the first year of running the resort, the advertising played a very crucial role in our competition. Higher advertising cost might decrease a bit of the net income, but will definitely offset by the great benefit of more customer and thus, higher rooms being sold. Thus, the main point here is that, by providing similar price and quantity of rooms with our competitors, we try to also provide higher quality of service, as a consequence, we are earning more of net income than our competitors.

As a summary, the price per room, quantity of rooms, and advertising, also resources allocated to the maintenance department played the most important part in the succeed of this competition. The profit we earn is very sensitive to the price. Based on the demand curve for this market, that price is very elastic, thus, if foreseeing that all of our competitors are providing low prices, and then the low price one might loss because there is still room to growth to fit the demand curve. (e.g., price of 65, and 70, the 70 one might win some) As a consequence, we try to increase a bit of our price to gain from the increase of net income. However, if foreseeing that all of our prices are medium to high, then the lower price one might win due to the market saturation is getting full, thus, higher price might capture less of the market given all of other variables are equal, in that case, we are going to reduce a bit of our price. However, a bit of higher price might win given in the case that higher quality of service is provided by us. The 2-star hotel seemed to be the less profitable one comparing to the other two, however, reducing the advertising cost by them is a very helpful winning strategy, in that case, our advertising is in a way helping them to growth, and thus, we should mind this converse relationship because the advertising provided by us is generating customers to come and by given higher quality of services of our 2-star competitor, customers are tend to prefer the 2-star hotels if the price is not different by a lot. We should keep the balance of the resource allocating to the maintenance department and its benefit we gain from it.

Scenario EEE ( 212
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By placing Four Leaf Clover in a 2-star configuration, and competing with the 1-star hotel and another 2-star hotel, we are placing our resort in a low cost but market capture competition. What we learned from this simulation is that, reducing all the costs are the main point to survive and win, as a result, we are trying our best to eliminate the resources allocating to each of our departments to the minimum amount, hiring less people, giving relatively less salary, reducing costs to marketing and maintenance departments etc. In addition, we are only building up facilities that are revenue-generated oriented, which are, here, restaurant and bar only, because they are income generating source in the long run; entertaining oriented type of facilities, such as pool, tennis court, meeting rooms etc, are not going to be built for the reason of eliminating the hotel building cost or initialization costs. Besides, we also increase a bit of our price than our 2-star competitor, so that we can maximize our revenue generated by the higher income, however, due to the deduction of our quality of service, we might loss customers, which might lead to a lower planned capacity, thus, we are building up more rooms, which is able to compete with our 1-star competitor to capture more of the market share, and also in a way to improve the actual number of room sales due to the lower quality of service, that is, by building up more room, we can still keeping our planned capacity as high as our 2-star competitor, or actually, might even be a bigger number although might be a lower percentage. We all know that profit is equal to the difference between revenue and cost, by doing all of above, we are maximizing our profit.

Scenario EEE ( 222
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In this case, we are running our resort in the same star configuration with our competitors, which means, we are focusing on the similar or same targeting group, and for similar purchasing power and spending that has already having a comprehensive perception that similar star configuration might provide similar price and quality or services. Due to this reason, this case is often the worst case we are facing because strategies of pricing, service providing, advertising, resource allocation play the most important role in this competition, a little bit changes existed in any of these items are going to change the whole situation facing by all of our three resorts. To win this simulation, we came up with the following strategies by learning from the analysis of simulation.

· Prices are not going to be able to change a lot for three of us resorts due to market efficiency theory. If the market is efficient, we are having low bargaining power in this competition. Thus, our price should be placed in the middle among our competitors to capture the most part of the market. Price range should be around 75 – 120 to gain more revenue, however, this price range is not fixed, it’s changing accordingly to our competitions on different pricing strategies.

· The facilities going to build should also depends on our competitors, if our competitors are offering similar price with us but providing more facilities, we might loss some of our market. Besides, restaurant and bar are always helping all the resorts to generate revenue, thus, having these two facilities are good for our resort to gain more revenue, however, still be able to overcome the cost of building it. However, please also mind that if one of our competitor or even two of them are not building any of these facilities, it might drag our net income down due to the reason of customer conceptual perception, and thus, our initial costs increased.

· The number of rooms build should be the similar to our competitors while a bit lower than them to reduce our cost by placing the similar amount to other department to increase the quality of service provide, this should help to increased the actual sales of the rooms, thus, increase revenue. Room should be built around 70 to 80 to reduce the initial startup costs.

· Reducing salary and number of stuffs might help to reduce costs, and thus, building less room but improving service quality is also playing a part to reduce number of stuffs, which in a way reduce the service cost again.

· Resources allocation to marketing and maintenance departments are crucial regarding to our strategy. Again, due to the customer conceptions among similar competitors, they will definitely pick the one with higher quality of service, which was shown by more maintenance done etc. or by placing more market researches than our competitors might help us gain a bit more information regarding to our target group. However, by increasing a big amount of resource to these two departments might incur the high cost, which might take away our profit. Thus, resource allocation to these two departments should be similar to our competitors, however, around 8% to 10% higher than theirs might increase enough to overcome the cost increased, while gain more attention from the consumers.

· Advertising cost should however, be a bit lower than our competitors, around 8%, since the amount they put into advertising will help us to bring customers, and these customers will pick the one with best quality of service with similar price, that is, our Four Leaf Clover resort.

Now we are going to try the LEE combination with the representative scenarios of 321, 322, and 311.

Scenario LEE ( 321
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The reason that we are the only winning surviving one and the only winning one are analyzed into two separate parts.

Firstly, we are analyzing the competition with our one-star competitor, R3.

As shown in above that economy market segment sales is 0, this is a very dramatic number since in the whole market, the only survivor is luxury market in this scenario based on the given strategic decisions. Since the one-star hotel price is so high, however, did not put a lot into advertising, this has lower the awareness to outsiders, thus, customers might only know about the existence of luxury market while know so little about the existence of the economy market, those economy customers might not choose to go there, and go somewhere else. This has decrease the amount of demand for economy market. Lowering the price of the one star hotel will lower our net income, as well as increasing the net income of the 2-star competitor. Due to the increase of market penetration of the 2-star competitor, we loss our market penetration thus, losing our customers, that is, our revenue sources. However, our competition to our one-star competitor is not so direct as to our 2-star competitor, since we are in luxury market which focus more on the service we provided with the synergy of using resources. However the one-star competitor is in the economy market, which focus more on the pricing strategy, since they are so price elasticity. However, we do need to worry about that the size of economy market segment is growing while the luxury market segment might get negative influence.

Secondly, we should look at the competition with our 2-star competitor.

Based on this combination, our 2-star competitor is trying to reduce every costs elements, while charging a higher price to directly compete with the 1-star hotel based on similar cost efficiency but higher level of services; at the same time, it is trying to avoid the direct competition with our hotel on quality of service provide; however, by doing so, the 2-star competitor gain around 38% of market penetration while we only get around 18%. In order to beat our 2-star competitor, we have to do the following:

· Set our optimal rooms built to be around 45-49.

· Planned capacity should be greater than or at least 95% to overcome any excess increasing of maintenance cost.

· Allocation to marketing and maintenance department should be high to maintain the high quality of service, in that way, we are avoiding direct competition with the economy market on low cost strategies too. By keeping our budgetary allocation to these departments as at least 2 times higher than R2, we are more the only one who provides the highest quality of service around the area, thus, increase our net income.

· We should pay more on advertising cost as to our 2-star competitor too, at least double the amount they invest in this area. The reason is to keep attracting more customers by differentiating between their economy hotels with our luxury hotel to increase brand recognition.

· Our variable costs for restaurant and bar should be close to but around 5% higher than them to keep our restaurant as the 1st preference for similar customer group.

Scenario LEE ( 322
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For us to win and increase the revenue from this situation, we can increase the quality of service to create brand recognition on the luxury market, and thus, the market as a whole. We will take the following actions:

· Increase advertising expense to around $900,000, this increase on cost will be offset by the revenue brings about, and increases the net income around 300K.

· Decrease the variable cost of restaurant and bar to close but higher amount than R2 by around 5%, this will reduce the cost but attract more customers.

· High maintenance allocation and marketing allocation to keep higher service quality. At least double the amount invested by R2.

· Providing higher salary to our inner customers – that is, our staffs, to best motivate them to provide the level of service we need in our hotel.

Scenario LEE ( 311
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In this scenario, we are the winning one based on our strategies.

Although we are only getting a 15.3% market penetration, the higher price per room we charge has created brand recognition as a luxury hotel in this market. The higher cost that allocated to the advertising is at least 65% effective since our competitor are posing less advertising than us. However, even they are investing similar amount of advertising, we are losing only a small amount, while at the same time, they loss a bit as well. We gain high synergy effect on this combination, and we gain TRE of around 11 comparing to their 1.72 and 1.64. The facilities that we provide has much higher quality which was shown in the variable cost percentage, and the number of facilities we had is much more than the two one-star hotel, which cost them a lot to build since they are trying to reduce the cost. However, building up bar and meeting rooms somewhat increase their net income since it attracts more customers, thus, increase the quantity of room demanded. This will decrease our net income by a bit, but not much. However, if they are setting the price a bit higher, and building more rooms yet improving room consumption at the same time, it will help them to take more of the revenue, which also reduce our revenue by a bit. 

Next we are trying the LLE combination with the representative scenarios of 341, 332, and 144.

Scenario LLE ( 341
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· We should provide the same facilities that the 4-star hotel is offering. 

· Price of the 2-star hotel doesn’t affect our net income. 

· Our pricing strategy should be reasonable, because if our price is too high relative to the 4 star, customers will simply go to the 4 star in order to enjoy the 4-star service. 

· Advertising and marketing department are 2 important factors in this market. The hotel with aggressive spending in ads and marketing will generate more income from these activities. If resort 3 decreases its advertising and marketing, it will reduce its own net income, and increase net income of resort 1 and 2. The reason might be such that because this area is new, creating awareness from customers is very important to each hotel. 

· Maintenance budget allocation also plays an important role in the bottom line. If resort 3 increases its maintenance budget, it will attract more demand to its hotel than the other 2, thus, increases its income and decreases net income from resort 1 and 2. Since increasing maintenance leads to increase in service quality. If resort 3 spends a lot on maintenance, their level of service quality increases closer to the luxury standards; thus, if customers can’t book room with the luxury segment because of fewer room, they are willing to settle for just a little bit less of quality 

· Maintenance expenditure from resort 2 also affects us. If they spend a proportionally higher amount on maintenance, the difference in term of service quality is more obvious between 3-star and 4 star. Therefore, customers will choose the hotel based on their preference of quality of services. When our level of maintenance is close to resort 2, customers would obviously be happy to pay less for the same level of quality. 

· Regarding to number of staffs and average salary, they have the same effect as maintenance budget allocation had. The more people we hire and the higher the average salary (generally speaking), the higher the net income. Hiring more people will increase the level of care provided for customers. Paying higher average salary will motivate employees to strive harder to delight customers during their stays. 

· How many staffs our competitors hire and how much they pay their employees also influence our net income. Resort 2 strategy on human resources would have a higher impact on us because we are competing in the same luxury market. 

· Moreover, resort 2 if they want to win the simulation, they should be aggressive on factors that are directly related to service quality such as maintenance, staffs, salary in order to satisfy and keep customers. 

Scenario LLE ( 332
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· Installation of pool and tennis court doesn’t improve profit because those facilities require high maintenance cost which offset profit generated. 

· The pricing strategy of resort 1 doesn’t have a great influence on our net income because they can’t induce our customers to their hotel by reducing price. 

· For the 2 hotel in the luxury segment, reducing price basically doesn’t affect the other hotel’s profit by a significant margin. Reducing price will only reduce net income. The reason is because customers in the luxury segment don’t care about price, reducing price will only reduce our profit margin, and won’t increase demand. 

· For resort 3, because they are in the economy segment, their net income is sensitive to price. $80 seems to be the best price because price below that would decrease their profit margin, and price higher than that would decrease their demand. 

· The more room the competitors build, the higher our income will be because we benefit from the demand they attract more to the region. More rooms available will attract travel agency to recommend customers to the region. 

· The budget allocation of competitors has a significant effect on our bottom line. The reason is because they would attract away our competitors. Even the marketing expenditure of resort 3 has effect on the bottom line of resort 1 and 2. 

· IF resort 3 decreases their budget on maintenance, they will improve their profit as well as our profit. The reason behind this is their action will result in the clear distinction between a 2 star hotel and a 3 star hotel. Moreover, they also save a lot on their cost of maintenance. 

· Resort 2’s maintenance allocation also has a great effect on us, as we are in the same segment. When they improve maintenance, given that they have more room, travel agencies might feel more secure to book room with them. It’s the same with number of staffs, as they increase their staff number, their quality of service increases compare to ours. Therefore customers will want to come to their hotel despite of the fact that the price there is higher. Price is irrelevant in competition among 2 luxury hotels. 

· To respond to their increase in staffs, we don’t have to hire more people, but we can pay those more to increase to motivation to provide superior services to customers. This would be more reasonable since we have fewer rooms, hiring more staffs would be cost inefficient. 

Scenario ELL ( 144
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Price changing in the economy hotel doesn’t affect the profit of the 2 luxury hotels and vice versa

For the competition between 2 luxury hotels:
· If 2 luxury hotels have the same price, the one who spends more on ads, marketing and maintenance will win the market 

· When everything else stays the same, the higher salary for employees, the higher the profit.

· When everything else stays the same, the more staffs, the more profit.  The number staffs is the great influence in the profit. 
· If we hire more staffs, but pay the average salary less, the luxury hotel that provides more staffs still end up with higher profit. However, if we hire the same number of staff, the hotel that pays higher salary for its staffs win. 
· Reducing price does not help in the luxury market a lot in winning over the competitor because even though by reducing price, our profit increases, but the competitor’s profit increases too even though at a lower rate. 
· When everything else stays the same, reducing prices only reduce profits and increase the gap between our profit and the competitor’s profit. 
· When everything else stays the same, the higher the ads expense, the higher the profit. If we spend about 60% more on ads than competitor, we will earn more profit, but any number higher than that, will make everyone lose. The reason is: high cost of ads will reduce our profit, beside competitors will lose because of losing customers to us. 
· The number of rooms built for the luxury hotel is very important because it will increase the initial cost and the cost of maintenance. The hotel with less room will win the competition more easily because less cost of maintenance of number of staff will reduce costs, thus, increase profit. The hotel with more number of rooms will have to spend more money on maintenance and staff in order to win. 
· Everything stays the same, the hotel which provides pool ends up losing probably because of the high maintenance cost. 
· However, it’s not the same with meeting room. The lack of meeting room will greatly reduce the profit of the hotel. This is due to the fact that many businessmen go to luxury hotels, and they need meeting room to hold conference. By not providing meeting room, the hotel will lose approximately 100K, and the competitor’s profit will increase by 70K 
· Marketing department’s expense doesn’t pay much important role in the competition between 2 luxury hotels. 
· The increased spending in maintenance will increase the gap of profit with competitor. However, by spending about 80K in maintenance, the hotel will only increase its profit by 50K, but increase the gap of profit by 130K 
· 81% planned capacity is optimal because anything higher than that would increase maintenance cost. While any lower than that would reduce the profit because unexpected customers might not be served; thus, they will go to the competitor. 
Competition with the 1-star hotel:
· The lower the price, the higher profit that they’re going to earn
· Variable costs of restaurant and bar are not powerful influences on profit
· They should keep their advertising cost relatively proportionate to the ads cost of 2 other luxury hotels if they want to attract customers. 
· The install of pool will not increase the profit but actually will decrease the profit due to high maintenance cost. The install if meeting room will improve profit but by a very small margin. So it’s up to the management to decide. 
· The 1-star hotel should keep their budgetary allocations including: marketing, maintenance, salary and number of employees low in order to remain competitive in the market. The reason is because it’s the one who provide the lowest price in the market; customers go there because they want to spend the least amount of money. Increase marketing, maintenance costs will improve the quality of service but it is not valuable to customers. Therefore, increasing cost will only reduce profit, not attracting more customers.

Finally, we are going to try the LLL combination with representative scenarios of 334, 344, and 333.

Scenario LLL ( 334
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In this scenario, we are facing two other luxury market competitors, so basically in this area, no economy market competitors, thus, all of the resorts are focusing on the same target group.

In this case, the four stars hotel is winning by offering higher quality of service, spending more on marketing survey to get clearer understanding of the market demand may enable them to get more information towards customers. Higher price they charge has not only helped them to generate more income due to the lack of sensitivity toward price for the luxury market demand, it also helps them to better allocate resources towards departments to generate a high level of synergy.

In order to gain more in these cases, we are trying to do the followings, and reasons are given as follow:

· Increase the marketing and maintenance allocation as close to the 4-star hotel to provide the same or higher quality of service. We increase the marketing allocation to 400K and maintenance to 600K, which is higher than the 4-star hotel, immediately, they are losing a lot due to our action, and we increased by more than 510K of net income and our market penetration increase around 20% as well.

· Increase the number of staff to 39, which helps to provide even more satisfied service to our customers, although we did not increase more as the cause by increasing budgetary allocation to departments, we do have at least 100K increased due to this action. Not only that, this action will help us to beat up the 4-star hotel but making them loss, since we are providing higher service while in a lower price. We are having a TRE of around 24, while they are only around 20, that is, we are more effective and efficient. This action is also helping us to increase further to the market penetration to 51%, which is around 8% increased from the above last action.

As a summary, budgetary allocation in the competition of luxury market is critical if all competitors are in the same market segment, as well as improving further of the quality of service by hiring more stuffs (around 30%) and motivate them in the best way. Then, the higher synergy we can get the higher market penetration and thus, net income we are able enjoy.

Scenario LLL ( 344
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Based on the analysis on this scenery, we are competing with two 4-star hotels, which are able to charge high price based on their configuration.

However, to win them, the method would not be only competing with service quality, but also cost efficiency.

At the very first place we are losing a lot due to the high price of these hotels, and the high quality of service. Thus, we reduce the price to $200 per room, this decrease on price has a great effect on our net income, it safes us by increasing a great amount of demand for rooms sales. The reason is that, because in this newly opened area, customers have so less choice towards economy hotels, however, by providing lower price, we capture as much as can for those customers. The combination effect with increasing budgetary allocation to departments to increase understanding of demand market, and providing higher quality of service through increased cost to maintenance, as well as building up less room to decreased the hotel building cost, but creating image of luxury, our market penetration increase approximately 30%, and actual room sales increased by around 6600K. The net income is increased by around 1000K to reach $325,530.

Scenario LLL ( 333
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In this scenario, we are the winning one competing with all the other 3-star competitors, we are offering very similar products with very similar costs, and pricing structure is almost the same. However, here are the things that make us winning, and can help us win even more based on the net income.

· The reduction of advertising cost investment from 250K to 100K will increase our net income by around 86K, yet, reduce our market penetration around 0.6%. This is not a large reduction on market penetration, and what we are trying to do is to combine the cost efficiency with maximizing revenue at the same time.

· Reduce the maintenance cost; keep marketing department allocation to around 200K to keep a better understanding of the market demand. 

· At the same time, reduce a little of salary to decrease the cost, in that way, we are maximizing our profit.
C4.1.2 Six additional scenarios

Three Scenarios Regarding to Normal Market for LLE ( 332 

· Scenario 1: Facilities and variable cost

· We assume that all hotels build restaurants and bars since these facilities are always profitable

· Pool and tennis court don’t really help in increasing net income because of the high maintenance cost.

· By  having the meeting room which the 3 star competitors don’t offer, we become more attractive to the customers, hence, increase our net income compare to the 3 star competitor, but not affecting the 2 star

· The 3 star competitor decides to build pool and tennis court to increase their attractiveness, but it actually decreases their profit

· The 3-star competitor do not build meeting room, they are in the disadvantage comparing to us. 

· The 2 star hotel decides not to build pool and tennis court because these facilities are not appropriate for the economy segment. However, for the meeting room, if they decide to offer the meeting room, it affects 3 star hotels net income negatively, and increases their net income

· As the result of our simulation for facilities, we decided to have all the facilities except pool and tennis courts. Scenario 2 will be based on this decision

· We found out that the optimal variable cost for restaurant and bar for our hotel are 58% and 58%. 

· Resort 2 wants to pursue the maximum attractiveness by having high variable costs for restaurant and bar, they are actually decreasing their net income because of higher cost

· Resort 3 increases variable costs of restaurant and bar in order to attract our customers. However, by doing so, they reduce everyone’s net income including theirs. The reason is they attract our customers but they also suffer high cost of restaurant and bar. 
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· Scenario 2: Room Price, Capacity and Planned Capacity 

· By building less room than resort 2, we generated more income because resort 2 has higher building and maintenance cost while there are enough demand in the market to fill their capacity

· With the less number of rooms, we can expect to reach our full capacity. While other resort can’t be so sure about reaching 100% capacity. And if their planned capacities are too high, they will lose money on high maintenance costs. 

· From the simulation, the best price for our resort is $222 per room no matter what the price range of the competitor is. Their price strategy will affect their net income, but doesn’t have a big influence on ours. 

· When Resort 3 increases their room capacity, they attract demand for the area, hence, increase demand for all of the hotels. However, this actually helps resort 2 more, because they have higher room available and it increases their chance to meet their full capacity. 

· The optimal combination of price, capacity and room capacity for our hotel is $222 with 45 rooms and planned room capacity of 45. This combination gives us the highest net income among 3 hotels. The reason we want to keep low room capacity is because we believe that the demand for the area is not yet high enough to build larger capacity. Even when resort 3 increases room capacity to attract more demand, the demand that they generated have greater influence on resort 2 more than they affect us. 
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· Scenario 3: Budgetary Allocation and advertising

· We assume that resort 3 would want to spend reasonably large amount of money on advertising because they have larger room capacity to fill

· Resort 2 would have to spend more money on advertising than us in order to fill in their higher room capacity. 

· The optimal advertising expenditure for our hotel is $250K. The reason is we are safe regardless of the advertising expenditure of both competitors. 

· We keep our marketing department allocation at $200K because it seems to protect us from the effect of our competitors’ expense on marketing.

· Resort 2 wants to spend a significant larger amount on marketing than us because they want to attract more customers. While resort 3 as being the only one in the economy market, they want to keep it at the reasonably low level because too much marketing expense would hurt their profit

· Due to the fact that we have lower room capacity, we want to spend lower money on maintenance comparing to resort 2. The optimal amount of budget allocation for maintenance is $290K when Resort 2 spends around $350K. Resort 3 may not want to spend too much on maintenance since they are in economy segment, and spending more only decreases their profit. 

· Resort 3 has large number of room so they want to hire more staff, however, they are in the economy segment, and they want to keep their staff at the minimum at the same time. Therefore, we figure, 15 staffs with the minimum salary of $20K would be reasonable for resort 3. 

· Resort 2 should hire more people than our hotel since they have larger capacity. Because they hire more people, they would want to keep their salary lower to minimize cost. Therefore, 30 staffs with $26K each are reasonable number.

· Considered resort 3 and 2’s strategy on number staff and staff salary, the optimal number of staff for us is 29 with $28K each. 

[image: image35.png]ENTER DECISIONS BELOW:

MARKET: NORMAL OR ALTERNATE: ____JHoimal
(Erter Dta in Light Blue

NORMAL Matet, YEAR 1 Click here for Disgnastios| _Navigator (ir +n)
(120 times standard size) Bessill Fesoz Resors
ECONDMYILUXURY SEGMENT  LUXURY LuxuRy Economy
Piice per Foom 22200 21500 500
Varable Cost Restaurant (%) 3% 5% 0%
Varabls Cost Bar () £ 5% 0%
dvertising Expenditure 250,000 570,000 300000
Configuration: Rooms () £ 5 00
Configuration: Stars () s s 2
Existing or New Facilties
Poct " " N
Restaurant v v v
6ar v v v
Mesting Rooms v v v
Tennis Couts " " N
BUDGETARY ALLOCATIONS
Maketing Department 200000 500,000 120000
Maintenance Deparment 510000 350000 100000
Number of Sttt 20 0 15
verage Satan for Staft 25,000 28000 20000
Planned Room Capasiy in Rms/Day £ £l @
Minimum Ssles in RoomsYaar aga 58 ees
eaR 1
Assumad Matat Size Normal Navigator (i + )
Resos Resore Resos




[image: image36.png]ECONOMY/LUXURY SEGMENT ___|LUXURY

Pice per Room 22200
Aduertsing Effectiveness 162500
Varisble Cost: Restaurant () T3
Varisble Cost: Bar (%) £
Configuraton: Rooms (#) £
Configuration: Star () 3
Faciliies: Pool n

Restaurant v

Bar v

Mesting Rooms ¥

Tennis Couts n
Planned Room Capacity in RmsiDay 3

Deparmental Alloostin and Synergy Factors:

Fasilites factor
Maintenanoe Allocationfactar 310000
Matketing Allocationfactor 200000
# of Staft, Aversge Salanactor 20,2500

Deparmental Rasourcs Effectivensss: (RE)

Fasilties RE 3.400850
Maintenanos RE ossa7s
Matating RE 1883088
Peizannal RE 1830900
Total Resoutos Effetivenss (TRE) | 11.35580
Luxury Md Saqment Sales 3) 7,158 468
Economy M4 Segment Sales () 5102500
Total Loan o
Interest Expenze o
Sales Pradiction from Adv. Bockings (15,410
Potential Sales Volume ¥ of ooms) 16414,

Actus) Sales Valume (# o ro0ms)
Maket Penstation

Total Committed Cash saaatan
Total Company Sales 5) 60405885
Operating Expenses 2830728
Net Opersting Profit 281769160

Net Income After Tax

140
100
108
158

LUXURY
21500

240500

5%

D

£

3

swx<s

£l

350,000
300000
30,20.000

2003521
04437
2037384
Testi0z
asi2rs

140
100
108
158

ECONOMY
500

195,000

0%

ET

00

2

=< <<=

@

400,000
120000
1820000

2648020
0328000
1o7ae7a
oeoear
0.0801

32708 rooms total)
36,500 rooms totar)

o
o

16380,

16380,

ematzin

02845010

403317315
190230098

7302
7302

ear3zes

487824000

284031430
2034830.13

140
100
108
158





Three Scenarios Regarding to Alternate Market for LLE ( 332
· Scenario 1 Facilities and variable cost
· We assume that all hotels build restaurants and bars since these facilities are always profitable

· Pool and tennis court don’t really help in increasing net income because of the high maintenance cost.

· By  having the meeting room which the 3 star competitors don’t offer, we become more attractive to the customers, hence, increase our net income compare to the 3 star competitor, but not affecting the 2 star

· The 3 star competitor decides to build pool and tennis court to increase their attractiveness, but it actually decreases their profit

· The 3-star competitor does not build meeting room, they are in the disadvantage comparing to us. 

· The 2 star hotel decides not to build pool and tennis court because these facilities are not appropriate for the economy segment. Also, they decide not to build the meeting rooms as well, since in the alternate market they don’t need to generate an additional demand and spend money on unprofitable facility.

· Due to the increased demand comparing to normal market, we decide to reduce the restaurant and bar variables to 55% and 53% respectively. 

· Resort 2 wants to pursue the maximum attractiveness by having high variable costs for restaurant and bar, they are actually decreasing their net income because of higher cost

· Resort 3 increases variable costs of restaurant and bar in order to attract our customers. However, by doing so, they reduce everyone’s net income including theirs. The reason is they attract our customers but they also suffer high cost of restaurant and bar. 
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· Scenario 2: room price, capacity and planned capacity 

· Because of the increased demand, we decide to build more rooms, than our 3-star competitor, who is restricted to 55 rooms by his additional costs. This gives us a leading edge in the income generation. 

· Due to the excessive amount of demand, we expect to be running at the full capacity. This also applies to our competitors. 

· Again, since we don’t have to fight for the scarce demand, both us and our 3 star competitors will want to set the price per room to the maximum possible amount. Our 2-star competitor will prefer to keep the price somewhat lower than the maximum price due to the fact that they already have the whole economy segment.

· When Resort 3 increases their room capacity, they attract demand for the area, hence, increase demand for all of the hotels. This affects us, but not 2-star competitor since we have a higher amount of rooms.

· The optimal combination of price, capacity and room capacity for our hotel is $230 with 58 rooms and planned room capacity of 58. This combination gives us the highest net income among 3 hotels. Since we’re working in the alternate market with very high demand, we make use of it and increase our prices and amount of room without the fear of facing the negative consequences.
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· Scenario 3: Budgetary Allocation and advertising

· We assume that resort 3 would not want to spend large amount of money on advertising because of the increased demand. Since it is likely for it to be filled with solely economic segment customers, the amount of advertising spent by hotel 3 doesn’t affect anyone in luxury segment.

· Resort 2 tries to provide the customers with more luxuries than us, their direct competitor, therefore that spend less money on advertisement (both because of thinking that the luxury speaks for itself, and because of shortage of money), but more on the facilities and maintenance. 

· The optimal advertising expenditure for our hotel is $200K. The reason is we are safe regardless of the advertising expenditure of both competitors. 

· We keep our marketing department allocation at $165K because it seems to protect us from the effect of our competitors’ expense on marketing.

· Both advertising expenditures and marketing department allocations are lower than in normal market because of increased demand.

· Resort 2 wants to spend a significant larger amount on marketing than us because they want to improve the quality of the advertisement, following the maximum satisfaction strategy. While resort 3 as being the only one in the economy market, they want to keep it at the reasonably low level because too much marketing expense would hurt their profit

· Since we’re not trying to pursue the same strategy as the hotel 2, we spend fewer amounts on maintenance. The optimal amount of budget allocation for maintenance is $290K when Resort 2 spends around $350K. Resort 3 may not want to spend too much on maintenance since they are in economy segment, and spending more only decreases their profit. 

· Resort 3 has large number of room so they want to hire more staff; however, since they are in the economy segment, they want to keep their staff at the minimum at the same time. Again, because there is more demand than hotel 3 can handle, they try to lower all the costs, leaving the amount of stuff and their salary at the minimum.

· Since the 3-star competitor has fewer rooms than us and have more funds allocated to the maintenance department, they would want to keep the amount of stuff and their salary at the medium level, perhaps below ours. We assume the numbers would be 30 people at $27K salary.

· Considered resort 3 and 2’s strategy on number staff and staff salary, the optimal number of staff for us is 35 with $30K each. 
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C4.1.3 Three additional scenarios of sensitivity analysis
· Maintenance:
	Maintenance Budget
	Net Income
	Change in Net income

	210,000
	1,137,300
	 

	220,000
	1,179,034
	41,734

	230,000
	1,219,000
	39,966

	240,000
	1,258,215
	39,215

	250,000
	1,295,817
	37,602

	260,000
	1,332,194
	36,377

	270,000
	1,367,194
	35,000

	280,000
	1,401,267
	34,073

	290,000
	1,434,286
	33,019

	300,000
	1,466,379
	32,093

	310,000
	1,497,553
	31,174

	320,000
	1,493,836
	-3,717


As we can see from the table above, as we increase maintenance budget, net income increases but at a diminishing rate.
For the first 10K increase in Maintenance, net income increased by $ 41,734. However, for the next $10K increase in maintenance, net income only increased by $39,966. 

Net Income reached its maximum of $1,497,553 when maintenance level is $310,000. 

For the first $50,000 increase in maintenance budget (from $210K to $260K), net income increased by $194,894. Therefore, on average, $1 increase on maintenance budget will increase net income by approximately $3.90 

For the next $50,000 increase in maintenance budget (from $260K to $310K), net income increased by $165,359. Therefore, on average, $1 increase on maintenance budget will increase net income by $3.31

After $310K, increasing maintenance will only decrease net income. Therefore, there’s no benefit in increasing maintenance expense after this level. The reason is that the cost of maintenance does not provide enough benefit to cover its cost. Besides, customers might not feel different after this maintenance level; thus, it creates no extra benefit for our hotel. 
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· Number of rooms:

	Number of rooms
	Net Income
	Change in Net income

	40
	1,258,981
	

	41
	1,309,150
	50,169

	42
	1,359,341
	50,191

	43
	1,409,553
	50,212

	44
	1,459,785
	50,232

	45
	1,434,286
	-25,499

	46
	1,399,013
	-35,273

	47
	1,364,371
	-34,642


As we doing sensitivity analysis for the number of rooms to be built, we assumed 100% planned capacity. Because changing planned capacity would have a significant effect on our net income when it interacts with total capacity. 
As the result of the simulation, we can see the effect of changing number of room has a large effect on net income, as it can increase net income by 50,000 or more. 
The optimal number of rooms built is 44 rooms as it provides the highest net income for our resort.

From building 40 rooms to 44 rooms, net income increases by $200,804. Therefore, on average, each extra room built on that range adds $50,201 to the bottom line of the hotel. 
As conclusion, the number of rooms built is an important factor in the simulation, as it significantly affects net income of our hotel. 
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· Number of staffs:

	Number of staffs
	Net Income
	Change in Net income

	25
	1,334,697
	

	26
	1,361,354
	26,657

	27
	1,386,634
	25,280

	28
	1,410,996
	24,362

	29
	1,434,286
	23,290

	30
	1,456,659
	22,373

	31
	1,478,113
	21,454

	32
	1,464,676
	-13,437


As we increase the number of staffs hired, net income of our resort increases. The reason is because we’re in the luxury segment; thus, increase number of staffs would improve the quality of service delivered to customers. As long as increases in quality of service are appreciated by customers, net income will increase due to higher demand. 31 staffs look like the optimal solution for this scenario because if we add one more staff, they will get in each other’s way, thus, the cost of hiring one more staff exceeds the benefit. Therefore adding the 32nd staff will decrease our profit from having only 31 staffs. From having 25 staffs to 31 staffs, our net income increases by $143,416. On average, each extra staff will bring us extra $23,903 extra in profit. 
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C4.1.4 Worst Case Scenarios for Normal and Alternate Market

(1) Worst Case Scenarios for Normal Market

We divided the analysis into two parts. The first part is the damage from the change made by R2, our 3-star competitor; while the second part will be the damage to our resort based on the change made by our 2-star competitor, R3.

Based on the optimal strategy we have regarding to the strategic decision, we keep everything unchanged, while change around the data of our competitors. Some of the damages are reasonable since changes of strategies of our competitor has not only play a negative impact on us, but also increase their net income or some of them are only small decrease in their net income; however, most of the actions by R2 are unreasonable, while indeed will harm our resort. Here are some of the outcomes listed in the table.

	Action: Increase price per room from 215 to 230

	　
	R1
	R2
	R3

	Original NI
	1497553
	1213846
	1236862

	After Action NI
	1486994
	1078022
	1236862

	Changes
	10559
	135824
	0

	Rationale
	The price change of R3 by 15 per room will only damage our company by around 10K, which is not a big number, however, it costs them around 135K to do so, which seems unreasonable


	Action: Increasing V.C. Restaurant from 65% to 80%

	　
	R1
	R2
	R3

	Original NI
	1486994
	1078022
	1236862

	After Action NI
	1468172
	1005351
	1236862

	Changes
	18822
	72671
	0

	Rationale
	We will face around 20K loss due to the increase of variable cost of R2; the reason would be related to the quality of service of the restaurant provided to customers. Higher variable cost means a higher resource used in the restaurant operation. R2's increase of V.C of restaurant will take away our customers; thus, reduce our revenue generated from restaurant.

	
	

	
	

	
	

	
	


	Action: Increasing V.C. Restaurant from 55% to 80%

	　
	R1
	R2
	R3

	Original NI
	1468172
	1005351
	1236862

	After Action NI
	1451185
	976170
	1236862

	Changes
	16987
	29181
	0

	Rationale
	This action is again, unreasonable, however, will damage our resort due to the same reason as the change of V.C of restaurant. This action will cost R2 around 86K while will only damage our business by around 17K. The general idea is that, if R2 increase the quality of service provided, and that, they are cost efficient, and then we will be harm by their action.

	
	

	
	

	
	

	
	


	Action: Increase Advertising cost from 390K to 605K

	　
	R1
	R2
	R3

	Original NI
	1451185
	976170
	1236862

	After Action NI
	1445523
	1188285
	1236862

	Changes
	5662
	212115
	0

	Rationale
	This action is highly possible, and reasonable for R2 to take. The reason is that, not only it will increase R2 net income by around 212K, but will also reduce our net income, although not a lot, but with best combination of synergy, it will reduce our net income by a large number. Besides, we are operating in a newly opened area, which is unaware by outsiders; the increase of advertising might brings up the demand. However, since we are sharing the same distribution media, the increase of demand will definitely go to R2 instead of our resort, e.g. when booking hotel with travel agents. This will in a long run harm our business a lot but reducing our market penetration.

	
	

	
	

	
	

	
	


	Action: Decreased room # from 55 to 45, also reduce Planned Capacity to 45

	　
	R1
	R2
	R3

	Original NI
	1451185
	976170
	1236862

	After Action NI
	1445523
	1188285
	1236862

	Changes
	5662
	212115
	0

	Rationale
	This action is highly possible, and reasonable for R2 to take. The reason is that, not only it will increase R2 net income by around 212K, but will also reduce our net income, although not a lot, but with best combination of synergy, it will reduce our net income by a large number. Besides, we are operating in a newly opened area, which is unaware by outsiders; the increase of advertising might brings up the demand. However, since we are sharing the same distribution media, the increase of demand will definitely go to R2 instead of our resort, e.g. when booking hotel with travel agents. This will in a long run harm our business a lot but reducing our market penetration.

	
	

	
	

	
	

	
	

	Original Actual 
Sales Volume
	16074
	17146
	36500

	After Action 
Sales Volume
	14572
	16425
	36500

	Changes
	1502
	721
	0

	Rationale
	We all face actual sales volume decrease in the luxury market while we loss more, the reason is that, in the luxury market segment, customers are more longing for higher quality of service, and less sensitive to price, thus, based on the strategies that R2 used, we are assumed by the customer to provide comparatively lower quality of service than R2.

	Original Market 
Penetration
	23.10%
	24.60%
	52.40%

	After Action 
Market Penetration
	21.60%
	24.30%
	54.10%

	Changes
	1.50%
	0.30%
	1.70%

	Rationale
	The possible reason for the decrease of our market penetration is due to the shortness of choices for hotel to customers, thus any increase in room price but deduction on room number will transfer our possible customer to the economy hotel, thus, reduce the luxury market penetration while increases the economy market penetration. However, since R2 now is higher price and same room number as we do, customers will assume they are more luxury and higher quality then we are, thus, loss of customers will transfer to our resort instead of to them.


There are still other elements that will influence our net income and market penetration as well, from actions of R2, for example, investing more money to the marketing and maintenance departments, these will although decrease around only 35K to our hotel, yet, these actions are seemed to be less reasonable since it costs more than 1200K to them to make these changes to us. However, Advertising cost is a critical element that we compete about. R2 will not be able to benefit from the reducing of advertising cost spending, however, by reducing their advertising cost, we are both negatively influenced by this action, as their advertising cost continue to decrease, our net income is keep decreasing by around 170K. This is a large net income loss to our resort. The reason might be the reduction in advertising reduces awareness from customer, thus, in a way reduce the market size as a whole. However, by providing higher quality of service, but reducing costs, R2 attracts more customer, thus take away our revenue a lot.

The action taken by R3 will also play an important role in our net income too. The reduction of room build by R3 will reduce the demand and the market size of this area as a whole, thus, reduce by a very big number on all of our resorts, our hotel will face more than 350K loss on net income. This is a crucial damage to our hotel that we need to concern with.

By increasing the number of stuff to beyond 50 will also damage the whole market in this area, we will face a loss if R3 hires more than 57 stuffs. The reason for the loss would be the volatile of business in that area due to the reason that R3 hire too many staffs to improve their service while damage expectation they have for luxury market. However, since facing too high the costs, R3 will engage a large loss, which in return reduces the confidence for investors to invest into this market as a consequence.

The combined forces might look like this
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(2) Worst Case Scenarios for Alternate Market

In analyzing alternate market, we realized that our hotel is not too sensitive to the competitors’ strategy or action. 



	Competitors' action
	Net Income before competitors' action

	Net Income after competitors' action
	Changes in Net Income result from the action

	Resort 2 increases it ads 
expenditure to $420K

	2,217,364.54
	2,212,422.77 
	- 4,941.77 

	Resort 2 does not install pool

	2212422.77
	2,212,263.36 
	- 159.41 

	Resort 3 increases ads 
expense to $300K

	2212263.36
	1,873,991.07 
	- 338,272.29 

	Resort 2 increase number 
of staffs to 38

	1873991.07
	1,798,429.78 
	- 75,561.29 

	Resort 1 increases salary to $21500

	1798429.78
	1,785,836.23 
	- 12,593.55 




As we can see from the table, advertising expenditure of resort 3 has the largest effect on us. The reason is because resort 3 by spending aggressively on advertising attracts customers away from resort 1 and 2. Another reason is that it’s the only economy hotel in the market; thus, it doesn’t have any direct competition. However, this effect will not last long. Customers in the luxury market might be attracted to resort 3 because of its effective advertising strategy; however, in the long term they are more likely to come back to the luxury segment in order to enjoy higher satisfaction.
The other influential action from the competitor is the increase in number of staffs from resort 2. The reason is that when resort 2 starts to hire more staffs given their higher maintenance cost, the quality of their service increases relative to ours. Therefore, customers would be more attracted to their hotel given that we both offer the same price and level of luxury. 
Advertising expenditure of resort 2 and the installation of pool for resort 2’s hotel don’t have a great influence on our net income. When resort 2 increases its advertising expenditure, not only they increase demand for them, but also for the whole luxury segment. Therefore, they damaged our net income, but the benefits offset part of the negative impact. When resort 2 decides not to install the pool, their maintenance cost decreases which make them more profitable, but it doesn’t have a significant impact on our bottom line.
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C4.2: Market Survey – Decision Tree and Analysis

According to Bayes’ Law theory, the prior probability of a normal market (N) occurrence is 62% and the alternate market (A) occurrence is 38%. Conditional probability is the probability of event A occurring given that N has occurred.  

Abbreviation

N: Normal Market

A: Alternate Market

SN: Survey predicts normal market

SA: Survey predicts alternate market 

P(N) = 62% and P(A) = 38%

P(SN|N) = 93%  and  P(SA|N) = 7%  

P(SA|A) = 93%  and  P(SN|A) = 7%  
Normal market prediction (SN)
	State of nature
	Prior Probability
	Conditional Probability
	Joint

Probability
	Posterior Probability

	A
	0.38
	0.07
	0.38x0.07 = 0.0266
	0.0266 / 0.6032 = 0.0441

	N
	0.62
	0.93
	0.62x0.93 = 0.5766
	0.5766 / 0.6032 = 0.9559

	Total
	1.00
	1.00
	0.6032 = P(SN) 
	1.00

	
	
	
	
	


P(SN) = 0.38x0.07 + 0.62x0.93= 0.6032

Alternate market prediction (SA)
	State of nature
	Prior Probability
	Conditional Probability
	Joint

Probability
	Posterior Probability

	A
	0.38
	0.93
	0.38x0.93 = 0.3534
	0.3534 / 0.3968 = 0.8906

	N
	0.62
	0.07
	0.62x0.07 = 0.0434
	0.0434 / 0.3968 = 0.1094

	Total
	1.00
	1.00
	0.3968 = P(SA) 
	1.00

	
	
	
	
	


P(SN) = 0.38x0.93 + 0.62x0.07 = 0.3968

From the probability table above, we calculated the following: 

P(A| SN) = 0.0441( Given that the survey predicts normal market, the probability of alternate market occurring is 4.41%

P(N| SN) = 0.9559 ( Given that the survey predicts normal market, the probability of normal market occurring is 95.59%

P(A| SA) = 0.8906 ( Given that the survey predicts alternate market, the probability of alternate market occurring is 89.06%
P(N| SA) = 0.1094  ( Given that the survey predicts alternate market, the probability of normal market occurring is 10.94%

Based on the probabilities given and calculated, we constructed a decision tree as the following: 
Payoff figures are taken from the simulation above from 4.1.2 for alternate and normal market.

When the survey predicts normal market but market turns out to be alternate, we still use the same decided figure for normal market but change normal to alternate to come up with new income. 

The same step applied to when the survey predicts alternate market but it turns out to be normal.
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Working backward the decision tree, we calculated the expected value of the survey and expected value without survey:

EMV (with survey) = 1,710,006.81

EVM (without survey) = 1,772,021.27

The value of the survey (EVSI) is negative because without survey, we’re better off. Therefore, we decided not to buy a survey at this stage. 
Strategic Meeting Minutes
1. Meeting Minutes – Group 3
Name of Company: Four Leaf Clover Hotel

Date & Time: April 1, 2009, 4:30-6:30pm

Location: Seneca @ York, Stephen E. Quinlan Building

Attendees: 
Magyjan Alpiev, 

Kang Du, 

Xuanrong Li,

Artem Luzyanin, 

Minling Tan, 

Van Le, 

Dan Zheng,
Topics Discussed: To determine our mission statement and some others in Part A
Processing: 

After recalling our internal and external assessment, we discussed our hotel’s value, version and mission statement. We had a big debate on which a generic strategy we should use, Maximize Gain or Minimize Loss, and also what we should consider regarding to these two strategies.
Outcomes:
1) We come up several questions and need to classify with TA on the next lecture, for example, whether we can combine generic strategy or come up to a new one. Would we maximize net income while maintaining medium level of risk be possible?
2) We decided our value, version and mission statement.
3) We decided our next meeting on Sunday, April 05, 2009, at 3pm. We should elaborate our mission statement and find out our long term goal and overall policies.

2. Meeting Minutes – Group 3
Name of Company: Four Leaf Clover Hotel

Date & Time:
 April 5, 2009, 3:00-9:30pm

Location: TEL, Room 0010
Attendees: 
Magyjan Alpiev

Kang Du

Xuanrong Li

Artem Luzyanin

Minling Tan

Van Le

Dan Zheng
Topics Discussed: To determine our long range goals and overall policies, and other first year strategy discussion
Processing:

We spend a lot of time laying out big idea regarding to goal and policies, we then grouped them into either long range goal or short term ones, should it be goal or policies, and then we come up with rationales for them. At first we are doing it together, everyone was discussing on the same point, however, this is inefficient and slow, thus, we divided into two groups, one group to come up with rationale, and the other group continue to think of goal and policies.

Outcomes:
1) We pointed out what a company’s rationale of mission statement was and finalized our long term goals and over all policies with rationale.
2) We finished our first year strategy, goals and major police and rationale.
3) We assigned 2 people to combine everything together on Monday, and decided to upload our project by Wed, April 08, 2009 5pm. 
� Please refer to Part E in the later sections for simulation details. (E.g. Part C4)
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