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RGC’s Mission:
“To dominate the oscillating tweetometer market in sales, revenue and ultimately profits by providing a product comparable to our competitors at a price they cannot profitably meet”

From the Chief Executive Officer:

As our mission indicates, RGC aims to take advantage of the economies-of-scale approach to making profits in a competitive consumer industry. We believe that becoming a cost leader in this industry will provide the highest long-term profits for our shareholders, even if it means that our profits are initially lower than our competitor’s.

The mission statement will be carried out by following the one overriding policy for RGC as a company:

Primary Company Goal

To be the largest producer and supplier of OTMs by a significant margin, a margin that will increase throughout our term of management. We feel that aiming for a 50% market share by the end of our term of management is not unrealistic.
Our price-reduction strategy will be central to our goal to become the largest supplier of OTMs. Whilst increasing advertising, sales commission, the number of salespeople and newer OTM models all help with increasing sales, we feel that price reduction is by far the most important factor. The price-reduction cycle can be best explained via a diagram:
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Secondary Company Goal

To make it difficult or impossible for competitors to challenge our role as the leading producer and supplier of OTMs.
The risk of aggressively reducing prices is that this may trigger a price war in the industry, where all companies involved attempt to continually lower their prices until no company involved in the price war makes a profit. With four quarter’s experience as a management team in the OTM industry, we feel that the other companies in our world will not attempt to engage in a price war with RGC. However the possibility does still exist for another company to suddenly attempt to expand sales to challenge our market share- a situation that would be very detrimental to our company profits. As such, we need to ensure that competing with RGC on the basis of price quickly becomes a very unattractive option. This will require reducing our total per-unit cost more quickly than our competitors, while keeping a low margin so that for another company to challenge RGC on the basis of price, their margin will be too low for them to remain profitable. Once RGC is selling units at a price less than any other competitor’s total unit cost, we feel that it will be very difficult for a competitor to challenge our position as price and sales leader in the industry.

Measurement of Success of Company Goals

The company policy will have been a success if RGC has the largest shareholder ROI of any company in our world at the completion of our term of management.

Shareholder ROI is ultimately the best measure of success for a publicly listed company such as RGC. While every company has individual missions, the ultimate reason for existence of a publicly listed company is to make money for the owners- the shareholders in the company. The success of our company will therefore be defined by our ability to provide the best return on the shareholder’s dollar by the end of our management term. 

	Section 1: Company Policy


	1.1 The Decision Making Process

	
	1.1.1 Programmed Decisions

	Policy Statement
	Convert all of the manager’s decisions to programmed decisions except decisions involving major production expansion, unit price changes, and high cost financing.



	Objective
	To simplify the decision-making process by developing formulae and rules of thumb to determine final numbers for each decision variable.



	Rationale
	Good programmed decisions can be made more quickly than good non-programmed decisions. The ability to make good decisions quickly will be imperative to the success of RGC as a company. With due diligence being put into the creation of formulae for the calculation of quarterly decision parameters, the risk of individual managers making panic decisions about parameters, due to tight time constraints, is greatly reduced. The danger of this approach is that it may make it more difficult to react quickly to changes in market conditions, hence managers are encouraged to continually review their formulae to ensure that the market conditions under which it was developed still hold true.



	Measurement
	If each manager can demonstrate that the decisions that they make for the quarter are the result of a carefully constructed formula or rule of thumb, then this policy will have been a success.



	
	1.1.2 Non-Programmed Decisions

	Policy Statement
	For the remaining non-programmed decisions, the company management as a whole will need to approve the decisions.



	Objective
	For decisions involving major production expansion, unit price changes and high cost financing, the respective manager will need to generate alternate solutions to the given problem and be able to not only give the group a recommendation on their desired course of action, but to justify to the group why this course is preferable to others.



	Rationale
	Major decisions such as these will affect every aspect of the company, and it is important that every member of the management of the company understands the effects of every one these decisions. Price is included as a ‘major decision’ because of its central importance in our mission, and the fact that small price changes will have a significant affect in all areas of the company. Decisions such as these are the best place for the group to direct its energy and innovative thinking, as they will have the largest influence on the ultimate direction that the company will take.



	Measurement
	If all managers understand the ramifications of major decisions on their areas, and if no major decisions are implemented without group consultation, then this policy will have been achieved.



	
	1.1.3 Communication Flow

	Policy Statement
	Reduce the required inter-management communication to a one-way flow of information, going from the secretary, to the marketing department, to the production department, to the accountant, and finally to the finance officer.



	Objective
	To make the decision-making process more efficient by providing a framework for communication of information between managers.



	Rationale
	To compute the required decision parameters each week, managers will require certain information calculated from some other manager. By regulating the flow of information between managers, it makes it easier for the CEO to ensure that the different managers have all the necessary information as soon as it becomes available. With regards to the choice of a one-way flow of information, it is possible that this will result in sub-optimal decisions, where more optimal decision parameters could be produced if feedback were introduced. The solution to this is the generation of different pricing and production options coming from the marketing and production departments, and the selection of the best option from the available scenarios. This method should result in very reliable, quick decisions, whilst avoiding the possibility of rushed decision making due to running out of time whilst attempting to optimize every decision parameter. Note that this policy is more of a guideline to ensure that once a given decision parameter is fixed for a quarter, it is not necessary to change these decisions and start a new flow of information. An example of information flow that would be discouraged by this policy is as follows: the production manager decides that it is not possible to meet the expected sales demand this quarter, and expects the marketing manager to revise price, advertising and sales commission to lower the expected demand. Situations such as these will be avoided by ensuring that production will always be able to meet demand through effective long-term sales forecasting



	Measurement
	If all the required information has been given to the required managers by the quarter’s meeting, then this necessarily means that the policy on information flow has been successful. The policy will not have been met if some manager’s decisions are not ready by the quarterly meeting.


	1.1.4 Quarterly Meeting

	Policy Statement
	To have a meeting once per quarter to complete the decision-making process for that quarter, at least one day before the decisions are due to be entered.



	Objective
	The main purpose of this policy is to ensure that decisions are completed on time, with the quarter’s decision set completed well before the decisions are due to be entered.



	Rationale
	To be able to have the decision set completed by the end of the quarterly meeting, it is imperative that the various managers adhere to the previous three policies. If too many non-programmed decisions are required to be made, then this would mean another meeting would have to be scheduled, leaving the most important decisions to be completed just before the decisions are entered, increasing the chance of a panic decision being made. Likewise, if there is a communication breakdown between managers, then information will not be available to managers further down the line, making it impossible for those managers to make their decisions before the quarterly meeting.



	Measurement
	It will be fairly evident if this policy is not adhered to, as we either complete the decision-making process by the end of the meeting or we do not. Note that the one-day rule on the actual time of the meeting may have to be violated once three decisions a week have to be made, depending on the deadlines for decisions to be entered.


	
	1.1.5 Chief Executive Officer

	Policy Statement
	The CEO shall be provided with, and be able to use, all the formulae related to each manager’s programmed decision-making for the week.



	Objective
	To reduce the possibility of managers not being supplied with the data they require to make their decisions, which would make it impossible to have the decision completed by the end of the quarterly meeting.



	Rationale
	While it is preferable that the individual manager perform all the tasks related to their own area every quarter, there may be (and have been) circumstances where managers are unable to perform their quarterly tasks. Our company’s policy on the flow of information in our company is highly vulnerable to interruption, as the loss of one step in the process will make it impossible for further decision-making to be done. By making sure that the CEO is also able to do each manager’s weekly tasks, the likelihood of breakdown in the flow of information is greatly reduced. This policy also has the benefit of providing the individual managers with feedback on how their policies fit with the policies of other areas of the company. A good example is the way the marketing department has made specific policies that, with the help of seasonal factors, result in step increases in sales so that sales increase every second and fourth quarter, and stay roughly the same for the first and third quarters. This fits in with the production department’s policy involving meeting sales demand every quarter rather than using level-mode production- if sales were to decrease significantly on seasonally down quarters, then some way of reducing production for those quarters would need to be implemented.



	Measurement
	If the decision-making process breaks down because of the unavailability of a particular manager, forcing the rest of the group to make a panic decision, then this policy would have failed. If, in the event of a manager being unavailable, the CEO is able to step in, complete the required decision making and forward the required information to the next manager in the flow of the decision-making process, then the policy will have been successful.


	Section 2: Secretary Policy


	2.1 Quarterly Decisions

	
	2.1.1 Research and Development

	Policy Statement
	To continuously provide funding to research and development in order to yield new models.



	Objective
	To have a new model available by the end of second quarter in each year, ready to introduce into the market in the third quarter.



	Rationale
	To ensure that our company’s mission can be achieved, it is very important that we are always able to provide a product comparable to our competitors. We feel that our competitors are unlikely to introduce more than one new model a year. By investing enough money into research and development to provide a new model by the second quarter, we make sure that our yearly introduction of a new model can occur at the optimal time. We feel that introducing the new model in the third quarter is the most appropriate choice for our company, because this will reduce the losses associated with selling a new model - in the quarter that the new model is introduced, there is no sales increase due to the new model and the new model (which incurs greater production costs) will be sold at the price for which we sold our previous model. These costs are reduced when we introduce the new model in the third quarter.



	Measurement
	When new models become available, it would be shown on the Quarterly Industry Report. The effect of new models introduced can be analyzed using the yearly report.



	
	2.1.2 Training

	Policy Statement
	Aggressively increase training expenditures, ensuring that our expenditure on training is far greater than that of our competitors.



	Objective
	To maintain a higher savings level than our competitors.



	Rationale
	Training expenditures for operation and production employees would enhance employees’ skill and improve manufacturing processes. This ultimately leads to reduction in production costs. Such cost reductions are referred as savings levels. One of our company’s missions is to keep a low margin per unit. Therefore the availability of a new saving level will be more valuable to our company than it will be for the others. Moreover, increasing our sales level also ties into our aim of having a low production cost.



	Measurement
	Savings level can be found on the Operating Information Sheet, which was made available at the end of each quarter. The production costs would also be included in the Quarterly Industry Report. Analysis of these reports will indicate how frequently we achieve new savings level and the reduction in productions costs associated with them.



	2.2 Forecasting

	
	2.2.1 Long-Term Sales Forecasting

	Policy Statement
	To estimate the future capacity requirements for the next four quarters.



	Objective
	To estimate the sales within 80% accuracy for the next four quarters following that immediate quarter.



	Rationale
	It is very important to have an understanding of the effect of the current decisions we make, the changes we made previously and the steps we would like to take on the long-term sales. This allows us to make further changes and ensure our production capacity can meet our expected demands. It is wise to note that the accuracy of these forecasted sales is somewhat limited as our sales in each quarter are dependent upon the sales of previous quarter - which are also estimated. There are many factors that will influence the level of incremental sales and hence the level of total sales. These include the external, economic environment factors and factors related to our marketing activities and those of our competitors. These are discussed in later policies.



	Measurement
	A long term sale forecasting was estimated by plotting the sales from all of the previous quarters and then extrapolating. Further, the sales forecasting work sheet was used to estimate the amount of sales. The estimated future sales in one particular quarter is calculated by:

Estimated Future sales = estimated sales in the previous quarter + incremental sales

The incremental sales are determined by the changes in the economic environment and the factors related to our marketing activities and those of our competitors. The influence of competitors’ actions will be discussed in another section. The estimated future sales will change with different decisions we make. Therefore, comparison can be made to find what is the best possible decision to make.


	
	2.2.2 Environmental Factors Affecting Sales

	Policy Statement
	We will predict the effect of economic environment factors on sales.



	Objective
	To consider the effects of the economic environment factors on the level of our firm’s long term sales and hence improve the accuracy of our sales forecasts.



	Rationale
	There are economic environment factors that directly relate to the change in sales such as changes in gross domestic product (GDP) and seasonal factors. Others such as consumer price index (CPI) changes and exchange rates can also have their impact on the long-term sales. Although these factors are beyond the control of our firm’s management, an understanding of the historical data on GDP, CPI and real GDP forecasts, as well as exchange rate, will allow us to obtain more accurate forecasts. 

Gross Domestic Product (GDP) Changes

The GDP index can provide certain knowledge of the economy of the countries we currently engaged in. To ensure our company stays in a better position, it is wise for us to be aware of the economy of the world we in. The economic trend in both Merica and Sereno can be estimated by analyzing the historical data of GDP and the real GDP forecasts. From this the impact on long-term sales can be determined.

Seasonal Factors

The seasonal factors can have an impact on the sales. The index below indicates the seasonal variations:

Quarter

1

2

3

4

Index

0.92

1.01

0.91

1.16

With the knowledge of the variation in different seasons, we can determine the optimal quarter to undertake certain decisions.

Consumer price Index (CPI)

The CPI index reflects the degree of inflation in the economy.  Analysis of the historical data of CPI index can be useful to predict the influence of price change on the market in the future, and enable us to make wiser chooses in terms of the price of our product.

Exchange Rate

Forecasting exchange rates can be very useful for our company’s future expansion in Sereno, as the costs associated with expansion in Sereno need to be translated to our home areas currency. An understanding in the future exchange rate provides us an advantage to ensure we do not expand at a time that will be financially damaging to our company.



	Measurement
	Gross Domestic Product (GDP) Changes 

The influence of GDP on the sales was calculated by assuming the sales of our product would change proportionally to real GDP:

Change in sales = estimated sales from previous quarter ×          (real GDP forecast in the coming quarter  – GDP in previous quarter)

Seasonal Factors

The expected change due to seasonal factors is calculated by:

Change in sales = estimated sales in previous quarter ×  (seasonal variation in coming quarter – seasonal variation in previous quarter) / seasonal variation in coming quarter


	
	2.2.3 Marketing Forecasts

	Policy Statement
	We will predict the effect of our own marketing activities on our company’s sales.



	Objective
	To increase accuracy of our long-term sales forecasting by estimating the effect of our company’s marketing.



	Rationale
	The effect of marketing on sales is an important relationship. In order to maintain accurate sales forecasting we must model what effect marketing changes will make. By maintaining a accurate level of forecasting we are likely to fulfill our mission of maximizing sales as our future production will be chosen according to these forecasts.


	Measurement
	The internal factors include price changes, advertising expenditures, sales force, sales compensation and new model introduction.

Price Changes

The estimated change in sales due to price change is calculated as followed:

Estimated sales = estimated sales in previous quarter × 2 (percentage change in price of the product)

Advertising

Estimated sales = estimated sales in previous quarter × 2 (percentage change in advertising expenditures)

New model Introduction

The introduction of new model is expected to increase the sales by 20%. Therefore, the change in estimated sales is:

Change in estimated sales = estimated sales in previous quarter × 0.2



	2.3 Competitors

	
	2.3.1 Competitors Actions

	Policy Statement
	To increase the effectiveness of company decisions by understanding our competitors’ activities.



	Objective
	We strive to predict the actions undertaken by our competitors by analyzing their ability to meet both production demands and consumer demands. We will also analyze the effect of their marketing activities on our company’s sales.



	Rationale
	To realize our company’s position within our world, it is necessary to have an understanding of the action undertaken by our competitors and their reactions towards the steps our firm has taken. This not only enables us to have the ability to respond quickly to any sudden change from competitors, but also to ensure that our company mission is not compromised by actions our competitors take. It is expected that actions taken by our competitors have the potential to affect our sales. Therefore by predicting their activities we will be able to analyze their effect on our future sales.



	Measurement
	Although our competitors’ action is beyond our control, prediction can be made based on their previous decisions. Using the quarterly report and historical data the amount of production lines available for each competitor can be calculated. From this we can determine their production ability. Their future movements can be predicted by looking at how and where they are going to expand their company, and also the way they respond to the changes in economy, Their share price and market shares can also provide an indication of how well they are operating.


	Section 3: Marketing Policy


	3.1 Forecasting

	
	3.1.1 Pricing

	Policy Statement
	To provide all pricing options available to the board meeting.



	Objective
	To provide accurate predictions of the effect of pricing on our sales and profit margins in each area.



	Rationale
	To achieve our mission statement, our pricing is an important part.   To this end, for each quarter, each area is analyzed and a profit/price chart is drawn up, to allow the board to decide on the best pricing decision for the next quarter.



	Measurement
	To calculate the changes in Profit and sales per quarter, the following is used. Price reduction leads to corresponding increase in revenue:

(New Revenue) = (Old revenue)*(Old Price) / (New Price)

With the percentage increase in sales calculated from:

Percentage Increase In Sales = (New revenue) / (New price).

This puts the basic idea of a price elastic product into a formula. This formula should be consistently revised, and will change depending on the quality of the product to be sold.



	
	3.1.2 Short-Term Sales

	Policy Statement
	Accurately predict short-term sales for each area.



	Objective
	To predict the sales in the upcoming quarter within 7%.



	Rationale
	To be able to predict whether it is required to hire more salespeople or spend more on advertising or other such expenditures, one needs an accurate short-term sales prediction. It is also important for deciding on the best Price/Profit ratio for the next quarter’s pricing scheme. For the introduction of a new model, several sales predictions are drawn up, with the best and worst case results of the new model being introduced. It also offers an alternative prediction value to other sales predictions produced within the company. All the prediction formula are constantly updated and revised as new trends become apparent.



	Measurement
	The short term sales prediction is calculated using a number of formulas. The increase in sales due to GDP is calculated to be one-to-one percent wise.

Increase due to GDP

(Prev Q's Sales * next Q's GDP / Prev Q's GDP) – prev Q's Sales

Increase due to Advertising during quarters of seasonably low sales

(Next Q's Advertising / Prev Q's advertising) / 2 * Prev Q's Sales

There is no increase in quarters of seasonably high sales.

Price Changes

Sales changes due to price are calculated as show in the Pricing section.

New Model

If a new model is being introduced, several potential predictions are drawn up with the best( +20%) , worst(-5%) and expected(~7%) case results.

Sales People

We maintain a constant level of sales people and index the wages / commission against CPI, as we feel that it is not an important factor in increasing sales.  Consequently there is no change due to new sales people.


	3.2 Sales People

	
	3.2.1 Salary

	Policy Statement
	Increase salesperson's salaries in line with CPI.



	Objective
	To prevent sales people leaving the company.



	Rationale
	By increasing the salespersons’ salaries in line with CPI, the amount of sales people that leave is reduced significantly, thus reducing the amount of money spent on training new salespeople.



	Measurement
	The sales commission is calculated by:

New Salary = Current Salary * CPI



	
	3.2.2 Commission

	Policy Statement
	Increase the sales commission in line with CPI with the minimum amount of change.



	Objective
	Maintain the salespersons drive to sell whilst not causing excessive expenditure increases.



	Rationale
	To increase our market share, the sales people need to be adequately driven.  Keeping the commission relevant to the current economic climate is therefore important. The commission is increased with the minimum increment allowed by the local currency, being rounded to the nearest whole unit.



	Measurement
	The sales commission is calculated by:

Commission = Current commission * CPI

The new commission value is then rounded to the nearest whole value.



	
	3.2.3 Hiring of Sales People

	Policy Statement
	Maintain an adequate number of sales people.



	Objective
	Ensure there are enough sales people to meet the expected demand of the product for the next quarter.



	Rationale
	Each sales person can only sell a limited number of units. To ensure that the predicted unit sales can be reached, each sales person is estimated to sell approximately 12000 units.  If the estimated sales for that region are more that can be met, new sales staffs are hired.  If an area is suffering a reasonable downturn, whilst other areas are still in growth, sales people are transferred.



	Measurement
	To calculate the required number of sales people one uses the following formula for each area:

Predicted sales / 12 = Number of sales people required




	3.3 Advertising

	3.3.1 Advertising Expenditure

	Policy Statement
	Increase advertising spending on the seasons of low growth, and maintain this spending during seasons of growth.



	Objective
	To aggressively increase sales to match our output whilst still being cost effective



	Rationale
	To pursue our company strategy, our company must ensure that we are able to reach our potential customers.  We also need to make sure that we are able to make it cost effective.  We believe we have archived this by increasing the amount spent on advertising going into a quarter of low growth.  The amount it is increased by is half the percentage increase in the previous quarters sales.  The same level of advertising spending is maintained the next quarter.  By not increasing it during the quarters of growth, we hope to smooth the effects of the seasonal changes. It also stops the possible effects of overspending on advertising, which will cause negative effects on our sales. Since the advertising rate is increased by half the increase in sales, this decreases our cost per unit, which is an important part of our company mission.



	Measurement
	The amount spent in advertising is increased by a percentage value on the previous quarters expenditure. The percentage increase in advertising for the next quarter is calculated using the following:

(Expected Sales / Prev quarters Sales) / 2 = Advertising Rate

The value to be spent for the next quarters advertising is:

Next Quarters Advertising = Advertising Rate * Prev Quarters Advertising

	Section 4: Production Policy


	4.1 Expansion

	
	4.1.1 Sales Dependency

	Policy Statement
	RGC will expand its operations such that it can meet forecasted mean sales for the following year, without overtime. If the forecasted maximum sales are realized, these should be able to be met by over timing lines.



	Objective
	To ensure that RGC can match demand for its product by sufficient production at a competitive price.



	Rationale
	For RGC to consolidate its market share, the revenue from product sales should not be limited primarily by production output. Instead production planning must be done proactively, such that the only limitation of RGC’s growth is demand for its products. Any long-term expansion in production should be done by investment in infrastructure. Any long term increase in demand should not be met by overtime, due to the excessive costs involved. However short term seasonal peaks will be met by a combination of stockpiling and overtime shifts.



	Measurement
	The ability to meet sales orders can be determined from comparison of the production output and predicted sales figures for each quarter.



	
	4.1.2 Competitive Production

	Policy Statement
	RGC will increase its production capacity to be greater than that of its competitors.



	Objective
	To produce more units than competitors.



	Rationale
	By having a greater production capacity than its competitors, RGC can reduce the effect of fixed costs. This results in RGC being able to produce units more cheaply and therefore able to sell a more competitively priced unit, or benefit from a higher profit margin, while still consolidating its share in the OTM market.



	Measurement
	Production comparisons can be made from the quarterly report.



	
	4.1.3 Method of Expansion

	Policy Statement
	Second shift lines shall be utilized in the home area instead of outlaying capital, where possible.



	Objective
	To increase production while maintaining lowest possible costs.



	Rationale
	Second shifting lines effectively doubles production, with the second shift costing more only in terms of employee wages. In the case of declining sales, these second shift lines can be laid off at less expense to RGC than the write off of line equipment.



	Measurement
	Production costs can be determined from quarterly reports and compared with that of competitors.


	4.1.4 Crisis Expansion Capability

	Policy Statement
	Production infrastructure shall have the capacity for additional line expansion beyond that required by long-term sales forecasts.



	Objective
	To increase production while maintaining lowest possible costs.



	Rationale
	Major infrastructure changes require three to four quarters of construction time before coming on-line. This prevents RGC from responding quickly to rapid increases in sales beyond those forecasted. By incorporating extra capacity, RGC’s production can be further increased with a delay of only one quarter, if required.



	Measurement
	The degree to which RGC can expand its production infrastructure within one quarter.


	4.2 Inventory

	
	4.2.1 Safety Stock

	Policy Statement
	A minimum level of safety stock (15% in Sereno; 10% in Merica) on top of forecasted sales will be reserved as safety stock.



	Objective
	To ensure that regardless of short-term fluctuations in the market, RGC can meet market demand.



	Rationale
	The levels of safety stock are chosen such to counter any market fluctuation. Higher safety stock levels are maintained in Sereno due to higher volatility in the market.



	Measurement
	The ability of RGC to meet its market demand can be represented each quarter by the remaining number of units in the inventory. Successive high inventories at quarter’s end may lead to a revision in safety stock policy.



	4.3 Short-Term Production Decisions

	
	4.3.1 Worst Case Predictions

	Policy Statement
	Production will be scheduled such that worst case production matches maximum expected sales.



	Objective
	To ensure that RGC can comfortably meet sales orders in all areas.



	Rationale
	As production levels are subject to a 5% quarterly variation, it is important to ensure that even at worst case (-5% output), that investments in advertising and sales personnel are not wasted by lack of product supply. If sales are lower than expected, any excess can be reserved for safety stock (see 3.2.1) for future quarters.



	Measurement
	Each quarter the production output should be in excess of the orders made by the sales outlets.


	Section 5: Finance Policy


	5.1 Credit Rating

	
	5.1.1 Credit Rating

	Policy Statement
	Obtain a rise in credit rating to level 2 by year 6, quarter 1, and to level 1 by year 7, quarter 1.



	Objective
	To maintain a financial position such that our company is able to obtain funds from short-term loans, long-term bonds and common stock issues at minimal cost.



	Rationale
	The company credit rating directly affects the cost of external funds. The rate of interest that short-term loans and bonds are issued with is determined by the credit rating of the borrowing company. Credit rating also affects the issue price of common stock when the company wishes to obtain funds by floating new stock. Improving our company’s credit rating will become increasingly possible during years 5 and 6, when company expansion costs are expected to be minimal. It is, however, expected that expansion may be necessary in year 7 at which time a credit rating of level 1 will have great benefits in providing inexpensive funding.



	Measurement
	The company credit rating can exist as one of three levels. RGC has currently been assigned a credit rating of level 3, the lowest possible credit rating.



	5.2 Common Stock

	
	5.2.1 Dividends

	Policy Statement
	To maintain bi-annual dividend payments such that total dividend outlay is not less than 20% of net profits during periods of expansion, and not less than 35% otherwise.



	Objective
	To provide consistent returns and investment incentive to shareholders through dividends in addition to capital gain of company stock.



	Rationale
	As RGC is a publicly owned company, it is under an obligation to provide a return on its shareholders’ investment. During expansion periods, profits otherwise paid as dividends are better allocated to paying expansion costs in order to benefit our shareholders. At times when profits are not needed to fund expansion, a higher dividend is paid to the shareholder. Paying increased dividends prior to embarking on expansions will also result in higher share issue price during the preliminary construction phases, providing increased opportunities of fund generation through share issue. 



	Measurement
	Net dividend payment is given by:

Net Dividends = Net Profit After Tax * PR

(P​R > 0.20 for expansion periods, P​R > 0.35 otherwise)

Dividends are paid on the 1st and 3rd quarters of every year, and return the aforementioned portion of profits for the previous two quarters. Delaying payment in this way allows a more consistent payment of dividends from year to year.


	
	5.2.2 Stock Repurchase

	Policy Statement
	We shall increase the value of stock for our shareholders and dilute the company dividend pool by investing profits in the repurchase of common stock during times of low stock price.



	Objective
	To provide consistent and reliable returns for our shareholder base, while reducing net dividend costs



	Rationale
	Repurchasing stock when it is of low market price will increase the demand of our stock, and hence regulate the market price of our stock. Providing a regulated market price will increase the consistency and reliability of return for our shareholders. Since the share pool is reduced during a repurchase, the amount of shares receiving dividends is reduced. This offers an opportunity to pay higher dividends to remaining shareholders therefore increasing dividend returns to shareholders.



	Measurement
	Stock price has a tendency to fluctuate about a mean rate of growth, due to various economic conditions. The behaviour of share price is predicted, and the decision to repurchase stock is made when market price is expected to be at it’s lowest.


	5.3 Credit Rating

	5.3.1 Minimum Cash Balance and Investment Policy

	Policy Statement
	Maintain a minimum cash balance between $500k and $1000k, while investing remaining monies in time Certificates of Deposit (CDs).



	Objective
	To maintain an appropriate amount of cash funds in order to meet unpredicted short-term obligations, without retaining so much as to miss out on investment opportunities.



	Rationale
	The profits for each quarter are estimated only, and some variation will occur. The $500k minimum cash balance is designed to allow for this variation, and avoid high interest emergency loans. The company should not retain too many funds in cash, as the investment of cash in CDs yields valuable interest – the $1000k upper limit minimum is in place for this reason.



	Measurement
	Worst and best cases of the cash flow analysis are performed for the next quarter, and the appropriate amount of cash is invested in time CDs, leaving a final end-of-quarter cash balance between $500k and $1000k in the worst case.


	5.4 Return on Equity

	
	5.4.1 Return on Equity

	Policy Statement
	Collect the optimal combination of external funds to finance large-scale projects that are planned to occur in the future, depending on interest rates, debt ratio and market share price.



	Objective
	Deliver appropriate funding for large-scale projects, utilizing the most cost-effective methods, indicated by company operational information.



	Rationale
	Huge unnecessary costs can be incurred if the incorrect form of external funding is utilized when funding large projects. The decision of whether to issue a bond or common stock is affected by time of issue, stock prices, interest rates as well as other company policies and guidelines. Bonds should only be considered when the issues of bonds will:

1. Satisfy RGC Policy 6.1.3 (Debt Ratio), and

2. Long-term interest rates are near or at a projected low. The issue of common stock is favoured when share prices are near or at a projected high.



	Measurement
	Long-term interest rates and market share price are predicted for the quarters preceding the planned financing operation. Using this data in conjunction with our knowledge of the company’s long-term debt ratio we can make a decision on the most likely form of funding and calculate its subsequent cost.


	Section 6: Accounting Policy


	6.1 Financial Ratios

	
	6.1.1 Quick Ratio

	Policy Statement
	A quick ratio of 2:1 will be maintained after year five quarter one. During expansion we shall keep a quick ratio of at least 1:1.



	Objective
	To retain a financial position such that our company is able to meet short-term liabilities by converting assets to cash if required.



	Rationale
	The quick ratio is a good measurement of the liquidity of the company and gives the ratio of the amount of money we can obtain immediately by converting assets to cash per dollar we owe. By using this ratio we are able to maintain a level of financial strength for our company and its position in paying off short-term liabilities. With this policy we are always in a position to pay off our short-term debts such as bank loans. If the value were to fall below 1:1 then we would be relying on future sales to pay off liabilities.



	Measurement
	The quick ratio gives a measurement on the company’s ability to come up with cash to pay for liabilities on a short-term basis and is given by the following formula:
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The effectiveness of this policy is measured in our ability to pay off any short-term loans if they are required for expansion, maintenance of minimum cash balance or under other circumstances.



	
	6.1.2 Profit Margin

	Policy Statement
	We shall retain a minimum net profit margin of five percent per quarter.



	Objective
	To guarantee our company remains profitable by maintaining a profit ratio above five percent on a per quarter basis.



	Rationale
	As our company mission states we aim to sell our product at a price that would not be profitable to other companies. However, we must be careful to make sure our company is still selling our product at a level that is profitable. This ratio will ensure that our high sales, low margin approach doesn’t compromise our company’s profitability.



	Measurement
	The profit margin is calculated using the income statement:
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Therefore before our quarterly decision making process this will be calculated to ensure that our net profit is increasing at a sufficient rate in respect to our increasing sales.



	
	6.1.3 Long-Term Debt Ratio

	Policy Statement
	A long-term debt ratio below 1:2 will be maintained during expansion. This will be reduced to a debt ratio below 1:3 after year five quarter four.



	Objective
	To ensure our company remains in a strong financial position by retaining a maximum debt ratio such that our company never falls too far into debt such that we could potentially incur financial difficulty.



	Rationale
	The debt ratio gives us a measurement on our ability to take on more debt when required and hence also an indication of how much money our company can borrow over a long period of time. By keeping it below 1:3 once our current expansion is complete, our company will be in a financial position to take on more debt if we decide that we need to further expand production to meet sales. Considering our company aim to maximize market share, our ability to expand when required is essential. Hence having a maximum debt ratio while not expanding will ensure our company is in a position to expand meet future sales.



	Measurement
	The long-term debt ratio is calculated using:
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A high debt ratio implies that we have taken on a large amount of debt to finance investments. The measurement of this policy will be evaluated by our ability to finance investments such as plant expansion. This ratio will determine when we are in a financially viable position to expand our production.


	
	6.1.4 Return On Equity

	Policy Statement
	A return on equity minimum of five percent will be maintained. After year four quarter four we would expect to increase our minimum return on equity to ten percent.



	Objective
	To ensure that we are generating sufficient return on capital for investors.



	Rationale
	Return on equity provides a measurement of how much profit we generate from our assets. We believe that maintaining a minimum return on equity after year four quarter four (which is shortly after a new factory comes online) of ten percent will provide sufficient return to pay generous dividends and still have sufficient earnings to motivate company growth. As our company expands and increases production our return on equity should increase. Therefore as we expand we should use a different minimum return on equity to gauge company performance. We can increase our return on equity by increasing our net profit through expansion, increasing our profit margin, or reducing our equity through stock repurchase. 



	Measurement
	Return on equity is calculated using the ratio:
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This ratio gives the percentage return on capital invested by shareholders. We can measure the effectiveness of this policy roughly as increasing our return on equity should result in an increase in share price.


	
	6.1.5 Inventory Turnover

	Policy Statement
	An inventory turnover between five and fifteen percent shall be maintained.



	Objective
	To minimize our inventory costs by efficient management of our inventory turnover.



	Rationale
	Excess inventory is expensive whilst selling out in an area not only loses our company sales but also potentially enables other companies to sell more of their product. Hence, inventory management is vitally important to our company due to our company aim of being the highest selling company. Using the inventory turnover ratio we aim to minimize our inventory costs whilst never running out of stock in any of the areas.



	Measurement
	Inventory turnover is given by the relationship:
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A low inventory turnover implies that we have excess inventory waiting to be sold whilst a high value tell us that we have low stocks left over at quarter end. The effectiveness of this policy is measured by how much we can minimize inventory turnover while never running out of stock in any of the areas. This effectiveness will, however, be subject to environmental conditions.


	6.2 Pro Forma Statements

	
	6.2.1 Quarterly Forecasts

	Policy Statement
	Pro Forma income statements, cash flow analysis and balance sheets are to be completed prior to the decision making process. They will then be used to aid in our choice of selling price, inventory management and calculation of dividends per company policies.



	Objective
	To have financial data available to validate our company decisions and provide accurate predictions of our company’s financial situation, which will enable us to follow our other company policies.



	Rationale
	By having Pro Forma statements available for our decision making process we will be able to maintain confidence in the outcomes of our company decisions. We believe that accurate prediction of our income statement, cash flow analysis and balance sheet are vitally important to the operation of our company as they reduce uncertainty in our decision making process. The development of these statements is an iterative process. Therefore we will endeavor to increase the accuracy of our Pro Forma statements continually and consequently manage our assets better to obtain higher returns for our shareholders.



	Measurement
	The effectiveness of our Pro Forma statements is determined by comparing them to our quarter end income statement, cash flow analysis and balance sheet. If any discrepancies are found we shall attempt to build a better model. Increasing forecasting accuracy is important as maintaining other company policies are dependant on the values generated in these pro forma statements.



	
	6.2.2 Scenario Forecasting

	Policy Statement
	Pro Forma statements will be made available, in addition to those stated in policy 4.1.1, that outline the specific scenario for a quarter in which poor sales result.



	Objective
	By modeling this scenario we ensure that if we have a quarter with low sales our company will be prepared and not fall into a poor financial position. It will also ensure that company policies dependant on our pro forma statements will not be dishonored if our sales are below our forecasts.



	Rationale
	A quarter in which poor sales occur due to unforeseen circumstances has high potential to reduce our income significantly due to our companies approach with high sales and low margins. A quarter with low sales will change our income significantly due to lower net sales and increased inventory costs. By having Pro Forma statements for this scenario our company shall be prepared if our forecasting is inaccurate due to factors which we cannot model. Consequently, these pro forma statements will enable us to keep other finance policies such as dividends (see 5.2.1) and quarter end cash balance (see 5.3.1) within their policy limits for this scenario.


	Measurement
	The measurement for what constitutes a poor sales quarter is iterative. Currently the ratio we are using is that the number of sales in a low selling quarter is given by:
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Previously we were using a factor of 0.8. We expect this factor to increase due to our increased accuracy predictions and increasing net sales. As the number of units we sell increases we expect that a market fluctuation would have less impact. We can measure the effectiveness of this policy if we have a poor sales quarter by checking that all our policies remained valid.
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