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PREFACE

This is @ comprehensive and carefully balanced compilation of all the relevant topics
that need to be essentially covered and understood by any AS'/A' Level candidate
who wishes to ace his Business paper. We have managed to adopt a purely focused
and goal oriented approach in this context that would enable students not only to

grasp the content but also assist them in analysing and evaluating individual

components.

Shameel Khalid

Cell: +92 300 9450052
Email: shameelkhalid10@gmail.com
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en

in the shapé of goods (tangible products) and services (intang;
output ! termed as a business activity. Business ac(tivi;;]g't:e
re

. . n ©
An actiy t'h > prodqce§vz of making profit 1S

at scarcity. Hu
Wor]d Of gre these, What a

_ man needs include the basic requirements to be fyf,
weliveina esides human desires for are wants. Human wants :;d
d

d, shelter and clothslgg-m Ifil these wants aré limited. This phenomenon is referred to as
articular business activity involves identifying the right product to bs

sence of the basic economic problem mentioned above
forgone. In simpler terms, the sacrifice by an
oduct to the other is known as the opportunity

e choices dué to thetprclet g

i [ i the next best @ ernati
rtunity Cost 1S defined as the

ﬁgﬁf?dual gr organisation v\(hlle giving preferenceé to one pr

cost of that particular decision.

Factors of production:
ectively known as the factors of production,

The elements required to carry out a business activity are coll

These include:
ctivity, e.g. , plains, seas,

Land: . . '
It represents all the natural resources which are consumed during a business a
mines efc.
Labour: '
kind of physical or mental human effort, e.9., carpenters, doctors etc.

The term refers to any

Capital:

All man- ma
former includes machinery and equipment that ¢
a period of time. The latter represents cash, raw material, semi fi

de resources fall in this category. It is further classified into fixed and working capital. The
an be used repeatedly during a production process over
nished and finished goods etc. that is in

continuous circulation and utilised within a short span of time. @
Entrepreneurship: C’\O
An entrepreneur is an individual responsible for managing all the other factors of prquchbﬁ/fD an
optimum or the best possible way. e Q

N :\’\

N oA’

Concept of Adding Value:

i ; N
Adding value to a product means charging a higher price but keeping the cost of\lefE'lng the good of
) = betterdmagé for-the product of by

providing the service the same. This can b ieved
providir ! e achieved [aibeleldhs>
improving customers’ perception of the q ity IE | ] : i X \\g

An entrepr i &Y o
preneur organises land, labour and capital resulting in'al Kinds ofbusine clivities. People who

have this role typically perform the following functi

Innovation:

gi?egatti)on_and implementation of new ideas is a f
Bod Shusmess gctlvity usually comm‘ =N "y
¥ Shop by Anita Roddick in 1976 is an
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= 0 offer toiletri

es i H . -
hts. and cosmetics for sale with a special emphasis on

of . :
conservation, environment and animal rig

Organisation:

pecisions about the location of the

often made by the entrepreneur. If the firm grows Ehon methods, product design, prices

, wages etc., are
others.

Assuming risk:

0 ; ’ . :
eling the goods or services he has pr;ydﬁcggibmty of a loss in future since he might be unsuccessful in

social enterprise

It is a business that feels accountable towards stake hold i
o ers oth
these responsibilities towards custome 1S, local residents. o er than shareholders also. Accepting

sccordingly can give firms a major com ployees and the environment and acting

! ! petitive advantage. However, it may increase business costs, e.g.
purchasing expensive but non-polluting capital equipment. ' d =

(Also see PEST Analysis in Section 6 for further details)
Triple Bottom Line:

The triple bottom line is made up of the "social, environmental and economic" factors that must be
considered seriously by all progressive business organisations. The social aspect pertains to fair and
beneficial business practices towards the labour and community in which a corporation conducts its
business. The term environment refers to sustainable environmental practices, indicating that a business
needs to give due attention to issues such as pollution and recycling. Finally, the bottom line is
economics, which basically highlights the significance of generating profit, an objective pursued by all
business organisations, conscientious or not.

Itis worth mentioning that almaost a similar phrase was coined by "Shell" also, in which the terms' people,
planet and profit' replaced 'social, environment and economics' respectively.

Ethical Issues:

Ethics can be defined as a system of morals or rules of behaviour. These are the values and beliefs

which influence how individuals, groups and societies behave. To say that something is legal is not to say !.

that it is ethical and vice versa. For example, advertising directed towards children might be legal bu

many see it as unethical. Similarly, in the past, the use of inside information in share degling,‘w\és

considered unethical, but was nevertheless legal. The basic distinction to make is that the Jaw,concems

whether an action is allowed or nct ailowed whereas ethics concern whether an action is right o\r?wrong,

acceptable or unacceplable. It is advisable for a business to seriously look into various _eth'lcal\i‘ssues and

fulfil its CSR or “corporate social responsibility”. The term “ethical” is used 'to“rgferl.,\t‘o businesses

which recognise the impertance of social respensibility and the need to consider the effectsof its actions

upon stakeholders. For example, an electricity generating business may,be.operating within legal

emissions limits. However, it may fee! that it has to change its production methods }o reduce emissions

even further because it believes bisinesses should work towards a cleaner environment. A strong sense

of corporate responsibility was displayed by Orange, the cell phone c»o‘mpar!?;, when it introduced tree

shaped transmitters which blended in with the surrounding area. Howe’ypﬂ- it is worth mentioning that

despite the contribution of being elhical towards an improvementiin.the image and reputation of an

organisation, the significance of profit making must not be und‘érmin\eg}rhe ultimate goal pursued by a

firm has to be the reduction in costs that would eventually Igadtg\-an‘ increase in profits. Therefore, the ,

effort to act in an ethical way should be made without comprogﬁising the profit motive significantly. ']
& @

. @ Q.\
P Sl
&S

~

Scanned by CamScanner



8
Read & Write Publications Business gny
n
S Enp,

ynit-1
1.2 BUSINESS STRUCTURE i
Economic sectors
primary Sector:
, , ive industri ' i
ng ;g,ﬁfj, ;S:;mﬁi i!nh;. t:éractn:e industries that acquire raw material from naturally available rg
secondary Sector: SourceS'
g industries that convert raw material into semi finished or fi
Inished 9o0ds

it comprises of the manufacturin
eg. textile industry.

Tertiary Sector:
This represents all kinds of services such as banking, retailing, etc
e three seclors varies from country to country, depending on ¢
' on ractOrs S
uch 5
§

The significance of thes
availability of resources, size of the population, etc.

Public & Private Sectors:
ctor comprises of businesses owned and controlled by the geliET
ent. It operat
es for th
e

community and pursues profit as only a second .
: e ary motive, It
o 2.2 Ll Caporste, & esponstl o g ceta sl i
en if it does not prove to be profitable a}‘?l;f'ssemia' f""Ciliti(:)s.r
: IStan Ra”w
ays js

The public se
welfare of the
organisation, oft

to the masses an
2 relevant example in this context.

n of Privatisation and Nationalisation:
s a process in which state-owned assets are
. sold i
e advantages of privatisation are: to the private sector, €.9., Pakist
. L an

Compariso

Privatisation i
Telecommunication Limited. Th

The sale of state-owned assets generates income for the government that Id
would be used tg .
: provide

public and merit goods to the masses.
The company's primary motive becomes profit as compared to society’s welfare. Thi
. This leads to
greater

competition increasing the efficiency level.
_  These businesses will be more responsive to
. consumers' needs and wa
Management WI“ be freed from unnecessary political interference by i
purely commercial grounds. and can easily take decisio
- _J;{r?wever, this system is said to have the following drawbacks: o
e private se i : ' %
p ctor pursues profit as the primary motive and tends to i ' o~
ignore social welfaref-.b}/n%\t
L ';_7_«._,"' .\,,'\

- Y
P

taking social costs into account.
It leads to creation of private m i i m
onopolies against which con
sumers have inade o
. quate protection;-

- When operated by private individ
: uals, any parts of i hi
bl a4 any parts of the business which max 5 will be
services havepgeen stt?a;;:de ahsagj;;nic;rg} Catsti of public transport in numg]rifi iolﬁ,ff},:f '“‘g S tinged
Privatisal hey were not that profitable. This lezds to unemployi b o s
ion has promoted capitakism worldwide and the gap bec;j:mtr::. ;?eemprl]oym i
LY. nch-’}and the poor has

P

widened.
Legal Structures \ & W
Sole Proprietorship:

Itis an unincor, :
b porated busines: ; Ly o
liability means that s owned by a single individ b JEL i
: as cx idual withu il o
grerdilors have the right ct)éetérlf,: er(i,s ri:?b[e op Ly FESponsibie 'fd;h;}‘?’g&? c:ligag!lgé Tp t?r‘i‘erm unfimiteg
ole Proprietorship is th r his personal assets ‘or belongi - , failing which, the
: S n
p is the oldest and the simplest form of Business grlgjqii {;p?égfgftgn:zm\;r_lthe”ar?ount,
A e\ ail outlets.

A,
v
e
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Advantages:

The formation and dissolution of a gg
technical formalities. The owner enjo
gharing.

prawbacks:

le proprietorshi
shi ‘ :
¥S a high degrec;)c;jtfc;'(laesx'm?F Involve any major or complicated legal or

partnership:

is a form of business in whi =20 indivi
g;;rtners participale in ai bLﬁ?;\%hs: ;C(:i‘lfi}?;\:céiais decide to run a business under unified control. Active
C onetary investment in anticipation of 4 mon:tar‘egular basis whereas a sleeping partner only makes a

o the business: ry return, and is not concerned with the day to day
advantages: There are additional f [
A eas 1o specialisation, unds available and workload as well as losses can be shared. This

D;i*:??sfik:ﬁ ea‘?;ﬁgﬁ::ﬁ;naﬂ r?dn:r ur?oirr;n t.;c;nf{icts and a disagreement due to the difference in opinion of
; ' circumstances imi iabili
charing can also be regarded as a disadvantage. , partners have an unlimited liability. Profit

Joint Stock Company:

This is an incorporated business in which a large number of individuals contribute towards a joint stock or
apo.ol of money. Thg directors apd sharehc_)lders have a limited liability. A JSC is further classified into
public and private limited companies. A public limited company offers its shares on the stock exchange in

order to raise funds wheregs in case of a private limited company, the shares only change hands within a
small group of close associates.

Significance of limited liability:

Limited liability signifies that the liability of the owner is limited to the extent of his investment. This
prominent feature of limited companies attracts people to invest more in these companies. In case of

liquidation (when the company is unable to pay off its debts), they are not liable to lose their personal
possessions.

Conversion of a Private Limited Company into a PLC: (Analysis):

If the owners of a private limited company decide to go public, they wish to enjoy the following benefi}g

Fal
_ Asubstantial amount of money can be raised from the sale of shares to the general public, ¢* </‘\Q
- Production costs may be lower as firms will gain economies of scale due to expansion. \;:ﬁ}” Q’J
- PLCs are in a position to dominate the market because of their size. K508
- PLCs can raise finance easily alsc Lecause banks are willing and keen to offer-loans o, such well
established large scale business organisations (financial economies of scale). \_‘,.5._\' N

s b
N Y ‘;-\qH g

However, it is important not to overlook the following possible.q?éﬁ)@cks:

- The setting up costs can be very high; running into millions of pouqu\_‘i_n\:cgzrialn-‘cases.

- Since anyone can buy their shares, it is possible for an outs‘pdggn%@gt to take control of the
company. P o ,

- Allthe company’s accounts can be inspected by members pf’thap_gp]lc. Competltors_may be ab_le to
use some of this information to their advantage. They have,to publish more information than private
limited companies. 3 5\{\ _ o

- They are not able to deal with their customers at a personal ley el, owing to their size.

- There may be divorce of ownership and control whi{cp’.rri“i\g.b’tflead to the interests of the owners being
ignored to some extent. oA

TS
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Itis argued thal many of these companies are inflexible due to their size. They might find change
difficult 1o cope with.

MULTINATIONALS

Multinationals are large scale, well established businesses with their head quarter in one country ang
operating through a network of production plants and/or branches in different parts of the world, e g
Unilever, Microsoft etc. These must not be confused with local or national businesses that operate on a
limited scale catering to the needs of customers in a particular town or country respectively.

Advantages to multinationals:

MNCs are in a position 10 enjoy a variety of economies of scale, including purchasing, financial, risk-
bearing and technical economies, due to their rapid growth. They are fully aware of their importance to
the economy of the where they are investing and can somelimes pressurize the government to show
flexibility in its policies regarding key areas such as taxation, environment laws etc. Multinationals often
exploit the resources of developing countries and have an access {o cheap factors of production.

Drawbacks to multinationals:

Management problems may arise for an MNC since they usually function on an exceptionally large scale.
Nestle', for instance, has a workforce of almost half a million and deals in almost 1200 different producls
in over a hundred countries. Sometimes, the lack of sufficient amount of local knowledge can also creale
problems for such companies. It has also been observed that unfavourable political, national or global
events may have a negative impact on the performance of certain MNCs. as scen in the case of the
airline industry after the incident of 9/11.

Advantages to the country:

Developed as well as developing countries encourage foreign investment since it usually accelerates the
rate of economic growth. Countless employment opportunities are created as they offer jobs io the locals.
These multinationals are responsible for introducing new technology in these countries which is not only
in the interest of the customers but acts as a source of ideas for domestic industries also. Standard of
living can be raised since these companies add a touch of comfort and convenience to the lifestyle of the
masses. Moreover, the government generates a substantial amount of revenue through taxes paid by
these multinationals. The operations of such companies in a particular region increase the confidence
level of other foreign investors and they are also encouraged to explore new markets. -

Drawbacks to the country:

Multinational corporations, due to their financial and technological superiority, create serious problems;fol
the local competing firms. Customers prefer products offered for sale by these reputable organigatiQ S
minimising the chances of success of the domestic industry. As discussed above, MNCs are.alép\n
for exploiting the natural and human resources of developing countries, in addition o efter:ti\ﬁ unat
pressure on the government for relaxing rules and regulations especially for them. Mofeov"sg’t som
multinationals may show disregard towards the social, cultural or religious beliefs of-the local resident
and get involved in unsuitable or inappropriate production and marketing activities. _~~"_ "
FRANCHISE HY Q‘D
It is @ business in whi T . O, .
is a business m_w!uch excipswe rights are purchased for selling goods ‘or services under a speciil
trade name and within a specified geographical area. The franchisor.\w‘h“d“éeﬂé' these rights, is entitleg
an initial fee couqled with a percentage royalty, to be paid by the franchisee, who has been authoriseg
use the company's registered name and logo. The continuing growth“o(ijtihchising has encouraged fif

representing different industries to enter into such agreements, & icati el
‘ ! ements, :e.g., lelecomm i
clothing (Nike) and foodstuff (McDonald's). ; C) B o nminicalion,
Advantages to franchisor: f(::";(i;&

i . ; ~ & N\
The main advantage of franchising out a business'is thaliit facilitates rapid expansion without incurt

the high capital cost of direct ownership of business%s’-ﬁthin the chain. A nationwide presence can

s

|3
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accomplished without heavy investment.

é The franchisor is also able to reduce th i t iall
in the case of wages, raw material a ini i i Il fnance most of e . et
of the chain. The franchisg, benemsr}?oadmlnlstratuon. The franchisee will finance most of the expansion

s m the efforts of committed, enthusiastic frachisees. They usuall
have local knowledge which proves to be beneficial in the expansion of the franchise. ! !
Disadvantages to franchisor:

5 : . As a result, a franchisee
cal or illegal practices such as under-declaration of sales.

Advantages to the franchisee:

The advantages to t_he franchisee are derived from the fact that the franchise involves the purchase of a
tried and tested business format. He ¢

_ an benefit from the introduction and sale of ready-made product as
well as a (ecognlsed name known to both customers and suppliers. Moreover, it is the responsibility of
the frqnch!sor to Iaunch_ @ promotional campaign for the product which will be in the interest of all the
franch!sees. The franchisee is entitled to advice, assistance and training services, to be rendered by the
fri?nchlsor. Sometimes, loan facilities are also extended by the franchisor to the franchisee.
Disadvantages to the franchisee: The franchisor exerts considerable centrol over the franchisee. This
limits the franchisee's freedom of a

> the ‘ ction in terms of product, price, terms of sales, place and the
termination of the business. Furthermore, the franchisee. in addition to the payment of initial fee and the

royaltg, Is also supposed to buy inputs from the franchisor, which mat place an extra burden on his
financial resources.

1.3 SIZE OF BUSINESS

MEASUREMENTS OF BUSINESS SIZE

The size of businesses can be measured in the following ways:

Number of employees:

It is believed that higher the number of pecpie employed, bigger would be the business in size as labour
is not a cheap factor of production. However, this is applicable to labour intensive industries such as
agriculture. It will not be a suitable gauge in case of firms thal are highly capital intensive or mechanised .
in nature, e.g., car manufacturing. t

Sales turnover: oy

This method is easy to implement for firms in the same industry. Higher the number of times gtm_é'f&rﬁi.is
able to sell its stock in a year, higher would be the sales volume, thus bigger the businessiwouldsbe in
size. However, if the firms are not in the same industry, it might creale problems as some finns are
engaged in the production of luxury goods and services For example, a firm sel‘ling co_ns_dmc_r non
durables such as foodstuff will be able to sell them much quickiy than firms engag?d.}n c{he_productlon of

air jets. 7

OV D
Capital employed: R ':E\J
This is used to measure the size of a business in terms of the investmg_nt_iir iﬁa&hiﬁery. Needless lo say, H
this method is particularly applicable in case of capital intensive indu"slr@f).- o
N Lk’
Market share: e

Lg S

The term market share refers to the sales of a particular ﬂ‘rr'n‘{i\etérmined as a percentage of total

market/industry sales. o @(‘
a _-4.;"-“ \'\I
totalsalesoft hefirm o« 77 A+
Market Share= —— f - / x 100 ;‘;‘/QS.‘
totalsalesoft heindustry Q3
o
~3
— 1
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comparing the size of different businesses. All the above

is evi hat there is no definite measure of ' . ses.
It is evident t h as profit can provide useful guidance in this context,

mentioned factors as well as other indicators suc

SIGNIFICANCE OF SMALL BUSINESSES

It is a general observation that small businesses not only survive but achieve success despite the
presence of a large number of well established competitors in the market: The fol'lowmg factors make 3
major contribution towards the significance of small firms in today's competitive business world.

Personal Services:

Small firms are in a better position to offer personalised services to their customers. Non standardised
processes in which mass production does not serve the purpose can be handled in a more effective way
if the firm is operating on a small scale due to the element of personal attention. The professions of hair

dressing and tailoring fall in this category.

Geographical limitations:

Large firms tend to overlook small towns, villages or remote areas due to geographical limitations and are
more focused on major, metropolitan cities, finding them more profitable. This situation provides the
smaller businesses with an opportunity to explore the market and serve the customers in these neglected
areas. This is another reason why small firms mange to survive and flourish.

Role of government:

Governments play a supportive role towards small firms and infant industries. Such firms can benefit from
a variety of subsidies including tax exemption and availability of cheap raw material and are able to
reduce their costs. Moreover, there are no major technical or legal formalities involved in the formation or
dissolution of small firms. This allows them to find a foothold in the market and attain a steady growth rate
with the passage of time even if the initial investment is small.

Demand for variety:

Small firms do not rely significantly on advanced technology and are functionally flexible enough to adjust
to the changing purchasing pattern of customers. It is a general observation that the workforce involved is
multi-skilled and can perform a variety of functions as per requirement. In Pakistan, for example, almost
the same group of people is found making bangles during Eid festivities and manufacturing kites when
the kite flying season is on.

Luxury items:

High income groups ha\_re the tendency of buying non standardised or customised products. Luxury iff':ms

such as private jets or jewellery are usually made to order and the potential customers need 1ndiVi5:ida'

attention. Small firms can fulfil this requirement more effectively and are quite successful in-businesses
¢ N ~ -

involving production and sale of luxury items. RTINS
A Q

&7}
INTERNAL GROWTH &’ _.;\\
\ /_,‘-:"\* |L\"’
The term internal growth is used in a situation in which an existing business e%ﬁén‘ds—}”without joining
hands with any other fim. Usually, a profitable firm is able to finance expansion by reinvesting profits.
Internal growth is a relatively slower process but there are examples of certain ‘Well known companies

such as Hoover that grew to a very large size while growing internally. .= «(’\)

-~

A ’::\ (j\‘
EXTERNAL GROWTH AN N
This invol . N
L is involves the acquisition of one firm by another. It could.be*done"in the form of merger or takeover.
he former implies a measure of voluntary agreement whefeas-the latter indicates that a predator firm

swallows up another firm by buying its shares. Broadty speakingZéxternal growth is classified into:
MY o - ’
QI
s

el
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Vertical Integration:

stages of the same production process, it is called
integration, e.g., the owner of a
f a petrol station

When the merging firms are engaged in different
vertical integration. This could be further categorised into forward vertical
cotton field taking over a textile mill or backward vertical integration, e.g., the owner o
taking over an oil refinery.
The significance of vertical integration is that it allows the concerned firms to enjoy economies of scale
due to a reduction in average costs resulting from expansion. Moreover it is easier to keep a check on
quality related issues since the manufacturer owns and controls the source of raw material also. The level
of customer service can also be raised. Vertical integration proves to be profitable in the long run also

pecause once the external links in the chain of production like the supplier of raw material are eliminated, {
the manufacturer is in a good position to keep the costs of production under control. However there is @
possibility that the sudden increase in the scale of business leads to certain serious management

problems, technically known as the diseconomies of scale. |
: |

Horizontal Integration:

This is a merger between firms that are dealing in similar products at the same stage of production. For
example, if two car manufacturers join hands, it would be classified as horizontal integration. RBS & ABN
AMRO, Walls & Polka, Mercedes & McLaren all represent horizontal integration.

Horizontal integration proves to be beneficial for the management of the concerned business since it
results in @ marked decrease in competition and therefore higher prices can be charged. There will be
economies of scale also. The merged firms can share their respective expertise and come up with
technologically superior and more useful products. However it has been observed that such a merger
may lead to conflicts between the members of the workforce since they come from a different corporate
culture and may find it difficult to get adjusted in the new environment and work closely as a unified force.

Also, redundancy is caused due to duplication of jobs.

Conglomerate/Lateral integration:

A conglomerate is formed when two or mare unrelated firms are involved in the merger or takeover. They

deal in totally dissimilar products at different stages of production, e.g., a car manufacturer takes over a
restaurant. Gillette, that took over Parker & Waterman pens, Braun Electronics and Duracell Batteries is

one of the leading conglomerates of the world.
Firms involved in a lateral integration enjoy risk bearing economies of scale since they operate in totally

different industries at the same time. However the lack of relevant experience may create hurdles for the
management of a conglomerate.

Friendly Merger:
This takes place when a business is facing operational problems and might want to continue, but under
AN

the control of a stronger company. & /\
Hostile takeover: ";} 0(‘3

: : . . >
This comes into effect when a firm resists or does not want to merge with another busipej‘és‘}b'ut is taken
over by the other firm forcefully. In such a situation, almost all the company’s shares‘dubtedﬁn the stock
exchange are bought. \f‘}‘ N

\
Synergy: & ‘) Qrb
A

Syn_ergy is a term used to.describe a situation when two things arq_bgtter oqggrated being one. In
business, this is applicable in case of two companies joining hands{rﬁorder,to operate together and
O\

proving to be more productive. \\.
Joint ventures/Strategic alliances: ;\‘ \‘:\\'@
- . - . \‘;‘
This is when two businesses decide to share costs and resansﬁ'yilitfé‘s pertaining to a business project. It

fe'r:?f;ﬂijt as %ompetition might decrease and each com aﬁy’(géﬁ" specialise in a particular aspect of the
. A significant plus point of joint ventures is that s ch'\c’on'wpanies can enjoy certain advantages of

mergers or takeovers without losing their identity. Hoﬁg\?e:gdhére might be cases when joint ventures are

&
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%l in achieving their objectives. This is primarily due to disagreement between different
-=r-ne'nts as their views might conflict at times.

UnSUCe
manag
Economies of scale: | -

o refars to a Situation in which an increase in the scale of business leads to a reduction in average
e &-*“_IE""’?- 1 “n;al economies are the ones that are enjoyed by a single growing firm irrespective of
of ?er__“f;':cof;:i;war‘;z other fims in the industry. If the entire industry (collection of similar firms) starts to
\;::33: :” sczoep{l:he: resulting advantages are called external economies of scale.

=

Internal economies of scale:

hasing economies: ) , . . ]
iulracma ﬁng requires raw material in bulk which encourages suppliers to offer discounts. This factor is

pivotal in reducing costs and improving profit margin for growing firms.

isk bearing economies: ) . .
f_zarae fims glways make an effort to widen the range of their products. This minimizes the element of risk

cince if on of the products fails, the company still has a chance of recovering the amount by selling other
it=ms in the product mix.

Financial economies: _ ) . . o
Financial institutions are keen on offering assistance to large and established businesses. Thatis why itis

easy for the management of such firms to get a loan application approved.

Managerial economies: _ .
Large firms benefit frem the services of specialist functional managers. The expertise of these specialists
proves to be in the greatest interest of the business as it expands.

Marketing economies:
The cost of advertising and distribution rises at a lower rate than increase in the output and sales. Thus,
in proportion to sales, large firms can advertise more cheaply and effectively than their smaller rivals.

Technical economies:

Established firms can specialise in terms of workforce as well as machinery. Moreover, following the law
of increased dimensions, a slight increase in investment may enable a growing firm to enjoy more than
proporticnately high returns.

External economies of scale:

Ancillary services: &
An expanding industry is often assisted by other supporting industries that provide ancillary serviceé\such‘

as maintaining an uninterrupted supply of raw material, e.g., leather for footwear industry. | n this Waﬁ;the

manufacturers can focus on the production process without worryin ilabili ighquali
abou . \
low cost raw material. ving tthe avallab|l|ty___,9f_ h}g\il}quallty
P .I\
- v'\f N
Commercial facilities: | ::‘:\'u N’ \

|r|dl.llstl'i85 in the tertiary sector offer commercial facilities to
achieving their short and
advertising, efc.

. . &f ) :
growing busmesses:zand:sﬂpport them In
long term goals. Such commercial facilities includé_insurance, transportation,

N N !

L l;;':‘ X LU
Availability of labour: ;‘7\“’\' O
Large industries are usually concentrated in particul 'Sial

. a S i i i
sports goods industry. This leads to the creatign of a s e.g...élqlgq; o HaliatoiS KmowmNorItL

useful for all the firms in the industry. huge skillad workforce that can prove to be equally

r\
Cooperation: b "Z?t\\
Firms that constitute a particular indust o
! : ry compete, against each o
:—rl‘?::s:ter,hthese rivals may decide tolcooperale WI_t‘ﬁ;é'acﬁ“other in ts.hflj tf_or o e target i
s have to be safeguarded. For instance, the ﬁir@?‘ﬁi an industry wiIEI’ g:;r:saf here'fcertam commOf:
a unified force agains
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unfavorable government policies. Similarly, they may contribute towards a pool of money that can be

used I'o_r es!;_ablishing Research & Development centres or publishing journals that will be highly useful to
all the firms in the industry.

Disintegration:

Whenever a production process becomes too lengthy or time consuming, it is divided or disintegrated into
numerous simpler processes. Each process or phase is controlled by a separate group of firms or
industry, e.g., production of cotton cloth is divided into ginning, weaving, spinning, dyeing, etc, This

sp?Icialisation of resources not only leads to sharing of workload but a definite improvement in quality as
well. :

DISECONOMIES OF SCALE:

The increase in average costs as a business grows beyond the optimum size is technically known as
diseconomies of scale. This can be classified into:

a) Management problems: In case of large businesses, managers find it difficult to perform the functions
of control, communication, coordination and morale maintenance. They are unable to pay undivided
attention to various aspects of business such as human resource management and quality control.
Powers have to be delegated to others and this lack of personal attention may lead to deterioration in
performance.

b) Rising prices of inputs: As discussed earlier, an increase in the scale of business results in the
advantages of bulk buying or purchasing economies of scale. However, there are situations that can be
exploited by the supplier. Realising that he has a monopoly or that the manufacturer is largely or totally
dependent on him for acquiring raw material, he may start charging higher prices. Similarly, the workforce
can also adopt a similar strategy and demand higher wages for the extra effort that they are making since
the business is expanding.

1.4 BUSINESS OBJECTIVES

BUSINESS OBJECTIVES IN THE PRIVATE & PUBLIC SECTORS

All businesses pursue a variety of short and long-term goals or objectives. Stakeholders in a business
play a key role in shaping up the objectives of a business organisation. For instance, if the owners are the
most dominant stakeholders, then profit making is likely to be an important goal. Similarly, if employees
are influential enough, then issues like job security and good working conditions coyld be the primary
objective. In this context, businesses often issue a mission statement which is a description of the overall

aims of the business. 7 7
A2
Survival: 5"/,\0
Survival is considered to be an important initial business objective, specially in case_of nevyly ésﬁabi;awed
small businesses. Firms may encounter a number of problems when they first begin trading including a

lack of experience and resources as well as threats posed by the already estaptisheg célji'p}atjiors. As a
result of this uncertainty, the most important business objective might be to survive in the initial stages of

: \"®
trading. e \> Q{bq/
Profit maximization: \f @

X A3, \ . -
There are many who are of the opinion that the main aim of private §ectpr_t\>t}1\smesses.|s to maximise
profits. This is achieved when the difference between the total revenue Qna t&atotw costs is the greatest.
Growth: , \a:‘;*{\\@
L X . .

Many businesses pursue growth as their primary objective. In fé'ct\@le?e are businesspeople who believe
that growth is a pre-requisite to survival. Failure to grow migrlt':re‘sq]t n a loss of competiveness, a decline
in demand and eventual closure. If a firm is able to grow a[lg dpminate the market, it may be able to enjoy

some monopoly power in future and raise its price. Moreﬁveg“growth allows a firm to diversify and reduce
the risk factor. %.V o
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Sales revenue maximisation:

i ienti ill jective of firms may be to gain the h
tists such as William Baumol argue t_hatlan ol;)jectlve o} ghest
Sgscsl;?tlﬂzclsear:els revenue. Needless to say, this objective will be strongly favoured by those employees

whose salaries are linked to sales.

Image and social responsibility:

In the last couple of decades, firms all around the world have shown a major te.ndency.towards
establishing and enhancing their image as socially respon5|bl.e orge'mls'atlgns_ Promoting environment
friendly products, donating substantial amount _of funds to c:hantable_mstltutlons etc. are steps taken by
businesses with the objective of improving their image in the eyes of different stakeholders.

Providing services:

Primarily, the public sector has always been responsible for achieving the goal of providing essentia]

" services to the masses at subsidised rates even if it proves to be u_n_proﬁtablg. .However there has been a
change lately in the methods adopted by the government au'ghontnes _pertamln_g tc_) the management of
these public sector organisations. Public service is obviously still the l_JItrrnate o'bjectwe but now thg public
sector is being handled in a more business-like manner. These organisations dursctiy compete agamst the
private sector firms and carry out a host of business activities such as marketing and budget{ng. They
make a serious effort to earn profit without compromising quality, cost effectiveness and well being of the
public. This trend can be observed easily in case of industries such as telecommunication, transportation
and banking.

OBJECTIVES AND BUSINESS DECISIONS

Management by objectives:

“Management by objectives” or MBO is a theory which is regarded as the brainchild of Peter Drucker. He
was of the opinion that a business can achieve long term success oniy if it has an objective-oriented
approach. MBO revolves around the following four factors:

a) A business should define all its objectives in a quantitative manner. It means that the goals pursued by
a

firm have to be describeg in terms of figures or numbers, e.g., the manager sets a target of selling
25000 units for his sales team.

b) Short as well as long-term objectives have to be arranged in a certain hierarchy. Most important goals
should be pursued first followed by the less important ones.

¢) MBO requi &
! requires that managers ought to set targets for their subordinates in such a way that proveso laé
challenging but is realistic also. This approach will keep the employees motivated and t'hf‘?_!;Wi”qP

Potential and skills in order to accomplish a given task. 1:',‘} Q{D

’,f‘

.

d) The management should make an effort to maintai i i - isctivesh l
om . 'One goa

must support and strengther, aintain consistency while setting objectives; g

: _ gien the other. This would guara rganisation” moves forward
satisfactorily and the available resources are utilised efﬁg,'enﬂyntee that the org S

The benefits claimed for MBO are that it leads to better managers. It forces man52;530 plan for results
S and st pr )

and to clarify organisational role L
' structures. It also proyi apprajsing performance and
rewarding managers, and acts ag an effective provides a means of RPra/sing p

&ncouraged to utilise al| their

Ct!;i;e arre da;ngersrand problems associated with MBQ Itis time consummg @nd, if handled badly, can
€ resentment from staff. |t may contribute to inflexibility in the faca of & changing environment.

However, it can be safely stated that MBO provi
contributions towards organisationa| success b
the overall corporate objective.

des a means of-coordinating and integrating humafl
Y setting out individual objectives designed to complemen

> &
P Q)‘b
&

Scanned by CamScanner




Business and Its Enw‘mnmenr

17
Read & Write Publications

LDERS INA BUSINESS

als or Qroups of individuals who have an i

olde : :
staken ~d by the performance of the business. These can be classified

are influence
:Sgh 2 OWNers, directors, managers and employees and external stakeholder
S munity. qovernment, suppliers and competitors. It is strongly recommende

; d to act respons

community 2mn

rpsponsibihty to its internal staﬁeholfjers bu@ also accepts the nee ( Ly
glakeholders. This means acting in a fair way towards quston1er§, financiers, :suppl T sling an
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and socially helpful products such as electronics and medicines make a positive contribution towargs th
well being of the community. o . ‘ 8
Other stakeholder groups such as financial msntu_tlons, suppliers and managers also actively interacy with
business organisations in their respective capacities.

CONFLICT OF OBJECTIVES:

The aims of different stakeholders might be in conflict with each other since they are all seeking what Is
beneficial for them. That is why business organisations often find it challenging to satisfy g| the
stakeholders simultaneously. The owners want to maximise profits by keeping their costs low ang
enjoying economies of scale. The workers, on the other hand, might demand an increase in theijr pa

level, obviously meaning a rise in costs for the owners. Businessmen usually pass these high costs to the
customers by charging higher prices. This leads to another unavoidable conflict since a customer seeks
highest possible quality at the lowest possible price. This situation puts the owners in a difficult spot as
they would not like to disappoint the customers or the workers. Similarly, if maximisation of profit is the
ultimate objective, the business might not be able to give due importance to social costs arising in terms
of pollution and other related issues. The government wishes to charge high taxes in order to generate
revenue for arranging public and merit goods. However, high tax rates, particularly in case of progressive
taxation, are known to have a disincentive effect on owners of businesses.

1.6 EXTERNAL INFLUENCES ON BUSINESS ACTIVITY

Role of government (Economic constraints & enablers)

The government plays a significant role in determining the performance of small and large business
enterprises. It enforces a variety of policies in the country having a direct impact on the ability of a
business to achieve its goals. Two of the most important such policies are the fiscal and monetary
policies that are instrumental in regulating the economy of the country.
The Fiscal Policy primarily revolves around taxation and public expenditure. The government generates
revenue through direct and indirect taxes. A direct tax is levied directly on the income of an individual
commonly known as the income tax whereas an indirect tax is imposed on goods and services, usually
charged as a part of the final price. It is commonly known as-the VAT (value added tax) or GST (general
sales tax). There are three different taxation policies in practice in different paris of the world.

since the government can generate a
evenue by taxing the higher income groups leading to a reduction in the gap
J the poor. However it is an established fact that progressive taxes have a

vestors since it discourages growth. Proportional taxation is based on a flat tax

- Social security benefit X =
— Accelerating the rate of €conomic growth through subsidies . :‘\ ™ g
- Strengthening strategic industries such as Defence and Agriculture f“Q

g the barter system.(goo her goods) in
order to meet their needs, There is no short t i Higegoods exchanged for other 2

A : em 50'”“9'}'{‘3' this’and, in order to resolve the crisis, all the

currency notes in circulation have to be replac_eq py‘ Jléle printed notes with a different value.

Iso known as demand-pull ihflqy;c':h Is experienced when the demand exceeds
~
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supply and the resulting shortage often leads to a sharp increase in prices. This can be countered by
raisir]g th_e level of production through better utilisation of the available resources. The third form of
inflation is creeping (cost-push) inflation in which the final prices are increased since the cost of
production has risen. Usually the annual increase in price is 1%-6% and this is something commonly
observed since wage rates, cost of raw material, transportation costs etc. always increase with the
passage of time. It is an established fact that an excessive supply of money in the economy, without
being bgcked up by a specific amount of gold, leads to a decline in its value. Therefore, the government
authorities adgpt a variety of methods to keep a check on the supply of money. Broadly speaking, the
government either uses an approach in which the printing of new notes is controlled or a tighter credit
policy is .enforced in order to discourage banks from lending too much money. In this context, the
following instruments of monetary policy are commonly applied by the government authorities.

Central Bank’s Discount Rate:

This is the rate at which the central bank of the country lends money to the commercial banks. In order to
control the supply of money, and subsequently inflation, the discount rate is often increased. It
discourages the commercial banks from borrowing large amounts of money from the central bank and
hence they will not be in a position to offer credit facilities to consumers at low interest rates.

Special Deposits:

The government may instruct the commercial banks to deposit a specific amount of money with the
central bank in order to control the supply of money. This amount, often termed as frozen assets, is not
released unless there is a definite improvement in the situation regarding infiation.

Open Market Operations:

Bonds are issued and publicised sc that the masses are encouraged to invest in this sector. The amount
collected by the government through the launch of bonds and other similar instruments helps control the
circulation of money and hence inflation. Pecple spend substantia! sums of money, considering it to be a
safe investment, once the bonds mature after a certain period cof time.

Funding:

This instrument of monetary policy is similar to the above mentioned open market operations with the only
difference that Funding is a long term measure since the bonds mature after a longer peried of time. It is
recommended when the inflation rates are critically high.

Qualitative & Quantitative Control:

Qualitative control is exercised when the government instructs commercial banks to be more selective
while approving loan applications. Credit should be offered purely on merit, keeping in mind”th
contribution of the applicant towards the economic growth of the country. For instance, exporters shou
be favoured in this connection. R 2 XA
Similarly, the government sets & limit to the maximum amount of money that can be offered as loam within
a given period of time. This measure, just like qualitative control, proves to be useful llr;\_c_;on‘tr\olhng the
supply of money in the economy. "=T‘\f*"‘ /.\
e
Regulating Hire Purchase Contracts: NS, q/'\
= VPR,
If the government has a relaxed policy in context of hire purchase contracts,‘.c_:éxr:l_s\umé_rs tend to spend
beyond their means which may cause inflation. Therefore, governments are.}snowri_for tightening up their
hire purchase policies with the objective of keeping a check on rising inflation’ rates. By taking steps such
as increasing the rate of interest, they discourage consumers from a\.\fai!i\r}g hire purchase facilities.
- Lx@’

=N
Consumer Protection PN Q\i\
_ b:\ ON
The government adopts numerous measures for safeguarding tbgej\ﬁterests of consumers. It makes su
that the producers and suppliers do not misrepresent the-\iaét\saThey are required_ to convey informati
to customers that is based on realistic figures. The,gavernment implements a wide range of rules an
regulations in order to guarantee that high quality stér,]dé\rg‘?must be maintained and sub-standard good

and services are not offered for sale to the masses. Foriexample, the Price Control Act keeps a check on
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ices of necessities such as staple foodstuff, The Food & Drug Ordinance IS im
iy Dzbeii*- standards in the production and distribution of food items and medicin
::g;szf:si‘«cl is responsible for removing any discrepancies regarding the informa
péckage and the actual contents inside. Departments such as the A

portant in enforcing
es. The Weights &
‘ tion printed on the
dvertising Standards Auth

> L Ority can
play & significant role in improving the quality of advertising and making it more useful for the Consumersg
Théra are many other steps taken by the government authorities also in addition to the ones Mentioneg
above with the objective of protecting the rights of consumers.

Labour Protection:

Itis the responsibility of the government to look into the problems a
this context, various laws have been passed to ensure that the wor
owners. The Minimum Wage Rate is considered to be the most imp
employers legally bound to pay a certzin minimum amount to the employees in retumn for their Services,
Moreover, there are labour laws pertaining to the working conditions, working hours, safety, discriminatory |
behaviour of the employers, fringe benefits etc. All the labour laws aim at ensuring the well being of the |
work force and increasing their productivity also.

nd issues relating to the workforce, |n
kers are not exploited by the business
ortant in this regard since it makes the

Economic systems:

The term represents the rules, re

gulations and practices that govern and
country. It is categorised into:

mould the economy of a

Planned economy:
A planned or command econ

omy is characterised by maximum possible author;
by the government. This syst

rity and control exercised
em is typical of countries with a communi

st set tp as in the case of former
USSR. The government dictates its terms to the producers as well as ihe tonsumers regarding decisions

pertaining to quantity, quality, consumption etc. The advocates of plannad economy claim that the gap |
between the rich and the poar implermented properly. Resources |

itted to exploit the consumars in their pursuit '
for profit. However, the commang €conomic system failed, as shown by the disintegration of USSR, since
only beneficiaries. There are serious dray

whbacks such as a lack of variety, -
hich are essentia| ingredients in the recipe for success.

Free market economy:

In this hypothetical system, the Private sector enjoys the maximum possible freedom to take decisions
regarding all aspects of business. Th

> ] € consumers are also in a position to make purchases at will without
being subjected to any kind of rationing laws. There is high degree of competition leading to the
bution of a variety of goods and services. Prices are also adjusted in accordance with
nite improvement in quality and innovation but since
es tend to compromise the well being of the m‘as‘s‘e's}
d for sale in order to salisfy the profit motive, The role
ignificant consumer protection Laws, That.is why it is
the hands of i nomy nurtures Capitalism which, simply put, is the accum-ulatlgn of wealth in

.t

Companies can adj
Custormers, Howe
enforces g variety

lon, pricing or distribution decisions and the privately ownedf
: ance with the ongoing trends and the purchasing pattern OIt
Tment is actively involved in measures-that regulate the economy.
C?mectlon with taxation, subsidies, consumer and labour protection Ia::
- . _-alion of a competiti tin whit iety of goods and services
availahl Petitive market in which a varie y of go
yavle for sale. There js 4 CONSeNsus that a mixeq economy’s slightly more inclined towards a free
n [ ” ]

market but it js worth mentioni . N7 . i ivities
Is severely dealt ith, "ening that any business £hgaged in‘illegal, immoral or inappropriate activitie
LV - ";\?“.
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)
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Ver, the gover,
of policies in
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International T:

Rade: ’

The exchange of goods and services across international boundaries is technically -'
termed as international trade. In simple terms, it is the import and export of goods and services. |
Resources are unevenly distributed and it is inevitable for a country to avoid participation in international |
trade. There is a set of rules and regulations that govern international trade, often known as the {
restrictions on international trade. The major restrictions or barriers are discussed below. |

Tariff: K
It is an import duty or tax levied on imported items. A tariff acts as a useful source of revenue for the
government and also protects the domestic industry against foreign competitors. Tariff is categorised into
‘Ad Valorem™ and “Specific” tariff. The former is calculated as a percentage of the monetary value of an 4
imported item whereas the latter is determined in accordance with the weight or quantity.

Quota: |
It is a physical limitation on the maximum amount of goods that could be imported or exported within a {
given period of time. An import quota creates demand in the country that can be met if the domestic
industry raises the level of production and uses the available resources in a more effective manner.
Similarly an export quota ensures that the domestic requirements are fulfiled before a product is i
exported. ]

Foreign Exchange Control:
In case the government feels that the country is passing through a severe economic crisis, it may impose
a foreign exchange control. This restriction requires everyone in the country to surrender foreign currency

to the government authorities and, in return, receive payment in local currency at a rate decided by the i
government. By doing so, the level of foreign reserves in the central bank can be raised and some !

financial stability can be brought back to the economy. However, it is important to note that this particular '
restriction is undesirable since it has a disincentive effect on the exporters. lr
Embargo: |
This is the most severe form of restriction since it involves a complete ban on trading with another i
country. An embargo is usually imposed due to political reasons and is an effective means of showing
displeasure towards the policies of a particular country. The American government has done this on i
numerous occasions with the objective of isolating countries such as Cuba or North Korea. 1

Dumping:

Somgtim?es, with the intention of capturing a foreign market, the government of a particular country may
pursue a pelicy of offering its products for sale at an exceptionally low price in another country. Thi,s"b'ris:e
is sometimes even below the cost price but is an effective tool for destroying the domestic industry of that
country. The Chinese are known for this and they have applied these tactics quite sgccgséfully\in

industries such as textile and telecommunication. ,:'}V 0\)
2 N
Subsidies: \:\U: &

/7
These are incentives offered to the business community, specially the domestic irld‘u;stry}iﬁ-the shape of
tax exemption, availability of cheap raw material etc. These subsidies prove to be an’indirect restriction
on the foreign competitors. The government, through a variety of incentiv/es, aﬁia/es the domestic
industry with an opportunity to attract customers on the basis of lower pri?ei.:), 65
NI
e o
“\‘u“-{\@
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RELEVANT QUESTIONS FROM THE PAST PAPERS (SECTION 1)

Oct/Nov 2012, P1,Q4, ‘
4 (a) Define the term ‘public limited company'. [2]

(b) Briefly explain two advantages a public limited company has compared to a private
limited company. [3]

Oct/Nov 2012, P2 (Biz Bank) a (i),
1 (a) Explain the following terms:
(i) social enterprise (lines 5-6) (3]

May/June 2010, Paper 1, Q3,

3 Briefly explain two economies of scale that a hotel chain might achieve if it purchases another
hotel company. [5]

May/June 2010, Paper 1, Q6,
6 Discuss how the objectives of stakeholder groups in a profitable business might be in conflict. (20]

May/June 2010, Paper 2, Sheep Stew Q2 (a) (i),(ii), (c),
2 (a) Explain the terms:
(i) shareholders (line 1) [3]
(ii) primary sector (line 2). (3]
(c) Analyse the advantages and disadvantages to BFC of changing to a public limited
company. (8]

May/June 2010, Paper 3, Teen Print, Q6.
6 Evaluate the extent to which external economic change will be the major factar determining future
profits of the TeenPrint company. Refer to Appendix D and other information in your answer.[20]

Oct/Nov 2010, Paper 1, Q3,
3 Explain the importance of the profit maximisation objective to a business. [5]

Oct/Nov 2010, Paper 2, Big Boxes, Q1 (a)(i), (c), Newtown hospital; Q2 (a)(i)

1 (a) Explain the following terms:
(i) interest rates (line 6) (3]
(c) Analyse the likely impact of external influences on the activities of BB. (8]
2 (a) Explain the following terms: &
(i) public sector (line 1) (3] A @)
Oct/Nov 2010, Paper 3, Radar cosmetics, Q6, Q7. % “:9"{9\
6 Discuss the extent to which the data in Appendix A and other external factors cou@'iﬁﬂuéﬁc‘e the
future success of Radar. [20] NS
7 Evaluate the extent to which Radar is fulfilling its responsibilities to stakeholders*[20]"
May/June 2011, Paper 2 Turbo Tractors, Q1 i), (ii ; v
1 (a) Explain the following terms:Q (8. McQuarmy, Qz(a)’(l)’(h)'@'\;} Qrb
(i) Economies of scale (line 2) (3] 7/ U
2 (a) Explain the following terms: X e
(i) Secondary sector (line 9) (3] O o
(i) Addvalue (lne28). (3] e
(d) Evaluate the impact of the Crushblock project oflgvo of-?\ﬂQ‘s stakeholders. [10]
Oct/Nov 2011, Paper 12, Q4(a),(b), Q8, b @bo
4 (a)  Define the term ‘objective’ as used by a bdfslhess. 2]
(b) Explain two objectives a small busiQ:‘s_s’?night‘]wave in the first year of trading. (3] |
& |

\Y:‘A
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Discuss how the ethical decisions of a large clothing retailer might help or hinder its business
performance. [20]

Oct/Nov 2011, Paper 22, Rex Cinema, Q2(d),
2 (d) Discuss the extent to which Rex's overall objective is being achieved. [10]

Oct/Nov 2011, Paper 32, Atlantic Steel company, Q2 (b), Q6.

2 (b) Discuss the impact of ASC's privatisation on the company's stakeholders, using data in
Table 1 and other relevant information. [16]

Evaluate the usefulness of long-term planning and corporate objectives to ASC, which operates
in a constantly changing business environment. [20]

6

May/June 2012, Paper 12, Q1, Q5,

1 (a) Define the term 'economies of scale’. [2] '
(b) Briefly explain two economies of scale a retail business could achieve as it expands. [3] '
5 (a) Explain the advantages of a ‘co-operative’ as a form of business. [8]
(b) Discuss the factors that could influence the success of a small business. [12]

May/June 2012, Paper 32 Global Conglomerate Company,Q1, Q2(b}), Q7.

1 Analyse the benefits to GCC of being a widely diversified conglomerate. (Lines 4-5.) [10]
2 (b) Assess whether the directors of GCC should substantially increase dividends to
shareholders.[14]
7 Discuss the importance of corporate objectives and corporate planning to GCC's future
success.[20)]

OCT/NOV 2009: PAPER 12, Q1 (b),

1 (b) Briefly explain two objectives a small business might have, other than profit
maximisation. [3]

OCT/NOV 2009: PAPER 22, PEDRO’S FISH, (d), _
2 (d) If PF decide to use the boat for tourists, evaluate the impact the government might have
on PF (apart from interest rates). [10]

OCT/NOV 2009: PAPER 32, CHAN BEAUTY COMPANY (CBC), Q7.
7 To what extent should it be a priority for this business to meet the needs of stakeholders other
than shareholders? [20]

MAY/JUNE 2009: PAPER 1, Q3, p

3 Explain one advantage and one disadvantage a multi-national company might bring to a : y Q
developing country. [5] ) \,,.f‘ ‘ ;l\
MAY/JUNE 2009: PAPER 3, CAR MANUFACTURER AT A CROSSROAQS, Q1. ‘ »‘i Q‘)::’
1 Assume Eastern Motors has a factory in your country. Analyse the impact of gny\two .leigal
controls on this factory's operations. [8] O \:‘1 N
L0
OCT/NOV 2008: PAPER 1, Q4. N d“—f)*
4 (a) State two ways of measuring the size of a business. [2] \ R _
(b) Briefly explain why growth may not be the most important_t'o\t‘nLectNe:for a business. [3]
v L
; N
OCT/NOV 2008: PAPER 2, PAPER CLIPS, a(i),CC COSMETICS, (d)..‘\\&a O
1 (a) Explain the terms: - 4
(i) Stakeholders (line 7), [3] Ly N . o
2 (d) Discuss the implications for CC of its ethical ESP‘macﬁto business activities. [10]
O
OCT/NOV 2008: PAPER 3, TANROH'S DILEMMA, Q§6, Qi} &Qf . o
6 Discuss whether the government should su por{’and:protect important industries in your
country.[20] Q(* N

&
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7 To what extent will the future success of Tanroh's business depend on him setting clear
objectives? [20]
MAY/JUNE 2008: PAPER 1, Q1, Q3, Q5.
1 (a) State two objectives a business might set in the short run. (2] 3]
(b) Briefly explain the importance to a business of setting objectives. [
MAY/JUNE 2008: PAPER 2, GANMOR CARS, (a),(i), (ii),(b)-
2 (a) Explain the terms: :
(i) multinational (line 9) [3]
(i) economies of scale (line 22). [3] . 8
(b) Analyse how the Government might influence the activities of GC. [8]

SIONS(PT) Q6. <7 Evaluate the advantages ang

he TVv4U chain of shop

MAY/JUNE 2008: PAPER 3, PYRAMID TELEVI
endation. [20]

6 Would you recommend PT to take overt
disadvantages of this takeover and justify your recomm

nufacturer of cars. [5]

OCT/NOV 2007: PAPER 1,Q3, Q5, (a), (b), _ ¢ scale to @ ma
Briefly explain the importance of economies O c . . .
g (a) ’ AF;aIyse the Eeneﬁts which a private limited company might gain by becoming @ public
om private

limited company. [8) oups might view the decision to change fr

(b) Discuss how different stakeholder ar
limited company to a public limited company. [12]
OCT/NOV 2007: PAPER 2, ZETA OIL, (i), (c), (d)-
1 (a) Explain the following temzﬁ: 3]
i k Exchange (line .
(c) g.?‘:alyse ?tgzcmain usesgof ZO's accounts for stakgh_o_lders other than ZO'’s workers. [8]
(d) Discuss how the Government might affect the activities of ZO. [10]
2007: PAPER 1, Q1. o
1MAY“U(':;E Explain one objective of a public sector orgapls_atlon in your f:ountry. [2]
(b) Briefly outline the main features of a ‘public limited company'. [3]
MAY/JUNE 2007: PAPER 2, TECH NEW, a, BEE’S MEALS, a (ii).
1 (a) Explain the terms: _
(1) private limited company (line 1) [3]
(i) multinational (line 3). [3] @
2 (a) Explain the following terms: {\ 0
(ii) payback. (line 13) [3] . 0 é\
LN\
MAY/JUNE 2007: PAPER 3, CRAFT DESIGNS, Q3. h\':\()o
3 Evaluate the likely impact on the business of the forecast economic conditions‘i% "pg\n']dlx A14]
NN
OCT/NOV 2006: PAPER 2, HILLTOP SERVICES, a (i), \"’:j q/'\
1 (a)  Explain the following terms: D
)  sole trader (ine 2) [3] < TQ
OCT/NOV 2006: PAPER 3, LOCOST AIRWAYS, Q3, Q7. 't‘z‘-‘@@
3 The different stakeholder groups of LoCost Airways will be affected ir’f}/ery different ways if the

firm is sold to UWA. Discuss whether it is in the best interests.of LGCost Airways' stakeholders fof

UWA to take over the business. (You might find data in Ap X"
_ . Appendix B helpful). [16
7 DISC.USS the advantages and disadvantages to companies!.such as UW?A ch [a sgrategy of
continuous growth through integration with other businéssés. [20] l
, S¢

& @
289
S
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o4, Q1,Q3, Q7(a),

Unit 1

- 2006 174 . .
MAY;’JU("")L < ’ e ne difference between the public sector and private sector of an
a .
1 ( ! 17 . . .
(ol one difference between private and public limited companies. [3]
b 1.h;‘ roitance of profit maximisation for a public limited company. [5]
3 Explain Analyse the henefits to your country's economy from a multinational manufacturer of
7 iz{ﬂpl”(—'rg‘[”;i:;l‘ G & now facfory there. [8]

<TAR PHARMACEUTICALS, (c), HOME FARM, a(ii), (b),

' PER 2, '
MAY/JUNE 200%’;{\,55 the extent to which ethical issues should concern SP. [8]
1 (c) Ex‘plam the following terms:
(@ iy export market (line 3) [3] | ‘
Explain how an increase in the country's exchange rates could affect the farm'’s profits.
(b) -
(4] '
. RAVE CONFECTIONERY, Q7. ‘ .
MAWJUNE 2006: PAPEVEU:IB& you advise businesses such as Rave to consider the interests of all

ior decisions? [20]

t extent )
To wha s when taking maj

stakeholder group
3, Q7. o
0CTINOY 2005: PAPtERo1r'e§s10(:s)'vﬁ§/’ t(f?e market for a product might rgdupe in size. [2]
! e N rvr:anufacturing business might be affected by ethical issues. [5]
! Eapiln rsutmt/eatwo ways in which a business may achieve added value. [2]
: ) Wﬁ is added value important for businesses? [3] ' .
o Exp!l/ain the advantages and disadvantages of being a small business in food

)
R . 8 . H
(b) Ir;tsac‘ﬂgg vx[/hjether the government should support small businesses in you

r country. [12]

OCTINOV 2005: PAPER 2, SUN HOTEL, (cl) ountry’s exchange rates might affect the Sun Hotel. [4]

2 (d)  Outline briefly how a rise in the ¢

. PLC, Q6.
OCTACN 2005: PAPER 3, NESGAD tinue to manufacture products from the factory that pollutes

b Discuss whether Mercardo should con
the local environment. [20]

MAY/JUNE 2005; PAPER 1, Q6, . o

6 Discuss how businesses in your country might be influenced by government intervention. [

MAYLIUNE 2005: PAPER 3, WOTTON COLLEGE, Q3, Q7. | | @O
Discuss the possible advantages and disadvantages to Wotton College of taking over'Ml.d %’\

) ?chool‘ (16) e
agc\ghat extent should a business such as Wotton College take the interests of stal&s{uold@smto

untwhen making decisions? [20] ¥ [\I\

OCTINOVZ ' \% /

1 004: PAPER1, @1, Q3 (a \0 :
a Define the t ’ ! (bQ/

B) St erm ‘free market economy’. [2] ;
t J s
(a) hree legal controls which affect the way in which businégqsr‘qgrate- [3]

tate two \
different ways in which the size of a business g\agj}t be measured. [2]

OCTmov
1 2004; PApgg
, 2
) Discuss g pporIR THE BIILDERS, (c), (d). WS o
Examina the ﬁ|°blecnves of the stakeholders in 'B‘é”fji'r'sk‘&fsiness. (8]

3

:MY”U(':)EZ : o Problems that Baljir might experience fro*g;g(c\expanding the business. 10]
(b) gsglr;?nlhe !e'rg"sglg-lrad ' b bo [
One <:1isadvantagee L’f [bzgin o <\®®
g @Sfe’ ~;g\a‘der. (3]
9
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Discuss how
a government's macro- icl |
achieve their objectives 1201 macro-economic policies might affect the abllity of  businesses 0

MAY/JUNE :
2004: PAPER 2, CANDY SHOWS LTD, a (i), (il), (d), LASTING MEMORIES, (b), (d).

1 (a) Explain the following terms:
(i) economies of scale (line 10) (3]
(i) multinational (line 12). [3]
(d) Examine whether Candy Shows Ltd. should become 2 public limited cormpany if the
management decides o arrange much larger events. (8]
2 (b) Suggest why the Government supported Lasting Memories. (6]
(d) Eyamine the marketing difficulties that Ahmed and Beatrice might have if they expand

into export markets [10]

MAY/JUNE 2004: PAPER 3, DECISION TIME AT TOPAZ, ¢ (i), (e).

1 (c) Aesume that the directors decide to export "Robot Warrior" and "Gita Doll" to your
country.
(i) Outline two problems that Topaz might experience. (4]
(e) Do you think that Topaz should introduce Management by Objectives? Justify

your answer.[8]

OCT/NOV 2003 PAPER 1, Q1, Q4, Q5(a), Q6(b).
the public sector and private sector of an economy. (2]

1 (a) Distinguish between
(b) Explain why some goods and services are provided by the public sector in your

country. [3]

3 (a) Distinguish between the mean and the median of a set of data. [2]
(b) Explain one business situation where the mode would be a useful measure. [3]

5 (a) Analyse the benefits to your country's economy of a multinational manufacturer
of consumer goods locating a factory there. (8]

6 (b) Discuss why the owners of a private limited company might wish to convert it into

a public limited company. [12]

OCT/NOV 2003 PAPER 2, ROUND PLC, a (i), (i), (d).
1 (a) Define the following terms:
(i) plc (public limited company) (line 1) [3]

(i)  market share (iine 2) [3]

two stakeholder groups of Round plc. [10]

(d) Evaluate the impact of new technology on any
MAY/JUNE 2003: PAPER 1, Q1. @
1 (a) Distinguish between secondary and tertiary levels of activity. [2] <\ 0
(b) Outline the benefits to a country of successful businesses. [3] . 0 <’./)\
N
MAY/JUNE 2003: PAPER 2, THE FURNITURE MAKER, (a), (b), (c)- 5" ()0
1 (a)  Define the following terms: & AN
(i) economies of scale (line 2) [3] \é\\ N

(ii) fiscal policy (line 7). [3] &)
(b) Explain two possible reasons why the government has encourageg'f‘fasagn businesses 10

locate in its country. [4] N
(c)  Analyse the factors that the multi-national business might have tonsidered when deciding

to locate near to The Furniture Maker. (8] N
AL e
:IIAYIJU(!:;E zoo::':) PAPER 3, FAST FOOD FRANCHISE, a(i)(ii). “& "-.x&’
~ Analyse the advantages and disadvantdges tq:Rashid and Shivani heir
decision to take out a franchise. [8] *‘?5 ’\&5 nd Shivanioft

: Ll s .
(ii) Discuss the likely impact of econogzﬁérlgﬁ‘aints on the future success of this
<

business. [8] &
ol

F
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SAPER 1. Q1. QI Q5 (a), QT (a).
vo o Fsrentmethads of measunng the size of a business. [2)

S why T might be difficult to compare the size of different businesses. [3)
I constraints might limit business activity. [5]

N . ~ur country. '-aga oo
N ~hse e advania ges and disadvantages for a private limited company of
) -2 "2 %0 2 public imited company (plc). [10]
OCTADY D0 PAPER 2, TRAVELSTOP HOTEL, a (i), (d).
N 2 Cefrethefo awing terms:
() interest “::es\ “e 23) [3]

(d) .2 .zt= the impact on the Travelstop Hotel of a rise in interest rates.[10]
MAYUUNE 2002: PAPER 1, Q1, Q5,
‘ a) D st~gush between private and public limited companies. [2]

(b) Explain the signi 'pam,e for companies of limited liability. [3]

cies may affect business decision making in your country.[20]

no

o

WAY JUNE 2002: PAPER 2, THE EATING SHOP, (d).
cuss the relative advantages and disadvantages of businesses such as The Eating

i (d) D=

Shoo continuing to grow in size.[10]

MAY/JUNE 2002 PAPER 3, SPORTSWIZE LIMITED, (e).
1 (e) 'zluate the impact on Sportwize Ltd. of the predicted changes in Government

conomic pelicy (lines 10-13). [10]

l'll

T
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2.1

2.2

2.3

2.4

2.5

Management and leadership

Management and managers

Functions of management

Leadership

Choice of leadership style

Emotional intelligence (EQ).

Motivation as a tool of management
and leadership

Human needs/motivation theories

Motivation
Motivation methods in practice,
financial motivators, non-financial
motivators.

Human resource management (HRM)

Purpose and roles of HRM
Recruitment and selection

Job descriptions, person
specifications, job advertisements
Employment contracts
Redundancy and dismissal

Staff morale and welfare

Staff training

Organisational Structure

Relationship between objectives, people
and organisational structure

A typical Matrix organizational structure
Delegation and accountability

Business Communication

Role of management in facilitating
communication:

Barriers to communication:
Channels of communication.
Purpose of communication:;
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2.1 MANAGEMENT AND LEADERSHIP |
|

Management and managers |
Functions of management ’
Henr Fayol listed the following functions or elements of management. E
|

mmes and procedures for
pon the advice of specialist
planning in the

Planning:
Thie involves sething objectives and also the sirategies, policies, progra
job of line managers who might act U

aehieving them. Planning 1% primarily the
the: production manager carres out human resource

etaff managers, For nstante,
production departrment using the skills of the personnel manager.

its objectives. Jobs needto |
o that jobs are carried out. |
ality goods. The

if the business is to achieve

d authority to be delegated s
to produce and deliver qu

ed to achieve this goal.

Organizing:
Managert set 1ok which need to be performed
b organized within sections of departments an
For arzample, the goal of a manufacturing company may be
fankn, such as rmanufacturing and packaging need to be organis

Commanding:
ks. He has the authority to make

Managers have 10
doeisions and the 1espon

subordinates to carry out tas

give instructions 10
ks are carried out.

sibility to see tas

Coordinating:

Coordination 16 the bringing together of the activities of people within the business. Individuals and groups |
will hiave their own goals, which may be different to those of the business and each other. Management
st mike an effort 1o develop a common approach, s0 that the company's goals are achieved.

Controlling:
Managors measure anc ties of individuals and groups, to make sure that their

porformance fits in with plans,

{ correct the activi

Mintzborg's roles of management:

ry Mintzborg idontified the following three roles that must be played by a manager. g\o

5’\'”.'»0(50 .
exa_;ﬁd(@ chief
| dinners and conferences. Then, they have to, plaﬁ("the ole of
leador also. A managor 16 responsible for hiring, firing, training and motivating emplbié"és. Iﬁey have @
linlson rolo us well. Managors spend a lot of time meeting with other managers irb\q?&!ér‘tb\know what is

happoning In other departments, Senior managers spend a great deal of ti_mednteracfihg with peoplé

Il this, a manager gets in a position tb‘éfext?q“d)his influence both

Hen

Intorporsonal rolos:
[hoso ariss from the manager's formal authority. Managers have a figurehead role. For

axoculivo roprosonts tho company a

oultido the businoss also. By doing a
within and outside the business. @ N/
:&;lurmnuon rolos: -,\K’O{‘
pnagors aro well connected withl i B) ' of i ' '
e et o it in the organisation and act as*e a:lr\@s of information to be carried
Doclslon makl ! NAA
making rolos: b\
e
fomaans that there is no one else in @ bettef

lnln:a"umnuunr'u formal authorily and access to informatiap
posilion lo lakae decisions about mallers relating to E!,parﬂuizuldr epartment

__
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Types of managers/authority:

Line managers.

Line managers a 108C who have authority over others in a hierarchial structure For example, the sales
suthority over the sales managers. Line managers have responsibility forjachieving

director will have [1iIn€
specific business objecives that pertain to their own department only.

re ti

staff managers:

They are specialists who are employed to give advice to senior line managers. They might be
econ_orTHSlS, specialist market re§e§rchers or scientific experts advising on the environmental impact of
certain products or processes. It is important to note that staff managers act in an advisory capacity only
and have no authority to make decisions in the other department.

e manager accept his or her

authority to make a lin
ads regarding budget related

Functional managers:
de other departmental he

Functional authority is when a specialist has the
advice. For instance, the finance manager can gui
issues and his advice will be binding upon them.

Leadership
igned tasks willingly and in
tivating and inspiring the
d leaders. Managers have positional or
tion. Leaders may be appointed or may
s. Moreover, managers accept

so that they perform ass

rocess of influencing people
therefore, crucial in Mo

Leadership is,
en managers an
t to a particular posi
leaders are innovator

Leadership is the art or p
an efficient and effective manner.
workforce. It is useful to distinguish betwe
legitimate power as a result of an appointmen
emerge. Managers act as functionaries whereas
known for seeking it.

responsibility but leaders are
worker

supervisors,

Leadership roles in business (directors, managers,
representatives)
Directors: _
These senior managers aré elected by shareholders in a limited company. They aré usually head of a
as marketing. They will be responsible for delegating within their
e objectives for the

# in the department, meeting th

rtment, such
these to their department.

in the recruitment O
rd of Directors an

f senior sta

major functional depa
d communicating

department, assisting
department set by the boa

Managers:
Manager is an individual responsible for people, resources of decision making. They will have some
authority over other staff below them in the hierarchy. They will lead, motivate and, if necessary, disciptine
the staff in their section or department. O /\
.\ <9
O

e work of others. This is usually -65’( _a\‘decision-
a2 team of people in woriQ\ng’.,towérds pre-set

Supervisor:
t to watch over th
s of an inspector and much{ﬁafe of a work

These are appointed by the managemen
ibility for leading

making role, but they will have respons
goals. The modern role of thesé members of staff is les - "4
colleague who is appointed to help staff achieve objectives in a cooperative Pt ‘5 g

O
1\vjlhorkers’ representative: 2 9
ordey are elected by the workers, either as trade union officials or as regrgs;emativé‘s or works councils, in

er to discuss areas of common concern with managers. \(\ O:\
\:“iri\'@ '

Qualities of a good leader:
¢ .0
Jeaders. Some studies concentrated on

Earf, ' ; ¢
y studies of leadership attempted to identify traits commgn o cax
i ce to intelligence or personality (self

physical tra
y traits (energy, appearance etc.). while others gave impo
al skills). In the words of Gary Yuki,

confidence i :
smssfu.'Keearg‘hUS'asm) or social characteristics (intér Persh
ers are adaptable to situations, alert.d : _jgl\environment ambitious and achievement
A ~ - . A
dominant, energetic, persistent, self confident,

Oriented a ;
tolerant cfszfmve~ cooperative, decisive, dependabie-.
ess and willing to assume res nsiblTrtyéx\’ Similarly, th i i
po R . there are writers who believe that

-
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intelligence, creativity, tact and diplomacy, communication skills know
self discipline and organising ability are the characteristics that make a good lea

ledge, persuasiveness, social skillg
der. -

Choice of leadership style

Leadership styles: Autocratic, democratic, laissez faire:

Henri Fayol, a renowned social scientist, was of the opinion that a typical ma_nager should be.capable of
performing the functions of planning, organising, coordinating, commanding and controlling. These |
characteristics are responsible for maintaining high efficiency level within an organisation. Managers g
adopt a variety of measures in order to enforce company's policies effectively. In this context, the |
following leadership styles are commonly used by managers in order to motivate the workforce and make

themn achieve the optimum results for the organisation.

AUTOCRATIC:

It is a leadership style in which the manager takes his own decisions and does not believe In _consulting his

subordinates and colleagues. An autocratic leader works like a dictator gand expects al! his orders ang

instructions to be followed by the workforce. An autocratic leader establishes 2 centralized structure of
In such a structure the

management in the company and hardly ever delegates his po_wers to others.
decision making powers are concentrated in the hands of an individual or a very small group of people who

are closely related. ' . ) )
The supporters of this style of leadership advocate their view point by saying that this t_echmque ensures
timely decision making and a high level of confidentiality. Moreover, the chance of fraud being cqmm@ed can
be reduced since the manager does not rely on others. This leadership style 1S recommended in a situation |
where the workforce is small and/or inexperienced. _ o
A significant drawback of autocratic leadership is that it demotivates the workforce leading to a decline in the

tocratic leader might make mistakes due to

level of confidence and job satisfaction. Moreover an au ight A '
excessive work load. This style of leadership also suffers from a lack of specialization and innovation and

may prove to be ineffective in case of growing businesses.

DEMOCRATIC: |
d in nature and @ democratic manager makes every 1
[

Democratic style of leadership is decentralize
possible attempt to involve his subordinates in the decision making process. He encourages the
employees of the company to come up with new ideas that can be implemented in various departments of

the company. Democratic leadership always leads to specialization and an improvement in the motivation
level of the employees. In well known companies like ‘Toyota', democratic leadership style is followed and
the employees are financially as well as non-financially rewarded for generating new ideas. It results in
the creation of a committed workforce and the image of the company is enhanced. Delegation of pQ@erS
allows the, senior management to share the workload with others. However, this approach may cqﬁsg\

unnecessary delay in decision making an

d there is always a possibility of sensitive informatl_‘Bh being
leaked. Moreover, democratic leadership might not produce the desired results if the sub‘d(&ina\t?;s are
>\

unskilled or undependable. & N

Free rein or laissez faire: “;‘\Q\"\

Itis an extension of democratic leadership, allowing the employees to exerciswaiimu"rr‘nﬁossible control
over their method of working with hardly any interference from the manag‘eme‘fﬁ 1D may result in the
possible misuse of authority delegated to the workforce, eventually leading.to deté‘r}oration in the overall
performance of the company. However, if the employees have th‘e\fe’qgjged skills, integrity an
experience, a free-rein style of leadership can make them more resg&ngible;énd committed and the hig

level of motivation can help them produce the desi ’
P p esired results. g ,{\6
Bureaucratic leadership: \Y\Q
. o N
It is a type of leadership in which the manager believeéﬁn ,<f>ilowing and enforcing the rules and

regulations of the company strictly. He goes by the bodl's?al@'ls highly inflexible. He suffers from t

drawback of not being able to adjust his policies aceotdingto the changing market conditions, there
N

~
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e horrimnate iti ; P
ke suborinates. The positive side, however, is that a bureaucratic leader seldom makes a

demoralising l
o eince he never violates the specified procedures.

technical mistak

Emotional intetligence (EQ)

PUS—

capacity for recognising one’s own emotions and

Daniel Goleman defines emotional intelligence as the
ers have found that effective leaders consistently

those of others. Recent studies of successful manag

have a high level of emotional intelligence.
There are five components or competencies of El or

motivation, empathy and social skills.

EQ namely self awareness, self regulation,

M i B A T

otions, strengths, weaknesses and

Seif-awareness:
nding of one’s em
ally optimistic. They

Self-awareness involves having a deep understa
drives. People with strong self awareness are neither overly critical nor unrealistic
assess themselves as well as the organisation honestly.
Self-regulation:

f —regulated people find
useful ways. People who are in control of their
f trust and fairness. Once they have mastered
d implement change in an organisation.

from getting too much influenced by our feelings. Sel

tions and even channel them in
ble to create an environment 0
better position to bring about an

Self-regulation frees us
ways to control their emo
feelings and impulses are a
their emotions, they are in a

Motivation:

h leadership potential are often
factors such as money only, th
de in a job well done. Also, mo
stlessness with the status g

achievement. Instead of being
e challenges, have a love for
h level of energy to do
lore new approaches to

driven by a strong sense of
ey seek out creativ
tivated people have a hig
vo. They are eager to exp

People wit
focused on external
learning, and take pri
things better as well as are

their work.
Empathy:

ee's feelings, along with other factors, in the process
and understand the viewpoints of everyone
t. Human capital is particularly important in
ts rivals in the industry.

Empathy means thoughtfully considering an employ
t decisions. It enables managers to sense

of making intelligen
around the table. Empathy plays a key role in retaining talen
today's competitive world because it can give a decisive edge to a firm over i

Social skill:
nage relationships with others. Social skiltapray

This component is concerned with @ person’s ability to ma

be viewed as friendliness with a purpose, i.e., moving people in the direction you desire, whethe’__r'tr)at’g

agreement on a New marketing strategy or enthusiasm about a new product. Socially skilled pt{é'pfei.ténd
how to build a rapport with associates. ;'x \,_\ -

to have a wide circle of acquaintances and know
. /! o f\\v
2.2 MOTIVATION N
9

Motivation as a tool of management and leadership Q 63
{

The need to motivate employees to achieve the objectives of a busines:s_} 3
bles a worker to perform at his bel'sf']evfe\e@,\ business should have a

Motivation is the driving force that ena
to achieve its objectives such.as Jaising productivity, minimising

\xell motivated workforce if it wishes
astage, enhancing efficiency, maximising profit, enhancing the company's‘image etc
oy,

N
Human needs/motivation theories b C)(‘\\
o >

A number of social scienti o
cial scientists have expressed their views) régafdi i
work ; ave v$)régarding the impo : .
force. The following theories highlight this aspe{qu’usiﬁess gffective:; flance of having & motivated
g :
=

~N
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Abrataim masiow's “hierarchy of needs':
Wiosiow came up with a motivational theory which requires that the following needs of the worke
Le tutied by the management to ensure that the employees produce optimum results.

SR NE————y

Physiological needs:

These are the basic human needs that must be taken care of in order to provide the workers with
environment in which they can maintain a high performance level. Physiological needs include f
shelter and clothing. It is the responsibility of the management to arrange these facilities for g the
members of the workforce. ¢

Security or safety needs:

It is the right of every employee to enjoy a sense of job security; his job has to be governed by 3 get of
rules and regulations specified in a preferably long-term written contract that are binding on both the
parties. This contract safeguards the rights of the workforce, as well as the management. For examplq
the employee cannot quit without serving the employer with a notice beforehand and the employer is a|s<$ ."
required to abide by this law in case he decides to lay off the worker. The management should als, ;
ensure that the workforce is not operating in an unsafe environment and all the necessary safety !
equipment including masks, gloves and goggles must be provided.

Belonging needs:

It is advisable for the firm to develop a sense of belonging amongst the members of the workforce. They ‘{
should make the employees feel that they are an integral part of the organisation and their contribution I
towards its growth and success is deeply valued by the owners. :

Esteem needs:

The workforce can be easily motivated if the management recognises their good performance and keeps
encouraging them .This appreciation could be in the form of financial (e.g.,bonuses) or non financial (e.g.
more authority) rewards. This approach can certainly go a long way in persuading the employees to
improve their performance even further. \

Self-actualisation:

The significance of self-actualisation is highlighted by the fact that numerous social scientists have
expressed their views in this context. It is based on the philosophy that an employee can be motivated if
he is allowed to control his way of working. By letting the workers perform their jobs independently, and
reducing the level of interference, the superiors can pose their confidence in the abilities of the
subordinates. Self-actualisation inculcates a sense of responsibility and achievement in the workers and
proves to be useful in motivating them and enhancing their overall performance.

Fredrick Taylor's “SCIENTIFIC MANAGEMENT THEORY” OC/\Q

. . . N
Taylor focused his attention on the concept of “the economic man". He was of the op )&1 the

ultimate motivating factor for an employee is the monetary return that he receives for his ,grt.\ aylors
scientific principles were designed also to reduce inefficiency of workers and managers@nd keep a check
on wasteful work practices. The following commonly offered financial rewards cane}r\r‘el/’the purpose ©

useful motivational tools. O
QYO
O

a) Piece rates: P Q( ;
This is a payment scheme in which an employee is paid strictly in accq anc'g:with the level of outPU_“r"
sales. This is normally applicable incase of industries representing t@g“seoo‘ndary sector of product© .
e.9., manufacturing of footballs. This approach encourages the wq%er tq;tERe his job and performarrsﬁ
seriously for better monetary rewards. However this system maydea \tb‘?‘deterioration in quality becal
the worker may overlook the qualitative factors and decide to fotUs l)\i§2|ttention on the quantity only-

b) Time rates: O_ >

A fk
The employees under this system are paid on the basi! o'f&’tr% working hours they spend at the nw:;el

Place. It may prove to be a motivating factor, pagcu afly in case of companies that neé
ert

deadlines. However, supervision is required in ord Q.\}B\Id wastage of time.
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¥ e b SO 0 Gi';:rs]d?f:mtg Sf‘?mces ' @ particular field Fee g typical

o' The ten@y S VIES at offer non-standargi 1
prohieiiuTe iaw and Zed services such as

Commissian s the percentan monetary value of goods being produced or sold by an individual. It

= apdhcable to large as well as small scale b Isiness and is enforced with the help of employees who

se=amm thait function sig 3 lemporary emp oyment contract with the management. It is useful in |

e1couTagNg the workers (e strive for a specific goal However the commission agents may be responsible

for camaging the :/mage of the company if they over-commit to the customers in an effort to sell the

DD3us |
|

e) Salary: {

This i the znnuzl sum which is usually paid on a monthly basis. It is a fixed rate which is not based on {

the number of hours or unit produced. The fixing of the salary level for each job is very important because

- meips o determine the status of the post.

f) Performance related pay:

cheme to reward staff for above-average work performance. It is used for workers whose output
ezsurezable in quantitative terms such as management, supervisory and clerical posts.

Bonus: - N
g)gm-s is the amount paid to the worker if the company has earned an additional amount of profit in the !
\-'=ér or month. It may also be offered if the employee manages to accomplish a particular task.

McGregor’s theory “X and Y”:

i [ to describe and differentiate between the
coined the terms of Theory X and Theqry Y in orlder ;
;f»cg;:gt%;r motivate workers for performing their respective tasksf efﬁglintly. tT_heorin)r(e ;iﬁ?:r?suﬁihnég
e [ i t of punishment is req
£ by nature and that is why strict control or a threa ! |
t?:iﬁlaer aer?s ]22/ ag’hieved and rules not broken. For example, if a worker knows that he ‘W||| ngt be"glge:nttl)nsgt
hi: yea%y increment if he is unsuccessful in achieving the targets set by the superiors, he w
' rt to improve upon his performance. .
B e, s;art ?aign?Tigfrf;OY" is szed on the assumption that people are ge.nerally_respontsuble ar::
c?onmt;?ttgé Zrnd enjoy having control over work. Therefore, if rewards such as job enrichment or mo

ST AT et

T T 2 TR

i i tivating tool. 7,
authority are offered to them, it may prove to be an effective motivating <{'ZQ
Fredrick Herzberg’s two-factor or hygiene theory: O \

N
' i i ional engineers and accountants, Q’erzbe(g was
i i tion with a group of professmng ! _ pri )
Sg:eghti bizzlrftig,f ?r:z '?;i;?)?s that cause satisfaction or d:sstatlsfa_ctlon amongst the-.- ;pembeﬁs of the
i i ategories. A\
workforce. He divided these elements into the following two categ | \\ N

NN
) ""3/ _ ‘
o hvatars: i i i ch as recognitioffor theireffort. Increasing |

ich give workers job satisfaction, su R thel |
;Zize ri;iiégioizcggrixygd gt}o give job satisfaction. Thls,_lt can be arglf;?ﬁ( \;ug]jtamr::t?v ;At/grtl;:zrrsn ?;ot;: |
productive. A business that rewards its workers for, say, achieving a target is-i ely

50 affect productivity.
more productive. However, this is not guaranteed, as other factors can Q, aftect p

e
&
Hygiene factors: . P e ay or unfavourable
These are the factors that can lead to workers being dlsiaf;s_ﬁed\\such as low pay

Working conditions. Improving hygiene factors should r?mOY?"d“is%‘ﬁff?,:i?r?{ Egceen:zmpiln?'hl;gtiteer:ec?:é?;g |
facilities may make workers less diss_atisﬁed abgut their egyérqigg‘lte?hére cou‘l)d b 2 a1 It praduntuiy
alone is not likely to motivate an individual. But, if the .a_@ \Yg '

S

J—
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Elton Mayo's “HAWTHORNE EFFECT":

Mayo carried oul a series of experiments at the Hawthorne factory in Chicago to monitor the behavig
the workforce in dilferent working conditions. He observed numerous groups of workers as tr: of
porformed thelr tespective duties under varying working conditions, involving lighting, heating rees
penods, elc. This experimentation continued for five years, at the end of which, Mayo concluded th'at thé
petformance of the workers improved every time the physical conditions of the workplace changeq
improved ot worsened. He explained that the employees behaved in this particular manner because lhei;
supenors wore successful in convincing them of their good intentions and the significance of these
changes They made them believe that the management of the company is greatly concerned about thejr
beltterment and this tactor played a key role in motivating the employees.

Mayo also altaches a lot of importance to leam-work and team spirit and firmly believes in providing the
workiorco with an opportunity to perform in a unified manner. The Swedish car manufacturer, Volvo, has

applicd Hawthorne effect very successlully to their production process in which a group of 10 individuals

i made responsible for manufacturing a Volvo truck or car in a given period of time. The management of

Volvo claims that the productivity level has risen considerably as a result of this.

Vroom's Expectancy Theory:

This theory holds that people will be motivated to do things to reach a goal if they believe in the worth of
that goal and if they can see what they do, will help them achieve it. In other words, Victor Vroom
believed that an individual's motivation towards doing anything will be determined by the value he places
on the outcome of his effort, multiplied by the confidence he has that his effort will materially aid in
achieving a goal. This may be described as:

Force= Valence x Expectancy

where, Force is the strength of a person’s motivation, Valence is the strength of an individual's preference
for an outcome, and Expectancy is the probability that a particular action will lead to a desired outcome.
Obviously, the force exerted to do something will depend on

both valence and expectancy. A decrease in
either of these variables should result in a reduction in the motivation level of the individual.

McClelland's Needs Theory:

David McClelland has contributed to the understanding of motivation by identifying three types of basic
motivating needs. These are:

Neoed for power:

McClelland suggests that people with a high need for power have a great concern with exercising
nfluence and control. Such individuals generally are seeking positions of leadership. They are frequé _NY
good conversationalists, though often argumentative; they are usually forceful, outspoken and der({ah ingy
and enjoy teaching and public speaking.

.\00@
Need for affiliation: O QO

People with a high need for affiliation derive pleasure from being loved and tend

rejected by a social group. As individuals, they are likely to be concerned with m

to avoi%,;t_be pa% of beind
aiqtgi?!i g‘_pie'asant 500'{1l|

rolationships, to enjoy a sense of intimacy and understanding, to be ready to co 1

\rouble, and to enjoy friendly interaction with others.

Qs}le,aqd help others I
0

QYO

Noed for achlevement: e ©

Yt&saﬁd an equally intense fear

‘goals Tor themselves. They take

People with a high need for achievement have an intense desire for
of failure. They want to be challenged, and they set moderately diffic

fealistic approach to nisk and prefer to analyse and assess proble%\ . agsume personal responsibility fof
getling a job done, and like specific and prompt feedback o

‘ i howsthey are doing. They tend to €
testless, like 10 work | ' N

sl ork long hours and would rather run their own show.

The above mentioned three drives must be recognised by

2y ) . - nd,
e‘mapagement, in the opinion of McClella
Inorder o raise the motivation level of the workers. LL} & P

&
Q‘\Y@

_—
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Motivation met i i i
hods in practice, financial motivators, non-financial

motivators

of rewards that may be offered to workers for motivating
to complete jobs

lone will not create the eagerness
f non-financial motivators is very

Non-ﬂnnnclnl motivators:

sents all non-monetary forms

The fesrm repre
now widely recognized that money 2

cficiently that all businesses are looking for in employees The range
pylensIve and the most widely adopted ones are: o - geo

them. It 1s

Fringe bencfits (Perks):

These r,'o,n,' rrlif)rlr::ary incentives are used by businesses in addition to normal payment systems in order
to give status 1o ughr:r-rlr:vr:l employees and 10 recruit and retain the best staff Perks or fringe benefits
generally include company cars, free insurance, pension schemes, discounted company products and
interest-free joans. ’

moved or rotated from oné

mporarily shifted to
g the level of job
ortunity

Job rotation:
Itis a commonly followed practice these days, in which an employeé is
department 1o another after regular intervals. For example, the finance Manager is te
the marketing Of production department. Job rotation is extremely useful in raisin
satisfaction for @ worker and plays a key role in career growth as well. He is provided with an opp
1o learn new skills and have an idea about the overall working of an organisation.

ng the tasks
s a sense of

ing a single

dening or deepeni
k of similar nature and enjoy

e responsible for manufacturi
s being assembled.

Job enlargement:

This term refers to any attempt to increase the scope of a job by broa

undertaken. The employee is supposed to carry out more wor

achievement and job satisfaction. For instance, an employé

component previously is moved to @ section where the whole machinery i
nce and hold a moré

less interferenceé from

greatef independe
onsible and

ee to work with
ged to use his full abilities with
g an employee more resp

Job enrichment:
| reward allows an employ

ful in makin
ined form a concept

This non-financia

authoritative position in the company. He is encoura

the superiors. Such an arrangement is very help

confident, and also enhances his overall motivation level.

It must be noted that the strategies of job rotation, enlargement and enrichment comb
4

known as job redesigning.
ere given a chénce ©

Team work:
It is an established fact that workers perform their duties more effectively if they W c]
operate in form of groups Of teams. They can work as a cohesive unit and pursue Qu{ﬁél .ggals
this practice makes work enjoyable and less monotonous. : 0 00
N8N

Ny

EmPOWerment: .|

This method involves passing down the authority to perform tasks to workers. Empq%‘;’“ﬁ'?“‘ goes further,

by allowing workers some degree Of control over how the task should be unde a\k_gn’ Igis’is also termed
d in detail under organisational structure). {\3 /\Q

nese technique (t;rmeq_:/as ‘qua

successfully. Moreover,

lity circles”,

gsa:,e',egation of powers (discusse
(dISICIpauon:-Thns method is influenced by the Japa
cussed In detail In Section 4.) B ﬁQ
$< o
already have. It is essential

Training:
; : . . {h@
ght new skills or lmprOV@skl\g\ ey
Qo

Training i
raining involves employees being tau

to have ;
a well trained workforce due to the following factors:
2 -
_nepfoyees are considered to be th

- It enh i
ances the image of the company becauseé ther
<

repr .
- A ptrgf::;a t\:\\f,::(? f a business organisation. o
negl orce helps in ; CC .
gligence of untrained w%rkersfeducmg the ancisgg‘of ac
’ ~

e true

cidents which may occur due to the

o

i

.
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A trained worker performs the given task in a cost-effective manner, minimising ool

A trained workforce results in a low labour turnover, since there is a higher degree of job Satisfaction
Chances of problems arising due to an induction crisis are also reduced. '
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Induction training:

Induction involves training newly appointed employees at the work place. This is carried out in order to
avaid an “induction crisis”. This term refers to a situation in which a recently appointed employee finds i
aifficult to get adjusted in the new working environment. As a result, he may decide to quit his job after 5
short period of time. The concerned business organisation would like to avoid this situation by COnductjng
an induction training program so that the employees are able to settle down quickly.
Training methods can be classified into “on-the-job” training and “off-the-job” training. On-the-job refers to
2 system in which an employee is guided and trained while performing his duties at the w

orkplace. Off.
the-job training requires the employee to be sent away from the workplace to a training institute or 5
workshop. On-the job training can be further categorized into:

a) Job rotation:
b) Job enlargement:
c) Job enrichment:

The above mentioned three methods have already been discussed.

d) Pairing:

In this method a newly appointed employee is paired with an experienced worker who is responsible for
guiding him through various procedures, rules and regulations to be followed in a department or business
organisation.

e) Internship/apprenticeship:

It is a temporary arrangement in which an individual is allowed to work with a business for a specific

period of time and acquires useful skills relating to a particular department or overall functioning of the

firm. In case of a satisfactory performance, the apprentice may be offered a permanent job upon
completion of the internship period, if there is a vacancy in the firm.

2.3 HUMAN RESOURCE MANAGEMENT (HRM)

Purpose and roles of HRM

9
tfq?.

The role of HRM in meeting business objectives: recruitment, selection, training,'i.dfgo
advice, guidance, workforce planning _ . ' ) aff
Human resource management is a management function that deals with various agpects
performance. Many businesses today have a personnel department. It manage

S, tl;’g"f‘ir@"s thfT;ﬁg
. . [N 0
resources and ensures their optimum use to the mutual benefit of the enterprise, 1 pember

e : : : ; i ions bfween the employee®
organisation and the community at large. It is responsible for improving relations bg 2k business in
and the employers. This department deals with various issues related to the wotkfor¢cedof a

. ‘ v, \. . cru|tme
order to enhance efficiency and minimise wastage. These issues include tralr%ng,@}oﬁvatlon, re
and selection, workforce planning, guidance, advice etc...

z\\%\g |
4aple
. R t suita?
Recruitment is the process in which a large number of candldates.“app{l\(for a job and the mos
one is selected. <o )
e
Workforce planning:

in
: _ le fut®
It'is the establishment of the workforce requirements c{f)x%é’)fgusmess for the foreseeab lls ©
Quantitative and qualitative terms, or in other words!

eldecisions regarding number an
employees required. o

&

_ -
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Training:
(m.-;(:us.';nd under non-financial molivalors)

induction:
(mscussod undor non-financial molivalors)

tment and selection

Recrui
ent and selection
over a period of time, usually one

methods of recruitm
loyees who leave 2 business

Labour turnover,
Labour turnover is the number of emp

year.

Labour turnover rate =

Number 0 Workers leaving In 1year
___,_,.f————/_)—’ x 100
Average Number of Workers
nt and selection:

tment can be classified into:

Methods of recruitme
Broadly speaking, recrui

a) Internal recruitment
This is a practice which allows the manageme
isation. Such an individua

form within the organt
to a new position.

ployee

but is moved or promoted

to choose an em

nt of a company
loyed in the firm

| is already emp

he company.

ost-effective technique for t
nted employee is

rovestobeac

Advantages:
- ltisnota time-consuming process and p
_ Chances of an induction crisis arising can be minimised since the newly appoi
te culture of the organisation.
s of the employee and can treat him

th the corpora
nd weaknessé

s aware of the s
can avail

already familiar wi
trengths @

_  The management i

accordingly.
Internal recruitment can be used as an incentiv
the opportunity of getting promoted as a reward fo

e to motivate the existing workforce O that

r high performance

owed to apply for

External recruitment:
Itis a procedure followed by the management in which external €
tDarttc‘ular yacancies_ They are judged on the basis Of their p pecially desig’ﬂe
ests/interview and the most appropriate one is offered the job. 0 A
P
ed and more e@'e\ri\enced as

- zg;fe is a possibility that the e
pared to the limited number of employees aval O\
effective promotional tool for the company ?léo. That is why
N jnisation in the

) g’gefr?‘z' recruitment can be used as an

advertis.:e]agemef1t makes an attempt to highlight salient features of t \e) g
ment with reference to a job vacancy-

employees who are already warking for the company

andidates aré all
erformance in s

dates are better qualifi

Advantages:
xternal candi
ilable internally.

- ltcan .
fo WOr:i:erﬂlre: as a useful way of pushing the ‘
Types o that they are not replaced by a better qualified extgrq_éfféegdi ate.
of external recruitment: (\ Ok
\“k 3‘@1

Commer,

cial e

hese are mployment a .

t yment agencies:

Who are lohe‘orgamsatlons that maintai - _z A\ : : T

arfange oking for jobs and aintain a database comprising-ofalt  alevant information on individuals

Servicee | NOS OF @ ¢ businesses where vacancies jexistr These agencies make an effort to
. ommunication channel betwe Darti ission of their

en t\{lg arties and chargé commission of theél

@ &
¢
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Local career services: ‘
It is a commercial employment agency that makes arrapgement for a job at the local level and proves to
be highly useful for individuals who intend to work in their hometown.

Head hunting: o ' .

It is a commonly followed strategy in which an organ}satlon promises an attractive package to ap
employee of another competing firm and offers him a job. This techmque I responsible for a major
reshuffling in the employment structure within the business community and is considered to be ap
agaressive way of overcoming competition as well.

Advertising agencies: .
These act as a platform where jobs can be offered to the general public. The qualifications required are

clearly explained to the interested candidates so that they can make up their mind regarding a particular
job opportunity.

Educational institutions:

Nowadays educational institutions such as reputable universities and colleges act as a reliable source for
preparing candidates for business organisations on a regular basis. The company representatives may
visit renowned institutions in search of appropriate candidates for a specific job.

Vocational centers:

These are training centers where specific skills are passed on to candidates who can join companies
afterwards.

Job fairs:

Itis an e.xhibition‘where various companies can advertise or publicize job vacancies, providing useful and
relevant information to the applicants. It may be held on a six monthly or yearly basis.

Job descriptions, person specifications, job advertisements
Purposes of job descriptions, person specifications and job advertisement.

Job analysis:

This is the initial step in the process of recruitment and enables a company to advertise a job vacan®y
through media. All the relevant details regarding the qualifications of suitable candidates are highiighted
so that the applicants can make up their mind whether or not to apply for the job. Job analysis is ”%"Y
based on education, qualification, past experience and specific personality traits. <\ /\O

d

Person specification:

. , ’\0 o
Every business organisation forms a profile or image of an ideal candidate with re/(:%ﬁ@q’ the
/oK

requirements of a particular job. This profile is used as a gauge to measure the iency 2"
Compﬂenc_e of different applicants and the person with the closest match is offered th'ér{‘b
Job description:

\0 0 7\/

Once a newly appointed em 5 , , _ &) sohdl
ed employee takes charge, his superiors are responsiblesprguiditig him throud®
trr;euzrocedures pertaining to his job. Issues such as code of conduct, wg;%)n j\g rs and other J:‘
higs g!?nts are clearly addressed so that the new employee does not face any-problem in perforrﬂrI |
that zeslc;:getask. For example, every newly appointed employee at MCE}LGQa '$4s handed over a nI:?S iob
quickly and S various job related issues in detail and assists th 'eﬁ?:‘loyé in understanding i

easily. It has 385 pages approximately, highlighti ‘ ance of being courteous
Customers, maintaining eye cot?tagct. etcr.)p ¥, hahlghting {Rg?tance ° ’

Job evaluation: %C}Q\\A

4 In
usi iaat . .
this co'r‘:::t?;%anlsatlon seeks profit and therefore it adop@e\(é?? possible measure to minimise ngés of
package offered to an employee is @5’1{1" «determined in order to avoid any cha
~
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r-payment. This is done in accordance with the contribution the employee makes to

ayment or unde

over-p " :
the overall profitability and success of a business.
Testing: R - .
ombination of tests is used by firms in order to analyse the potential of
These include:

Nowadays, 8 ¢

the applicants and select an individual who is suitable for a particular job.

ity of the candidate to cope with a given situation

Aptitude tests: o
This category helps the management in judging the abil
e. In this method, case studies are often involved and the company observes the

under pressur

remperament of the applicant closely.

tested and the management is able to evaluate the

Attainment tests: _
he actual skills of the candidate are
t is checked or tested.

In this technique t A '
true potential of the applicant. For example, the typing speed of a typis

n mathematical calculations and general knowledge so

Intelligence test _
series of questions, based o
mined.

The company uses @ ; :
that the 1Q (Intelligence Quotient) level of the applicant can be deter

personality tests _ ' ' ' ‘
It is required that a candidate has certain personality traits for performing the job efficiently. In this
context, communication skills and the confidence level are given due importance by the management,
since it is a key feature required for carrying out various business activities. Personality tests are often
conducted in the shape of an interview. An interview is an extremely effective tool brought to use by the
management of the company for comparing the skills and potential of various applicants. It i_s a dialogue
that may be personal or telephonic in nature. An interview is often the decisive factor in finalising the job
offer and the company considers it to be the ultimate way of gauging the worth of a candidate

Employment contracts

employee under which each

The main features of contract of employment:
een the employer and the
s unlawful to

A contract of employment is an agreement betw

has certain obligations. It is binding to both parties in the agreement which means that it i
break the terms and conditions in the contract without the other party agreeing.
Every newly appointed employee is entitled to a contract of employment. It is important to note that a

?Ontra_ct could be in a written or a verbal form. The Employment Rights Act, 1996 requires that the
ollowing common features must be highlighted in the contract of employment &
CAO

.O@

i ;2: gzgisn o\:l ;?cehetzmepfyez and the employee ¢
: 1::2 {:me " mployment is to begin O\a'\()()
| and conditions of employment \’\\0 ,’\
Dusciplinary procedures: \50 Q/h\
be

he im ;
Disciplir?:r;tzr;;g r:)'f t!,!sciplinary procedures:
s likely to be initiated by the management in one of the fojjowing situations:

X e

neglige?cerﬁftﬁfs to a situation in which . \(;‘ O

thange, pq '?VOIvesa variety of issues 2” ﬁmp!oyee fails to vyog%iq‘y_ accepted standard or shows
Wacongy  Withholding information, etc, ack of 5 é}@ent, output low in qualitative or
Thi :

or rwso;]e.or o ,{Q;@

P ESents fai
lu
bservanc., 1€ to obe
ce Y reasonab| \L .
OFrules alsg faig in th: g;?:éz ; s Qg fﬂgrfunacceptable behaviour. Poor attendance

poor performance.
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Gross miscorduce
ThIS rouces voztors oF 3 sETmCE nEtote sueh as falsifying claim sheets or causing malicioug dama
T Te egioyer s orooey ge
Gross miscondu can resut m mstees though the employer will have 10 prove grogg
TErous f Te dsmisset e—oioyves seeks redress through an industrial
CerforTarce e Tisctmous 22 2s0 less o O
PrECiCE deare T 13 221

L)
‘i

m W

=r -

[}

S

\

[\}

W

®

y
PSR AT L

_ s tribunal). pog,
smissal but both employment law and good p

_ . €rsonne|
- constructively and in accordance with agreeq
s 2 verbal or written warning in such a situation just

\l

Redundancy and dismissal

Difference between redundancy and dismissal.

Redundancy:
Ths 8 2 stuztcn in which the emp “ye< s zsked 1o leave the job not because of his work being
CAZULBCLry Lt terzuse he s ng wnger needed in the organisation. Redundancy is caused owing toa
TR TETGE O deysLrment in tne mitro or macro environment of a business, e.g., a technological
Charse viih 25 grownng robctisstion, merger decisions, efc.
Demizsal:
Trs o e 22t of canceling the contrac
neglgence. 1V is z forma .
o cefzin

4 niract of employment of the worker due to his incom
12l procedure and might

petence or
e termed as “unfair dismissal” if not carried out according

Staff morale and welfare

Relationship between HRM, staff morale and welfare in a business.
Human resource management

greatly affects the workforce and welfare of the business. If the human
resource managerment 15 sucoes

essful in increasing the motivation level of the workforce by providing them
and incentives, it would boost their confidence level and incregse the
will perform and produce optimum results for the management. This wpuld
en the management and the workforce and both the parties thatlare actwgly
g of the business viill be satisfied creating an atmosphere of harmony in the entire

with the neceLiary rewards
ethicency of the workers who
lead to cordial relations betwe
Involved in the workine
company.

8taff training

C%
<29
- L d
The purpose of staff development/training as a means of securing required ‘?‘\kﬂ% an
motivating the workforce,

h‘\o N
(The advantages of training have already been discussed under “non-ﬁnancia}lqe

N
Wb’a\yrds")
i ? R re offered

The management of the company benefits to a great extent whenever incent! ) rewards 3

1o the workers, The employer's objectives behind motivating the workforoi.a’@:-

Low labour turnover:

Motivation techni

conditions and th

3o

. . - rkind
ques ensure a low labour turnover since the wa o@g‘ is satisfied with the WO
@ policies followed by the company. % o
O

Do NS, i
; wfor’ and 2 fo
mpany can be enhanced if it is ﬁ\ld\é’red to be a good paymaster ted and
workforce is supposed to be & representative of the company, motiva

can contribute significantly towards g:bositive image of the organisation.
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better control over the workforce if they are motivated and

y ’ \

he m;lr\.agmm
working conditions. Moreove

_s.-msrm with the
dedication, leading to the desirable results.

Measures of employee performance
yent, causes and consequences of poor employee performance

. The measuren

C,npipo:lg?kﬁjcrgs:nTwﬁl_r;ci(; gan i)elgisastrous for business. It is the result of low motivation levels and |
C . ue to the reasons we have discu i

ssed earlier. There are a number of w '

‘ . ays |

erformance can be measured. The following measures can be used to assess the level yof '

d morale of the workers.

Poor
gnsatisfie
in which staff p
achievement an
Labour productivity:

This is a key test of worker performance. Itis a comparison of the number of workers with the total output.

Labour productivity:
Qutput Per Time Period

Average Number Of Workers
t also means that,

é
|

Out put per time period average number of workers:
If this result increases over time then labour productivity or efficiency is increasing. I
s, labour costs per unit will be falling. This is therefore a major factor influencing
have some Very important uses but,

ductivity data does

t wage rate
s of changes in i

fa
t need careful analysis.

given constan
the competitiveness 0O

with any single measure 0

business. Labour pro
f performance, the cause

Absenteeism rates:
portion of the total workforce who aré absent over a particular time period.

This measures the pro
Number Of Staff Absent 100N0.0fS

erofstaff

taffabsentMOOTotalnumb
mer services. Once a

e,

Absenteeism (%) =
Total Number of Staff
Staff absenteeism is disruptive to any business, especially those providing consu
enced poor service due to staff absence the consumer might never return. This.is @
«force motivation as, it is argued, that

ure of wor

consumer has experi
k at all costs.
3

commonly used met
motivated staff will alwa

hod of staff perfo

ys avoid missing days form worl

Labour turnover: . .
e at which staff leaves @ business over 8 certain time period.

This is a measure of the rat

ployed

Labour turnove =
r Rate Total Number of Staff Em

&
X 1OONo.ofstafﬂeavingTotalnumberofstaffem;{oygc\:b

O

& J

Therefore, if in a firm employing 2 0 decide to leave then the labour turnove&@té\y@)la be
ing over timeé then this is @ good indicator of staff,qisc\:oqtent, low
ople being employed.;;[he costs of high
S\Disruption of

15%_If this result is high and increasin

ecruitment that leads to the wrong peé lo 7
ional recruitment and tralnln{;osg

4nover could be the

morale and, possibly, a I
bstantial. There will _
gh Ia}b\ouf tnover

labour turnover can be su
Id result from sta U i
ment, which tends to crq::-!te"_mqre job opportunltles
m one working place

f;:glltid;on and poor customer service cou
orm ?0 external factors such as low rate of unemploy e
to ang 1h;6d geographical mobility of labour. It is the tendency of workers to}ﬂ[phove.f\(g
or for a f r. High labour turnover might be beneficial for @ business that I'SJSOK‘IQJQ to reduce staff pumbers
irm that needs to employ new workers as they pelieve that ne\!‘quoﬁcgrswﬂl bring in NEW ideas.
gy .
e. Training (discussed

Strategi .
egies for improving staff performance: y, &
s of apprgisa is\dussed abov
I tivators could bé used (discussed

Staff erfi

Undef "Stoe;rf]f%:: ce can be improved by the method

under "MOtiva?mmg ) could be used. Financial and non-ﬁrga}xci *l mo .
ion methods in practice, financial moti@Orstnon-ﬁnancial motivators).

2%
ES
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- Management by objectives

~ The implementation and usefulness of management by objectives
- (Already discussed in Section 1)

— Labour legislation o ‘
— The need for labour legislation and the broad principles that often underlie
- (Already discussed in Section1)

- Workforce planning

- Reasons for and role of a workforce plan

\t is the comparison of the organisation’s existi_ng human resources with
statement of planned strategies to eliminate any discrepancy.

its forecast needs, with 5
Role and objectives:

Judging future labour requirements

The main purpose of workforce or manpower planning is to forecast the or
requirements for the future and to devise strategiesl to ensure that sgfﬂcient labour of the appropriate
types is available to enable the organisation to achieve its overall objectives. For example, a growing
business, such as a call centre, might find that it needs an extra 20 telephone operators over the next
year. It may therefore plan to recruit the required number of individuals over the period.

ganisation’s [aboy,

Recruitment and selection (already discussed in detail)

This is concemned with obtaining the number and type of people required by the organisation.
Organisation design and development Workforce planning is helpful in designing and developing a
structure in which all activities are covered and are grouped in the best ways to achieve the organisation's
objectives. The human resource or workforce plan is usually one of the responsibilities of the personnel or

human resources department. The planning could be short-term or long-term in nature. Short-term
workforce plans are aimed at the immediate needs of the

business, such as filling vacancies left as a
result of maternity leave. Long-term planning, on the other hand, concerns the future. For example, if a
company aims at changing its production techniques in the next few years, it would need to plan the
number of employees, training needed and perhaps the incentives and motivation that workers would
require.

Role of trade unions in HRM:

Purpose and value of trade unions:

Trade union is an association of workers employed by a business organisation or representing 'he'w/"@
Industry, responsible for adopting all possible measures for the betterment of the emnlp‘v}% &
safeguarding their interests. It takes all steps that can lead to improvement in the livingigtan
workers. It pertains to issues

B ence
such as salary and working conditions. A strong trade union”ca ugns
the government whenever the new trading pol
to displease or

p t
; icy is about to be launched. The govern\m“e;gt'df_)"?‘?s\"ot :"an
" demotivate the workforce and that is why will make an effort to pass.favourable la“;;ade
U;m. For example, the determination of minimum wage level is often based on the'; tatus of th'eted o
. Ons in the country. In some countries the operations and activities of the tradeunjons are restrict®
anned by law. However trade unions are all
they are an |

. since
ntegral part of owed to function in most of the countries these days
. ral pa . .
dismissed or gral part of a mixed economic system.

- Ly ; fairly
. ; Trade unions prexergmgrkers frqm belngol:; an
acting as ;L{bjected to inappropriate treatment. They are also responsibl for improving relations &

bargaininga fdge between the management and the workforc % 0

tive
rmé?h the process of colle?
RS

K\
6

. which ¢
e a%égﬁfhbg It refers to a situation '“nvevgonatgoﬂ
f representatives ‘ﬁ\gfl‘rade union are engaged in 2@ ties
variety of relevant issy@ g it

\ e pd
efore any decision is finalised. BOthtit:ﬂr anﬂ”d
allers such as salary packagehiring and termination policy, Promo

Collective bargaIning:
Trade unj i i

e enlons are involved in g process called collectiv
i gement of the Company and the
e OCess with reference to a
‘press their view over m
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. ents etc. A series of discussions may lead to a mutually acceptable decisi
gcr:ivn;rk in harmony with the employees. on and the employers
single Union Deals:

eaning of single union deals and why they might be used:

The m
union agreements enable a business to recognise and negotiate with one union over pay and

g conditions. A union may agree not to strike in return for wage increases, improved

single
limited redundancies. The following are the salient features /advantages of single union

other workin
conditions Of
deals:

on recognition:

single uni , .
time, complexity, conflict and administrative costs.

This reduces

Single job statgs: o .
This removes differentials in salaries, conditions, uniforms, car parking etc, between white-collared (non-

manual) and blue-collared (manual) workers.

Job flexibility: _
This means workers agreeing to annualised hours rather than a fixed number of hours a week.

Union acceptance:
Union acceptance of training or retraining of employees improves the flexibility and quality of the

workforce.

Negotiation and arbitration:
Arbitration is the settlement of a dispute by the intervention of a third neutral party. Single union deals
encourage the use of negotiation and arbitration rather than “industrial action”, a term used for sanctions

imposed by unions in support of a pay claim or some other dispute.

2.4 ORGANISATIONAL STRUCTURE

Relationship between objectives, people and organisational structure

Purpose and attributes of an organisational structure such as flexibility, meeting the needs of the

business, permit growth and development:

An organisational structure is the internal, formal framework of the business that shows the avay

management is linked together and how authority is transmitted. It shows the levels of hierarch{\é:c\v)
er the number of levels the'g;eate/ the

level of hierarchy represents a grade or rank of staff. The great
EUSFRSSL of different grades and rgnks in the organisation. &\B@o
#:ofhas overall responsibility for decision making? \\C/ /l\,\
The v\c:rmgl rele_atlonshlp between different people and departments . ) N
he id:y in Wh.ICh accountability and authority will be passed down in an orgaqls)’ahgcir;l/
Tyoe ntification of supervisors and managers to whom each worker is a erablg
S of structure: functional, hierarchical (flat and narrow), matrix @

ge}f%%e next page.
o

Diagrammati-~ -
matic illustration of a typical organisational structure can bﬁ

&
OIS
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fu) eynphe A ® typicsl ""-é"'"""t"'""a[ structure:

e Erechive

I / P Finarre Human
(o rds r ¥y sparre 2 R
oy (Vo ot Drrector \g;wfces
ey l": or
“ i o . 4 Staff
u (/14 Farsry 5 sty A1) Frard '/':d'nm, A isal Trammg
e bactpeit ) G s p P erey iz \anager ppra
ot i p ) A FosaE Ma
|/ o ol ! el , lead [ Wanager nager
Ergreery } l
J T ) | i
S ariye p id § iy CreAtt O : s ralm_ng
{ Lot il gt S AIAASSE Cortmliers et Assistants  SUPEMSONS
‘ Supenvisors
b , P R A S A |
£ ahiok ine fsystans
St

r_.%
s

Adventages and disadvantages of different types of structure:

Mierarchical (or hureaucratic) structure:

[hese are the lagers of mansgement with fewer and fewer people on each high level.

Advanages’

I enables the decision maring power 1o be from the top and passed down to lower levels. The role of
each ndividual 1s clear and defined. Duplication of jobs can be avoided. Th}s is typlca! of organisations
pased on “1ole culture”, where the importance of the role determines the position in the hierarchy.

Disadvantages:

Managers are criticised for only dealing with issues pertaining to their department and not going beyond
that 11 i an inflexible systermn and leads to change resistance. This is because managers tend to defend
their own position in the hierarchy and own department.
An example of a typical hierarchical pyramid:

2o

DIRECTORS @
CA

X%,
MIDDLE MANAGERS x> Q0
/ \ S
/ SUPERVISORS \

&N

Y
\O,bq,'\

/ LINE WORKERS Q ' ‘Q

7
Mqlrlx structure: .
T:\\s \ype of structure
P

consists of project teams made up of all departp .

,\H\s,\'and divisions EmphaSis g
aced on an individual's ability to contribute to the team rather thaq@)e
Advantages:

sition in the hierarchy-
W shows the commuy ((>
a

D

& ot
. _ T
'8 less chance of penét‘:)a‘:;\c?n between various members of th?anﬁﬁcluding different departments. "
Created, this syste ocusing on what is good for thejr'depariment. As new project teams

mis well designed to respond to char}g%ﬁ%‘ket or technological decisions:

S
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Disadvantages:

Therel rts less direct c_?n‘trol by the senior level of management as teams are empo
complete a project. This trend may be resisted by senior managers. Teams mig
leader. This could cause a conflict of interests.

i ——

\] Finance Production Marketing Human Research &
_ Dept Dept Dept Resources | Development |
| Project
l Team 1

|

wered to undertake and
ht have more than oné

Project
Team 2

Project

Team 3
\ 4
]

A typical Matrix organizational structure

Why some organisations are structured by product and others by function or

geographical area:

Organisation by function:
The most common way of organising a busin
different sections or departments according to the operation undert

ess is by function. This is where the business is divided into
aken.

Organisation by area:
Some businesses prefer to organise their activities on a geographical or regional basis. This is specially
applicable in case of businesses having similar operations which are widely dispersed nationally or

globally.

Organisation by product: o _
Businesses with a wide range of products find organisation by function ineffective as different products
d marketing. Large diversified businesses organise their

need different approaches to production an _ _ ; /¢
businesses by grouping different functional staff who are involved in the production of the same L&l

lines or activities. 0 ¢
Formal and informal organisations: \> QD

Features of formal structure: Levels of hierarchy, chain of command, spa

authority, delegation/accountability, centralised/decentralised N
k of staff. Lowerr. 71@ are subordinate to

Leve|§ of hierarchy:-This shows and represents a grade or ran
superiors of a higher rank. The greater the number of levels, the greater the n@ber %/&]ffgrent grades or

ranks in an organisation. @
%%

Chain of command: PN
This is a route through which authority is passed down an orga:@sﬁa’ﬁog.@rders are passed down a
t upwards. ;x¥

hierarchy, information regarding sales or output levels is sen (o &
N

Dingh
are the number of subordinates directly answerable tola’manager. Span of control can be narrow,
\e’,"ﬁavmg more people under a manager.

havi ji
Ng less people answerable to a manager; and it Ca“é id

R
<*S

\
n of cont\rgl/ re{bonsibility.
X /

e s

I’
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Authority, responsibility and accountability:
Tre o “authonly * rscresents 8 se er2Teise of power. W hich, In tum, 18 the ability 10 exercigg
~ELence Cuer SOECtS martams 370 s It mportant 10 note that authorily 18 vested In posmor{s
~ct pecce TS fmmeotad Dy SUDOTTNEES s gown the verical nierarchy. If authornty means mé
ot o Take 3 =~ s On ;respon e guty to perf(_‘[ﬂ? the task or activity that has been
sesigmed The SUOCTE ~2e S ‘accountable‘ or answerable 10 for carrying out the task.
Delegation: _ -
Ths S 2 Ve oozttt 0TOC0E naving fal reachin@ effects On the orgamsatlon, Delegation involves
passing COWT & = ~mocty o peroTm rasks and take decisions form higher to lower levels in the
?r:3~'su2'c~ + shou'c g remempered hal ¢ is only the task that is assigned to the subordinate but the
finz . rests in the hancs o the manager
making powers aré reserved for the head office or the centre of
son is the opposité and it requires passing down the decision-
in the business, allowing decisions to be

reas or departments !

and accountability

Delegation

Advantages and disadvantages of delegating:

more strategic role.

d motivates the staff to do well.

4 Herzberg 2nd O sts pointed out, this process can be a very effective Way of
enhancing wWorker performance. The worker feels they are trusted and aré capable of performing the
task There is 2 SENSE of belonging that leads to higher level of self-actualisation.
Develops and trains staff for more senior positions and is one way of assisting peop

potential.

Advantages:
Belzzses Managers to undertake @
he subordinates an

jt shows trust inth
ther social scienti

le to achieve their

ng is not provided.

is will not prove to be demotivating

Kk is not made clear or traini

Disadvantages:
t they do not wanttodo. Th

_  Delegation would be unsuccessful if tas

delegate boring jobs tha

—  Managers may
for the subordinates.
_  The worker might not be able to perform the task in the desired manner. @
The impact of delegation on motivation: 0(;/\0
(Already discussed under “advantages of motivation”) \-'\
The greater the number of levels of hierarchy, the longéer will be the chain of command ada tng)pan of
tck:)ntrol will be narrower. This decreases the chances of delegation as more managerg ate‘ab'e 1© contro
e work of a few people. Whereas in a wide span of control the managers dele 7 (.Qfﬂ./as there aré
ple, are at the samé

rmity and less discrimination as moré g
ubgretinates as there 15

more people to manage. There is unifo
cation between the managers and

seniority level. It also improves communi

direct interaction between them.

Examples i i

them:p of and distinction between line and sta
<2’

. 4 : 0
&

# mana:'geg\etnt; conflict petwee"

el
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2.5 BUSINESS COMMUNICATION

purpose of communication

gituations in which communication is essential:

communication is the transfer of messages from the sender to the i i :
communication is the one in which message is understood by therigigis;rth;ﬁgggc?e;n idlgr? 'thErgeCttI\ve
reedback If required. ‘Cor.nmumcation is essential if a business wishes to operate succeF;sfuII ausg tha
members of an orgamsatloq need to communicate internally as well as externally. They need tc)nl'intera;
with multiple stakeholders including government, suppliers, consumers, sharehoiders etc... Customers
have to be given the {eqmred knowledge about the product so that they are familiar with |ts features. A
business needs to be in contact with its suppliers in order to make sure that it is able to purchase the raw
material whenever required, in order to cope up with the changing consumer demand. A business needs
to have an access to government sources as well so that it is updated on any future opportunity or threat.

Communication can also have an impact on the internal working of a business. If staff is encouraged to
participate in group discussions then they are going to be motivated as well. They can also give ideas and
problems can be solved if they are allowed to take an active part in meetings. If the consumers are able
to convey their opinion regarding a particular product offered by the business, then the management will
be able to react accordingly. Incorrect understanding of a message will lead to incorrect responses. There
should be effective communication and coordination between departments so that they are able to
operate smoothly. Slow communication between various departments of the business will lead to a slow
decision making process and thus will affect the performance of the entire business in a negative manner.

ted workforce and there would be a lack of a sense of direction in the

It will also create a de-motiva
business. For these reasons, managers should think of the best possible ways to communicate within the

business as well as externally.

Within groups; spoken, written, electronic:
Strengths and weaknesses of the different methods of communication:

The choice of method used to communicate a message can have a significant impact on the

effectiveness. These methods include:

Spoken:
Spoken communication, also called verbal communication, involves dialogue between two or more

individuals, based on an oral transfer of data. The major advantage of verbal communication is that it
arify their doubts without wasting time. For example, a manager talks to

enables the people involved to cl ,

his subordinate regarding a mistake committed by him. However, it does not have any permanent " "
and is hard to be presented in a court of law. <\ ,\Q
Non-verbal: ’\O %

based on gestures, facial exptessions, eye
on and helps in conveying,\a\' t{Orcefully.
7
Written; \O ‘_L/’\
{\}es?a EHNotices, letters,

Wri o X
tlen communication involves the use of written material to convey a

a . i - - . -
Pplications etc. are all examples of written communication. It is @ time consuwn )process but is on
rmal-hature. Another point

reco| .
that rgfgd' thefFfOFE. more appropriate for handling matters of an official @OA
) urs written communication is that it facilitates the sender 0 vg\message to transfer data

InCluding fi
8 figures, calculations and graphical representation. o
X

I:is form of communication comprises of body languageé
ntact etc. It provides useful support to verbal communicati

$lh?:tr:°nlm (' (\

18 has ' _

Video the benefit of speed and combines written with ora cor?p;@??catlon, e.g., email, fax messages,
' njged business communication In recent

‘t’fars. The gr':f"?g and mobile telephone. This has revo ' [
USinesgeg oy N9 USe of “E-commerce’or Electroni merce is an elaboration of this. It helps
a%/evél But it has its disadvantages as well. It

Ses
IeQuires .. omeract with oth ;
staff tq th other businesses on a lo =2 "
€ trained which is a costly affair. {&eﬁs evidence that use of excessive information
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y p load and prevent tesally irnpfm;;m Messa(ges from being noticed
jechnology can lend to an overlon f s
upon a

Channels of communlcation

How communlcntlon works within an organization:
Difference between onhe and two-way communication, vertical and horizonty

communication:

One-way communication is the method of communigation that dqes not allow or encourage feedback
from the receiver of the message, €.g., messages pnnneq on notice boards or written instructions that
need to be acted upon immediately. Two-way communication allows the (ece;wer to responq aswell,eg,
one-to-one conversations, meetings etc. This can prove to be_: motivating because it encourages
participation. Two-way communication is typical of a Qemocratlc style of management. Horizontal
communication exists between people at the same seniority !evel. In other yvq@s‘ it occurs along an
organisational chart, between people at the same status but different respoq5|b|l}tles, e.g., a Production
Manager communicating with a Marketing Manager. Vertical communication 1S carngd out between
individuals who are positioned at different seniority levels; in other words, people at different levels of
hierarchy, e.g., @ manager and an assistant manager.

Barriers to communication

Barriers to communication; attitudes, perceptions, noise, language, inappropriate
medium, etc:

The following factors are responsible for failure of communication. Due importance must be given fo
these aspects of communication sO that a message can be conveyed properly from the sender to the
receiver.

Skill of the sender and the receiver:

In order to have an uninterrupted flow of ideas from one point to another, it is essential for the _sen_der and
the receiver to share the same skills. For example, communication will be distorted if the parties involved
do not understand the same language.

Jargon: :
Itis a set of terms used by the members of a specific community. Communication will deﬂnitely fai ar}
individual makes an effort to use jargon while having a conversation with someone who is not @ Q

that community. 0 6\

Long chain of command: (ﬁ?} 90 fion

I?te I?n_gth of the chain of command affects the quality of communication significantly(/‘ Y’“\N fica
en fails if a message is transmitted through different levels of hierarchy. ‘\ y

Systems breakdown:

ystem . L
mter\:;: |: some technical problem with the device or instrument being used a@ #‘%dé‘;} communlca"
ge cannot be conveyed properly to the receiver. @

Stereo typed thinking: '{\’@ok@
(%

Communicati . . wert?
ion can easily fail if the sender of the message is noh@ﬁ¥ fair chance by the refseé ol

express himself pro
one has pre-coﬁceirﬁ”y' It has been often observed that com annot be properly ng lfowards

ve
d noti upica ioQ
another person may al t;)nons about the personality of t er%tber -It' means that our. attitu
Y also be a key factor in determining the Ulity @f\communication.
o

Q%
-
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Geographical limitations:
n observed that physical distances between the sender and the receiver affect the communication

here is always some deterioration in the quality of communication if the concerned

it is ofte
d in different cities or countries, despite the availability of technology.

process greatly. T
people are statione

Role of management in facilitating communication

of informal communication within a business:
nd takes place between colleagues who have been able to

ommunication is casual in nature a

hip over a period of time, for example, meetings in the staff dining rooms, often
method of communication. This can lead to rumours and exaggeration. A
lear formal messages so that the informal communication does not become
formal communication can help people form an opinion about a common
problem at the work piace. Informal channels could be used to discuss ideas but then the ideas could be

surther forwarded to the management using formal channels of communication.
Formal communication exists between colleagues whose relationship is purely job-based, for instance, a

subordinate discussing a business related problem with his manager. It is more suitable for issues of an

official nature.
communication can influence the efficiency of a busin

Ways in which
(Discussed under “purpose of communication”)

The role

Informal C
develop a friendly relations

referred to as “grapevine”
business needs to provide C
the only method. However, in

€ssS.
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[ RELEVANT QUESTIONS FROM THE PAST PAPERS (SECTiON 2)

May/June 2013: P1, 5(a),
5 (a) Explzin the p_oten:ia? benefit to 2 business if employees are involved in the
decision-making process. [£]

nit-7

May/June 2013, P2(Regal Restaurants)(d)

1 (d) Evaluate methods that Rose could use to reduce the high labour turnover. [10]
May/June 2010: Paper 1, Q1, Q7,
1 (a) Define the term 'span of control’. [2]
(b) Briefly explain two problems that might arise with a wide span of control. (3]
7 (a) Explain how a business might use financial rewards to motivate workers. [8]
(b) Discuss why a business might use non-financial rewards to motivate its workers.

12

May/June 2010: Paper 3,Teen Print, Q2. 2

2 Discuss which of the two approaches to managing the workforce in the printing factory should be
adopted by the company in response to the problems explained on lines 64-71. [16]

Oct/Nov 2010: Paper 1,Q7,
7 (a) Explain the benefits to a workforce that might result from job enrichment. [8]

(b) Discuss arguments for and against the introduction of more delegation in a business. (12]

Oct/Nov 2010: Paper 2, Newtown Hospital, (d),
2 (d) Discuss the factors that NH needs to consider in managing its human resources when

starting the ‘renting out' project. [10]

Oct/Nov 2010: Paper 3, Radar Cosmetics,Q5.
5 Discuss the advantages and disadvantages to Radar of forcing factory staff to accept temporary

and flexible working contracts. [14]

May/June 2011: Paper 1, Q3, Q6,

3 Briefly explain the main functions of management. (5] ' ke

6 Discuss how the management of an airline might motivate its cabin crew*. You should ma
reference to relevant motivation theories you have studied. [20]

May/June 2011: Paper 2 Turbo Tractors, (c), McQuarry, (d),
4 o t system is likely to solve the pr /\50

1 (c)  Discuss whether Balzac's proposed new paymen
of lost sales and increased customer complaints. [10] . .{gp O
2 (d)  Evaluate the impact of the Crushblock project on two of MQ's stakeholdersoi(» QO
N
May/June 2011: Paper 3 FitsU, Q5, Q7. "? ‘;?;rease
5 Evaluate the most appropriate Human Resource strategies that FitsU could adap Q!
staff motivation without increasing the unit costs of sales.[16] } ng/f FitSU-[20]
7 Discuss the importance of effective management of change to the futLqu @50
gkthov 2011: Paper 1,Q3, @5, & @
Explain two employee needs identified by motivational theoris‘tS' %ﬂ' g@ _
(a)  Explain the possible advantages to a business of am fic adership. (8]
(b) Discuss the qualities of an effective business leade™: ﬁb?’
Oct/Nov 2011: pa i
- Paper 3, Atlantic Steel Company, Q5 g4/
, Q5. ) ines 3
ASC has taken measures to reduce the impact of t eéfﬁ'?;?fa" in steel demand (ngopefa“ons

Evaluate the likely effects of these measures on agJesource management an

Mmanagement at ASC.[16]
¢

A
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May/June 2012: Paper 1, Q2, Q3,
(a) State two methods of staff recruitment (2]

(b) Distinguish botween ‘'job description’ and 'person specification’ [3)
3 Explain the main qualities of a successful entrepreneur. [5) i
May/June 2012: Paper 2 Bright Alr Conditioning, (a), Large Football Club, (d)
1 (a) Explain the following terms: o
(1) performance related pay (line 26) (3]
(i) empowerment (line 26). (3]
(d) Evaluate the importance of leadership to LFC's success. (10]
OCT/NOV 2009: PAPER 1, Q5 (a),(Q7).
5 (a) F.xplmnlwhy a Human Resources Manager (HRM) should have a good knowledge of
motivation theory, (8]
7 (a) Explain two methods that might be used for the visual presentation of business
information.[8]
(b) A manufacturer of soft drinks wants information about customer needs and preferences.

Discuss how this information might be collected. [12]

OCT/NOV 2009: PAPER 3, CHAN BEAUTY COMPANY, Q1 (a),(b), Q6.

1 (a) Analyse two possible reasons for the communication problems in the factory. [8]
(b) Evaluate two ways in which communication might be improved in the factory. [10]
6 Discuss whether the future success of the company will depend more on June’s management

skills or on external factors outside of the company’s control, [20]

MAY/JUNE 2009: PAPER 1, Q6,
6 Discuss the usefulness to managers of any two motivation theories when trying to improve
worker motivation. [20]

MAY/JUNE 2009: PAPER 2, CHEAPO AIR, (d), o ' '
(d) Discuss the human resource management (HRM) issues that would arise if CA did switch from

low cost flights to business flights. [10]

MAY/JUNE 2009: PAPER 3, CAR MANUFACTURER AT A CROSSROADS, Q2.
2 (a) Using data from Appendix B, calculate for the Northcape factory in 2008:
(i The proportion of workers who left [2]
(i) Output of cars per worker. [2] o
(b) 'If we can increase productivity and reduce wastage and absenteeism in the Northcape

factory then this will make us more competitive.’ (lines 48-50) _ _ o <{4 Q

Recommend an appropriate Human Resources strategy to achieve this ObjeCt'IVb A

Support your recommendation. [16] N 0@
Q

OCT/NOV 2008: PAPER 1, Q1 (a), (b), Q5 (a),(b), Q7 (a), o s ,\’\
L (a) Define the term ‘hierarchy’ as used in formal organlsathnal structureé.\[g]’:\,
(b) Briefly explain two advantages of hierarchical organisations. [3] . .
5 (a) Management has been described as getting things done througq pfeo&lse;éwep th!s
description, explain the importance of management for a Iargé‘gugjngs organisation. (8]
(b) Discuss the view that a manager will be more effective bx\a'ggptmgfa democratic rather

. than an autocratic leadership style. [12] W~ O -
(@) Information is collected by the Human Resources D a@?‘her}ﬁpersonnel)_ Explain how a

business might use this information. [8) XK
&

OCTIN ) o
2 O\CI 2008: PAPER 2, CC COSMETICS, (c), b Z’b ' _ _
Analyse the Human Resource Managemeﬁﬁs@] s for CC if the planned international

expansion takes place. [8] Q~@ 3

)
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OCT/NOV 2008: PAPER 3, TANROH'S DILEMMA, Q2 (a), (b).
2 (a) Analyse the importance to Tanroh of human resources planning if Option A is ch
(b) Do you agree with Abi that Tanroh will need to delegate if more staff are empbygj,?” 8]

reasons for your answer, explaining the possible advantages and disadvantages { ? Give
Tanroh. [12) °

MAY/JUNE 2008: PAPER 1, Q6.

6 Discuss the qualities required by effective business leaders. [20]

MAY/JUNE 2008: PAPER 3, PYRAMID TELEVISIONS (PT), Q1.

1 (a) Discuss how PT's management might resolve the pay dispute with the workers. [10)
(b) Assess the advantages and disadvantages to the Research and Development

department of changing the organisational structure of the business. [10]

OCT/NOV 2007: PAPER 1, Q1, Q6,

1 (a) Define the term ‘span of control'. [2]
(b) Explain one reason why an organisation chart would be useful to the employeesin a
business. [3]
6 Discuss the extent to which financial rewards are a good way of motivating employees. [20]
OCT/NOV 2007: PAPER 2, ZETA OIL, (b), EXCELLENT TRAINING, (d),
1 (b) Explain the arguments that the workforce of ZO might use to justify their demand fora
10% increase in wages. (6]
2 (d) Identify and briefly analyse how ET might recruit suitable trainers. [6]
OCT/NOV 2007: PAPER 3, CURRY CUISINE, Q2 (a), (b).
2 (a) Analyse two possible problems that might result from the approach to managing staff
used within the Asian Experience kitchen. [6]
(b) Evaluate the appropriateness of Ling's approach to managing staff within the Curry

Cuisine restaurant. [14]

MAY/JUNE 2007: PAPER 1, Q5.

5 (@) Outline the main factors which a manager of a large hotel might consider when carrying
out manpower planning. [8] o
(b) Discuss the extent to which the hotel manager might improve workers’ motivation by &

designing their jobs. [12]

MAY/JUNE 2007: PAPER 3, CRAFT DESIGNS, Q7.

7 The Operations Director has proposed outsourcing all supplies of stone sculptures s0 that U« é{()

company could start jewellery production. Discuss how Ade might try to solve what youﬁsﬂ
to be the most important human resource and operational management probiemssl@ \ﬁﬁ

result from this decision. [20] & ,\0
v N
OCT/NOV 2006: PAPER 1, Q4, Q6 NN
4 (a) Define the term “levels of hierarchy”. (2] \o 3%
(b) Briefly explain the advantages of a matrix organisational struc&ur’e.h’-']\l;arb 20]
6 Discuss the advantages and disadvantages of delegation for an expanqn% ness. |
[/ il
OCT/NOV 2006: PAPER 2, HILLTOP SERVICES, a (i), (c), ELDORADQ@E\SJ)AURANT& a (il
1 (a) E_xplain the following terms: { )
(i) democratic leadership style (line 7). [3] ;:(@’ ) ocif he
(c) Analyse the human resource management issu,@[h hat Farad should considel
decides to convert the car repair building intoxa shgpN8]
2 (a) Explain the following terms: 0
(i)  manager (line 13). [3] o) @f&
Q @@‘$
>

Scanned by CamScanner



——

ynit-2
Peogle in Orgorrotons

55
- Read & Wirite Publications
OCT/NOV 2006: PAPER 3 LOCOST AIRWAYS. Qg

The rapid exparn of busines :

i management ¢! peonle within thS:S Such—aS‘ LoCost Airways often leads to problems with the
these problems {20 : organisation. Evaluate how businasses could attempt to reduce
‘ oble 20

MAY/JUNE 2006: PAPER 1, Q2, Q6.

2 (a) gﬂ,f ne the term redundancy’. [2]
(b) nefly expiain the role of human resourc
) o) SXpIEIA the € management. [3
6 Discuss the importance of good leadership for a successgful busfn[es]s. (20]
MAY/JUNE 2006: PfPE;R 2, STAR PHARMACEUTICALS, (b), HOME FARM, (d),
1 (b) Explain &.\.e‘factors that SP might consider in deciding on an organisational structure if
they relocate some of their production to Country B. (6]
2 (d) Anzlyse reasons why the employees might join The Farmworkers Union (TFU). [5]

MAYIJUN'E 2006: PAPER_3, RAVE CONFEC‘TIONERY, Q5.
5 Dlscus§ how the directors might encourage staff involvement and cooperation in helping to solve
the problems faced by Rave. [16]

OCT/NOV 2005: PAPER 1, Q6,
6 To what extent is it important for a business to have a Human Resources Manager? [20]

OCT/NOV 2005: PAPER 2, THE SUN HOTEL LTD, a (ii), (c), MERCADO PLC, Q1, Q7.

2 (a) Explain the following terms:
(ii) working capital (line 15). [3]
(c) Would you advise Padman to change to a salary only based pay system at the Sun

Hotel? Justify your answer. [10]

OCT/NOV 2005: PAPER 3, MERCADO PLC, Q1, Q7.

1 Discuss the advantages and disadvantages for Mercardo plc of introducing a decentralized
management structure. [12]
7 Advise the management of Mercardo on the most appropriate ways to motivate production line

workers. [20]

MAY/JUNE 2005: PAPER 1, Q1, Q5 (b),
1 (a) Define span of control. [2]

(b) Briefly explain why some people might prefer to work for a business with wide spans of
control. [3]
5 (b) Discuss the importance to a growing business of human resource planning. [12] <,\67O :
/ B

MAY/JUNE 2005: PAPER 2, MATPACK PACKAGING, a (i), (d), OUR NEWS LTD, a (ii), (cbo <3\ g
1 (a) Explain the following terms: O 00 \’1
(i) non-financial motivators (line 9) [3] i '\r\ 3
(d) Discuss whether MPP should introduce the same working conditions 'ag{ﬁeneﬁts in all of |
its factories. [10] N q/'\ 1
2 (@) Explain the following terms: O - 4
(ii) human resource management (line 14) [3] ,_\0 l
hat could result from 3

(c) Analyse how Lucky might manage the human resource protgj;ms t
changing from a daily newspaper to a monthly magazmzﬁﬂ;o_\q

MAYIJUNE 2005: PAPER 3, WOTTON COLLEGE, Q1, Q6. Q\ <& |

Evaluate how communications between management ag&stagmlght be made more effective

; within Wotton College. [14] W ' -
Assume Paula decides to buy Midvale School. E.valué's how Paula might deal with the Human

Resource Management probiems that are likely to@ Q@[?(J]

SCTINOV 2004: pAPER 1, Qs : 3 | N
( Discuss the importance for a business of-effective communication. [12]

; )
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(b) How might a business ovarcorme barriors to offective communication? (2]
OCTINOV 2004: PAPLR 2, BALJIR THE BUILDERS, a (i), FOOD2ZU LTD, (a).
1 (n) I xplain the following termes
(1) organisational structure (line 7). [%)

OCTINOV 2004: PAPER 3, FOOD2U LTD, (a).

(n) Ansume the expansion goes ahead, Discuss how Neema and Min Chul could try 40 mare o, .,
that the larger workforce is committed and well motivated, (10] o

MAY/JUNE 2004: PAPER 1, Q65,

5 (a) Explain the main differences between autocratic and lzissez-faire leadership styles 12
(b) Discuss the likely effectivencss of a democratic style of leadership. [14]

A

~

MAY/JUNE 2004: PAPER 3, DECISION TIME AT TOPAZ, (a).
(a) Discuss the advantages and disadvantages for Topaz of its staff joining 2 Trade Union. [10)

OCT/NOV 2003: PAPER 1, Q7,
7 Discuss the importance of delegation for effective rmanagement. [20]

OCT/NOV 2003: PAPER 2, THE AKSHAY COMPANY, (d),

2 (d) Discuss the importance of Human Resource Management for the success of the new
factory. [10]

OCT/NOV 2003: PAPER 3, ORIENTAL ENGINEERING, c (ii), (e).

(c) (i) Evaluate the usefulness of this technique to the business’ management when taking the
decision whether to build the Autotrac or not. (6]
(e) If the Autotrac project is successful, the business will grow quickly. Suggest and justify an

appropriate organisational structure for Oriental Engineering Ltd. if this happens. [10]

MAY/JUNE 2003: PAPER 1, Q3, Q5.
3 Outline the functions of a trades union. [5]
5 (a) Outline the qualities of a good leader in a business context. [8]
(b) Discuss the appropriateness of any two styles of leadership that managers might use.

MAY/JUNE 2003: PAPER 2, THE FURNITUE MAKER, (d), (i), THE TEE BUSINESS, (d),

1 (d) (if) Discuss the possible reaction of TFM's management team to an increase in the
level of competition. [10]
2 (d)

Discuss the possible reaction of the sales team to the new incentive scheme. [10] (\?\O
MAY/JUNE 2003: PAPER 3, FAST FOOD FRANCHISE, (b). 9 o

)
(b) Examine how Rashid and Shivani might try to establish good relations between ma&‘a‘géﬂ;‘_é} and
workforce in their business. [10] 0 5

N

)
OCTINOV 2002: PAPER 1, Q5. N ’l/r\/
5 (a) Analyge ghg advantages and disadvantages for a private limite M iy of convertind ¢
a public limited company (pic). [10] %

Discuss why public limited companies find it difficult to satis@the @rests of both

shareholders and other stakeholders in the business. [ 101\’0{@

OCT/NOV 2002: PAPER 3, T
(@ ()

(b)

HE CASTLE LODGE, a.
Suggest possible advanta

. S '
(i) gorkforce. (4] ges to the business o&eyn(pl\&yl?lg a part-time and flexible
iscuss how the dir ' s
part of a team, [8) actors might encourage tn}&seﬁw employees to work effectlvefy

N
e

.
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MATIJUME 2002 3181 02,07 (b),
2 l’); ' ' ’ e '.,'-:2' ',‘ crrtee, ’/
”I} AV ol ynrtanen rf o fersarl “noan of contral "; ‘ y
’ " [ b e teiatons grogams which the manufacturer might face if it chang
‘. bep by "// et R atote ,,/'

WMAYIJUNE 20067 PAVER 2 EATING SHOP, (b), :
1 (b} Fnan e s dinan iantanes of the leadership style adopted by Kevin. (8]

MASIIJUNE 20027: #APER % SPORTWIZE LTD, (a). .
| of mativation of the sports tutors at Sportwize

I., ”} 2 ’I"J:‘v"‘ frssitle reasnns for the low levels
[ tr) (4]
(i [yseuss how the guners might improve the motivation of the sports tutors. (8]
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UNIT 3

Syllabus 2016 —18

VWha!l s marketing”

¢« Role of Marketing and its relationship
with other business activities

Supply and demand

Features of markets: location, size,

share, competitors, growth

Niche versus mass marketing

methods

Segmentation

Industrial and consumer markets

Marketing

¢ @ o a

A Level 3.2 market research
Business
Teacher’s Notes

Primary and secondary research
Methods of information gathering
Sampling methods

Market research results

Shameel Khalid 3.3 The marketing mix

Cell: +92 3q0 9450052 * The elements of the marketing mix
Shmeelkhalid10@gmail.com (the 4ps)

The role of the customer (the 4cs)
Product .

Types of pricing strategies
Product life cycle

Price elasticity of demand
Promotion methods

Channels of distribution

Using the internet for the 4ps/4cs
Marketing planning

Elasticity

Product development
Forecasting

=
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UNIT 3 MARKETING
3.1 WHAT IS MARKETING?

Role of Marketing and its relationship with other business activitieg

Supply and demand

Factors influencing the supply and demand for the product/services of a business:
Demand is the willingness and ability of the customer to purchase a commodity. The law of demanq

states that the quantity demanded for a product declines as the price of the product increases, Ceterig
panbus (other non-price factors remaining constant)

PRICIE

4.—

Demand curve

0 1 2 3 4 5 QUANTITY DEMANDED

Tho law of supply stales that with an increase in price, there is an increase in the quantity supplied
because the manufacturers intend 1o enjoy higher profits by selling the product at a higher price.

PRICE
3

Supply curve

T T 1 1 0’\0

0 1 2 3 4 5 QUANTITYSUPPLIED \\0
Factors influencing the demand of a product/service:

) D
Price: Q Q)O

As the law of demand states, an | i -t t
\ ncrease in price leads i m roduct
all other factors remaining the same or constgnt. loafallinthe q{lantlcg\ﬁe anded of (ha(P

Substitutes: -{\_@ '
A
product that ma

\
‘ repl ‘s}
Pepsi The fact thy place the other product when required ‘)Ec eg\a substitute, for example, Coke and

; at as the price of Pe ng "*
f1se in the demand for Coke, indicates t%ﬂtlgg:za;‘;sélgtsjsw alitas, o ening o et - |

ubslitufes.
&
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Farnin rLALLtS zre gremtly influanced ty ez ( ;

Lenelt p ” : greatly influenced ty sezsonal conditions. For example, demand for winter of
u e Pl rr] FOSroce Sirrrns e ( . -

urnmer cictring, heaters zir-condtioners ete, largely depends on wesather conditions.

The role of government:

- P e Lo,r lhobpr Svpn verdiirdire = e o bt 12 . -

Tre government faciltates the production and availzbility of certain goods such as merit goods Dy
e o erineirl e Sy rrizanistsardiyreere P T iy - PRITT - e .
croviding sutsidies to manutacturers. In this way the easy availability of goods has a positive impact on
wa demrmand of these particular commodities,

Trends and fashion:
Lrguing trends and fashion play a ey role in determining the current level of demand of a certain
5

TT.‘-;' wiig no (
Leersed that the customers are even willing to pay a higher price for products that are
d to be trendy, It is applicable to almost all industries, particularly clothing and

ceoduct It s often ohse
in fzshion and cunsidere
eiher consurner durables and non-durables,

il

EXCEPTIONAL DEMAND:
law of demand and do not experience a decrease in the demand even when

Certain products violate the
the prices are rising. Such products are said 1o have an exceptional demand. These products can be

further classified into three categories,

Basic necessities of life:
staple foodstuff like wheat, rice, corn etc. A rise in the price of any of these

These include iterns such as &
commodities has no significant effect on the level of demand.

Luxury items:

These are purchased by individuals who represent the highest income group. These productssare ften

purchased a5 o status symbol and that is why an increase in price does not have a negativg)impact on

the dernand. In fact it has been observed In many cases that an increase in price of suc ,rthl\fi: S may

even lead 1o a rise In demand, & '\\

Investments: \ AN N

Investors buy shares, property, foreign exchange etc. whenever there is an upwara:z;aﬁ‘g/ in prices. The

reason for this increase in demand Is thal they expect the trend to continue inQe‘fuﬁ@%nd wish to make

a profil by selling these things at a higher price afterwards. @

Factors influencing the supply of a product/service: ,\\’@\Q

Weather conditions: ( @'O

A large number of products are directly Influenced by seaso%eé'va i@n. The agriculture-based items
nthetlimatic conditions of that particular

’S:c'h as wheal fall In this category as their production depends I
glon. Air-condilionars, heaters and summer/winter clothing dre also relevant examples.

o’

Taxatlon ang

subsidies: '

m;’g goTy;ammonl Is responsible for encouraging eco jom ¢ g_r@uth through subsidies or retarding it through
Us the supply Increases If the government offergiSubsidies or decreases if they impose taxes.

E@&"%:‘? Al AR S
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Technology:
The use of advanced technology acce
supplied. Moreover, the time factor is given due impo

task quickly.

lerates the production process resulting in a rise in the quant;
rtance and the firm is in a position to accompiisintt;:e

Demand/consumption:
el of supply of a particular commodity. The manufacturers

Demand is the driving force behind the lev
supply the product in demand and make sure that the flow of goods is not interrupted. Thus the number of
units consumed is a major factor that determines the quantity supplied.

Interaction between price, supply and demand:

The price at which the demand of the product exactly matches its supply is termed as the market or

equilibrium price.

PRICE

3 — Equilibriur
price

QD/QS

Features of markets: location, size, share, competitors, growth

How markets may differ: such as consumerlprbducer markets; national regional and

international markets:

(covered under section 1)

Difference between product and customer orientation:

Product orientation: : : | 6‘@@

Occurs when a business's main focus of activity is on the product itself. Such businesses wou d‘;d

production of agricultural tools or fresh foods. These are basically general products that coniui@e -
S

to buy. A
&N

Customer orientation: . \.H i '\)ld r to fin
Businesses focusing on national and international markets first carry out market resedrch e ods
b u@*{he right 9°

out about the customer requirements, presently and in the future so that they can £io
that will sell well and earn them a profit. @ f_\o . mpar
It has been observed that businesses that aré market-orientated are bette ble to survive as Comr™ e
to product-orientated businesses as they are more prepared for chang&s, r{{ggstomer tastes. ith moré
able to reap the advantages of new market opportunities andﬁ({ aunch” the pro i

confidence once customer requirements have been identified.

Y
S0
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lndustrial and consumer markets

How marketing might ditfer for different types of goods and .
product differentiation and USP (Unique Selling Point): services
CIassiﬁcation of products .

marketing and corporate objectives:

The term “corporate objectives” or ¢
wishes to achieve. For exampla
categorised s a business cbjective
Marketing objectives are the gozls
These are derived from the overzl
segment, such as the higher incorne g;

It s important to note that a CC’ﬁpaﬂ/'é \ EH’eb‘.”: tves zre nfluencaed o 2 gre=t exiant Dy s
corporate or business objectives. For example Adidas pursusd the ~:':::= obiectve of 0 :":i’-i
mreat posed by Nike with the help of an zggressive promotionz! ,;_,,'-:,“;Z_f:-::"' ¢ —“:-as ;
2 ! g4 < Promouacnal c2mpaig oCUSINg ON Curaleiy

unique selling point.

Unique selling proposition (USP):

The unique.sellmg proposition (U'SP, of 2 p_roductf ihe key ¢ or 2spects of that paricular product
which sets it apart from those of its competitors. It could t ice, availzbiliy or any cother factor

la

Industrial and consumer markets:

Classification of products:
All business activity results in the production of goods (tangible) or services (intangidle). Consumer

goods are those sold to the general public and fall into two categories:

[}

Durable goods are the ones that can be used repeatedly for a long period of time, such as fumiture and
electronics.

Non-durable goods are consumed within a very short period of their purchase, such as food and
newspapers.

Capital goods are the ones purchased by businesses and used to produce other goods, for example,

tools, equipment and machinery. ) . - oA
The supply of services has grown in recent years. Banking, hairdressing and advertising repres\eqt»}i@

tem';ry or the service sector. . A
BUS'ness activity also results in the production of waste material. Most waste is useless ‘sogm‘;ﬂnke
adioactive nuclear waste, is highly dangerous and should be disposed off carefully. Same Q@U&O"

techniques result in by-products also that can be sold. . f/vr\
NN N
g

?egmentation methods: RN A
actics such as mass versus niche marketing, market segmentation, produckcéﬁem@ahon and portfolio
O

anatue:

nalysis ag ways of achieving marketing objectives
" /3Nt
i : M
Che versus mass marketing Nt

e
The te !‘a.rﬁ OJ'\J . .
manufarm mass marketing is used to describe a procedure | u(hjch a standardised product is
Ctured and distributed in bulk. A specific market segmentds notlargeted and the nature of product

f the market. Mass marketing is typically and

IS SUCh that
eﬁecﬁve:hat tis equally popular with different sections of {he m. ! i
Y Used in case of “fast moving consumer goods” AWCG) such as food items with a high

tUmOVG
r . _ \
Company ,-sowever. it is important to note that economie's'%f'\scale and profi
Unable to sell a sufficiently large numbe@_{s,itf‘g-
)
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Niche marketing, on the other hand, is a set of activities aimed at fulfiling e regure~
relatively small, untapped market segment comprising of m¢1¥ duzls who share 3 unigue :,:,a.?r“‘ BE
High income groups and diet conscious people are all eyamples of 2 niche marret ThiE strztem ?:‘:E""‘-;‘Lc
in enhancing the image of the company as an organisation that dezls in exclusive :rg:_c;-?’; Sy
there will be no significant economies of scale and high quality <tandards must be mamiamed ;‘-;"i'
*x

justify high prices and satisfy the target audience.

Methods Segmentation
¢ into sub-groups with similar charatiersfes —
; -

of a marke
entify people with similar needs. Then 3 sutable strategy o
these needs so that the objective of market-orientason X

Market segmentation is the breaking down
results of market research help producers id
be developed for addressing and meeting
achieved.

Broadly, a market can be segmented in the following ways:

Demographic segmentation: .
Al the population related factors fall in this category. These primarily include:

Age:

Manufacturers design, price and promote products in accordance with the requirements of specific ags
groups. The clothing industry gives due attention to the age factor while producing different varieties
Similarly, firms representing the electronics industry, €.9., Sony, segment the market by age whi
manufacturing products such as the Playstation. Even banks are offering special services like the “young
savers account” with the objective of catering to the needs of teenagers.

Gender:
Segmentation by gender also proves to be effective since there is a fairly high degree of variation in the
cts to be purchased. Brand names like Gucci and Armani

approach of each gender towards the produ
keep this distinction in mind while offering their wide range of products to the target market. This is
observed in case of electronics also. Pink Motorola cell phone and pink Playstation are relevant

examples. Some financial institutions such as Merrill Lynch highlighted this aspect when journals like “A
handbook for women investors” were launched successfully.

Income:

Income is another key demographic factor that gives direction to a business. Important decisions

pertaining to quality, pricing and distribution are finalised on the basis of the requirements of the incomé

group being targeted. Luxury items such as Rolex watches are designed and promoted in such a mannef
fied. Airlines and banks offer special concessional pacig;es

that the status-conscious customers aré satis

for those representing the middle or lower income groups. <\ A

Geographic segmentation: \.I\OO@

A market may be segmented geographically or on a regional basis. Residents of diﬁerer\tiarqig)vary "
facturers

conduct an extensive market research in order to learn about specific re ional reguireraénts. This 8
?naﬁzilly true in case of clothing and foodstuff. Needless to say, I?the Weatger co\'& 1oﬁ'§'-nl'lave a majof
soup i;: ?&;:“? tgrpe of clothing to be worn in different regions. Similarly, C '"pberﬁ= ‘Bast-selling acho
Pizza Hut?s pab 'I(r:( exas ,a,s_ this is h'ow the customers like it there. The success: ofSpiCy Chinese food Of
a pizza” in the Asian market is another illustration of geg\g'@p ic segmentation.

::yg:ggraphlc segmentation: :é(\ Oﬂ
pe?sonaglirtayp::fa;i?gizggt“’l?,diVides buyers into different groups<baséd on social class, I e o
Great extent by their socia] an:jsr::gﬁoﬁgrg;"mfent'itoning that thellifestyie of customers is determiné 0
this particular a efs. It makes perfect’Sefse ely 1090
in Muslim count?i‘:;:clt);(a gtd)rtna: (ta) mirketing gecisions accord'QQ'Y- /I&'Ieg in!frz:'izciicz)r::p(ffniﬁtteor:'s(:-sfreye nk-mg
anks, Duckhead apparel {afgétiqg a casual student lifestyle and pro ot!

of “Spree”, a trend
) y scooter by Honda are all e BSO
xamgiem\fyes\rchographic segmentation.

terms of their lifestyle and demand. That is why it is recommended and practiced\ISérmaQ

A
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3.2 Market Research
primary and secondary research

purpose of market research in determining customer characteristics, wants and
needs

Market research is the collection, analysis, storage and presentation of relevant information by a business
organisation pertaining to a specific business project.

Market research helps the business make judgment as to how many are interested in buying their
oroducts. what type of people are interested in buying the product, the price that should be charged for it
nd the most appropriate place at which the product should be sold. Unless they are clear about these
pects, a great deal of money might be wasted producing something that people might not want.
fore it starts working on a market research plan, the business organisation must define an objective or
ion. The goal should be defined in quantitative terms, i.e., including figures and calculations, if
ible. Qualitative research includes information where some personal judgment or opinion is involved.

r

U)W W
r{» on

1

3
]

S

8 4
w

Methods of information gathering

Distinction between primary and secondary research, desk and field research, and
the main features of each:

Primary research:

tis the collection of first hand data or information which the market research specialists collect with their
own efforts; also called field research. The following primary research approaches are commonly used.

Observational research:

This is a technique in which the market research specialist observes the ongoing trends in the market and
prepares a plan on the basis of whatever he has witnessed.

Focus group research: ,
The MR specialist interacts with a small group or a sample of carefully selected people who represent a
specific target market. Their opinion is given due weightage while a plan is being finalised.

Survey research:
This requires the marketing department to approach as many people as possible so that sufficient
information can be gathered about the lifestyle of the potential customers.

&
Experimental research: aC’\Q
Customers or employees are asked to consume and comment on the quality of a particular 'rqducgj'his
IS very commonly observed in case of the telecommunication industry. O Q\
Market Research involves the use of the following instruments. N ,\’\

Questionnaire:

) L )
tis a document consisting of a set of questions that enable the company }o:;ngg{the/hfestyle of the
target audience accurately. A typical questionnaire comprises of open-ended<@as well' as closed-ended

Questiong, @ )
x&

. P \ i Y]
An open. ended question allows the customer to express his o&tggn\fre.éiy without any restriction or

limitati '
IMitation, €.9., “What is your favourite colour?’ \{\_@
A

AW, . .
Ahc'llosed ended question, on the other hand requires a customer-to choose from the given options,
f ;: answering the question. In other words it is multiple-cheice ‘ﬂ,@astnon, for example: “Is the quality of

N a restayrang »
good, bad or excellent? . , .
e are SOme mechanical instruments also /at?argsé'ovmg to be quite useful during market

r N4 . H Wl
€search Or instance, the galvanometer is an lns'ffg&n,ent designed in such a way that it is able to

;
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measure the fluctyation in human emotions. Thys z selesied ’;Jiﬁ’l”*‘f" rzy e f“"(:”’; “ "‘*"f Z iy,
product and the galvanometer indicates the degree o whish be ey o0 Dl £ Drhigry,
audiometer is advice thal is installed in a teleyisimn vt znd waps 3 2?12 e et ts
viewership of vanous channels This enshles the gompany 0 furm 20 0E2 2008 % Z08" e,

r gl e Z flat™ 1§ 1~ e
habits and proves 1o be helplul in selecting an spproptzte 1/ channe 10 ZOErnre Qe

Interviewing: ‘ ‘ : -
. { L ATV AR E W et g ~or = - -
Personal or telephonic interviewing is s uselyl mesns o oleding ezt TZ5Z. TTETewt g

carried out individuslly or in groups. , it ,
Secondary research involves the zlicady epsting dils at Wat ST IE0 D EITE WO R g gy
-

called desk tesearch and is usually sviailable in the shzpe of gorernment LS o pilins
reports. Secondary research can be internal o well zs erterns ‘
Internal research is the information that 1s zyzilable 1 the wurmpzny o 28 QWD 1270558 5 2rzrgs
the sales department can help analyse the trend of sales of the finznoe Sepaiment (20 T&y on Te Ly
regarding the product
External research is when the information s obizined from oulsice tne company. T ol
obtained from an external source Is of @ genersl nature often inyolying the intemet, speczl ooz
newspapers elc.

Secondary market research is cheaper and less time consuming but primary dziz is cuttomised z0d roe
accurate. Therefore a blend of hoth is recommended during the process,

Ty,
7

-
-

-

Sources of information
Printed, paid for and webh bhased sources of Information

Printed information can be gathered through newspapers, This could help a2 company gather informzton
regarding the general state of cconamy, whether the customers are erpeded o increzse or decrezss
Government statistics containing information about the population and age structure of the company 202
also avallable in mast countries,

Market research agencies collect and maintain relevant information on behalf of the companies. They
pravide the companies with detalled knowledge regarding various projects and charge heavily for ther
Selvices.

Web based informatilon can be collected through the intermet, It provides an easily accessible source of 2
very wide variety of information pertaining 1o websites, other companies ctc, However, one should run 3
proper check since the information is not always authentic,

Sampling methods

Random,

stratified and quota sampling; th jyen
situation: pling; the appropriateness of each to a gé

As dlspussed earlier, a sample is a selecled
potential buyers of the product. There areg 56

\ oo
group of people with specific characteristics, re%ﬁé@ I
&

veral tlechniques of sampling such as: O
Random sampling: & ,\’\

In this 4 > ;
sample 2:222‘; :r‘f_’cgp::j‘fl”?gf" of the survey population has an equal chance o e\i\g Selected in the
roctod 1andomly. Nowadays, this Is ofton done electronically By'meads of computer

generated random numbers This (s (e
everyons, mbers. This is useful in caso of products such as Coke e are(e\;ually popular wit
)
?lfalifled sampling: \,@q 7
his includes dividing the Population in e who

‘ , W\ <
are interested in the Product of question k:: zllb‘gmu,m and only quqé\qlkipg' from those sub-groups

men and wonmn.q : O
Quota sampling: N 3

This methog 16 N
. uires . C
groups. The 9 people 1o he selecled according !Q:') &jﬂi, characteristics like partlcula" incoma

foup Is repres )
Presentative of the entire pop nugn.\\\\.
& A

4
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cluster sampling:
includes people selected on the basis of the area they represent. For example, if a magazine is

This ( te .
being launched in a specific region then people from that area will be selected. This can be done
randomly.

Limitations of sampling:

The benelits of sampling can be limited at times due to the following factors. Firstly, the cost factor is
4 the research becomes very expensive with the sample size. Secondly, the results might be

significani an _
required by the managers quickly whereas the whole process of sampling is very time-consuming.

market research results

The reliability of data collection

Analysis of results obtained from market research
collected by the Market Research specialist needs to be sorted out and analysed
t as well as irrelevant data should be stored in such a way that it is easily accessible.

The information
th the help of a computer and the company can bring it to use whenever required.

carefully. Relevan
This can be dene wi

sentation of information:
The marketing manager prepares the MR plan including all the necessary details and presents it in front
of the senior management of the company. It is advisable for him to support his presentation by using
facts and figures with accurate calculations and pictorial presentation. After the presentation, it is up to
the directors or chief executive to make a decision regarding the implementation of the market research

plan. ]
Market research results can be parented in a number of ways:

Pre

Charts:
res for each piece of data or the proportion of each piece of data in terms of the

Charts show the total figu
total number. Charts can be classified into Pie Charts and Bar Charts.
|

up by each component. Each

Pie Charts:

A pie chart can be used to show what proportion of the total figure is made

presents a particular component's contribution to the total amount. The size of |
s is calculated in the following way: |

slice of the pie chart re
each slice is determined by the angle at the centre of the circle. Thi

ValueofSection
TotalValues x 360 degrees ‘/a
For example: . C/\O
A company sells its products to a number of different countries. The table shows the data colle$ ed"b?the j
Sales department regarding the value of sales to each country. 0 A y~
- N
[ Country | Sales figures ($000 N N’
UK 2 \)\Qﬂ,
Belgium 3 Q QD
USA 5 @
Tanzania 3 ’\w@
Egypt 2 {'\ Oﬂg
Saudi Arabia 4 $ .
| Argentina 1. :'\\-@
N or *
Totafg;teosd:raz“of a pie chart: b&)@:\\Yx
2 e 'gf&

UK= _50_ =01 Q@\g\ﬁ
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",;._ answe- alsD prowvioes the percentage of total sales if multiplies by 100; so 0.1 X 100= 10%
Dog et cam i it by ! A w etk AR0 : o
J2et Se =aimuiates by multiplying 0.1 with 38U as stated in the formula; 0.1 X 360= 36
_Mowss degrees
Seiu— = 3¢ cegrees = 15%
JS& =20 oegrees = 20
Ta~—zne = M oepees = 13
Eovo = 35 oegrees = 0%
Saus 4Lanz = 2 osgrees = 20
Apeminz = L 0eQTRES S 5
Argentin Sales
a 5% UK
10
Saudi %
Arzbiz belgium
20% 15%
cgyptl
10%
USA
25%
tanzznia
15%

sets of results to see if proportions have changed. Butit

Pe Chzns zglow €25 comparison between two
does not sliow for changes in the total size of the pie, this involves trying to compare the areas o_f two
ar charts bat showing precise values, which is

Atrent circles. Secondly. pie charts are less useful than b
the pie chart itself. @
CAO

Bar Charts: . A
4 bar chart or bar graph is a chart with rectangular bars with lengths proportional to the va%reg'ﬁ\h er
regresent. The bars can 2lso be plotted horizontally. It is the most simplest and comw} .@a 50
regresenting data. The bars can be drawn vertically or horizontally. The main advantage al '3
chans is that it represents results very clearly and is easy to interpret. At a glance t]}q“ifeJ ge
general feel of the information and identify and trends or changes OVer the time 'g‘éﬁo bt
Zlsn aMractive that tables and can be use i bj:“l produce 2

d to interpret data more quickly. It 145130551
chart from collected data, such as from ma

e’

rket research. This data may be col’legte\tgj\’?”a tally chart

'\%@3
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1 2 3 4 YEARS

The figure represents a typical bar chart which shows the profit levels for a company over a four year
period. From this graph we can easily deduce that the profit level remained almost constant over the first
three years but rose to the highest level in year four.

Pictograms:

A pictogram is another form of a chart. it presents data in a similar way to bar charts. The difference is
that data are presented by pictorial symbols and not bars.

Histogram:

Histograms looks similar to a bar chart but there are few differences. In a histogram it is the area which
represents the frequency whereas in a bar chart it is the length or height of the bars. Histogram is used
for grouped data, for example the number of people between the ages of 0 and 9.

Other forms of visual presentation includes, tables, line graphs, frequency curves, maps, efc...

33 The marketing mix C‘?\Q
The elements of the marketing mix (the 4ps) \.'\OQQ(O

The 4pg, v \OO'\,\

Product, price, promotion, place (distribution channels): ]
m’:g”_g mix includes all the variables that go Iinto marketing a product or servi\cBO‘he?/e\variables are
d

lised as the 4Pg, Q 0‘5
PMUG!; @

!helst applies 19 1ha product itself, i.e., the design of the product, the QUaman(@t stage of the plc it is at,
%€ of packaging 1o be used etc, $( Q’p
Pricg: >

Thig in \ o
Bong biligﬁﬁldeterminlng an appropriate price of the produchat iQﬂ‘}he cEarodur:t should be sold. This is
b N®dering different factors specially the price elabt g emand.
"Motign, & \y\k

< 45\

s

Gy O S SPSIIN
i “’_’-mq"";-‘, i ‘1’,?
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This is how the product is being advertised and promoted. Deals with the type of advertising media that
has to be used and the sales promotion techniques to be applied.

Place:

This refers to the channels of distribution that are adopted by the company. Re|§tes to the c_!ecisions to be
taken whether the product will be sold directly to the consumers or through retailers, selection of the most
appropriate location, etc

The role of the customer (the 4cs)

The relationship between the customer and the business (the 4Cs): customer
solution, cost to customer, communication with customer, convenience to customer
Ways in which customer relations can be improved

How the 4Cs relate to the 4Ps

The role of the customer (the 4Cs)

The concept of Marketing Mix was developed by McCarthy about half a century ago. Mare progressive
marketing experts have observed that 80% of the newly launched products every year fail to produce the
desired results. That is why the 4Ps are being replaced by the 4 Cs model, representing “customer
solution”, “cost to customer”, “communication with customer” and “convenience to customer”.

Consumer wants and needs (vs. Products):

One cannot simply develop products and then try to sell them to @ mass market. You have to study
consumer wants and needs and then attract consumers one by one with something each one wants. In
most cases. manufacturers have to find out what people want and then “build" it for them, their way.

Cost to satisfy (vs. Price):

Producers have to realise that price - measured in monetary terms - is one part of the cost to satisfy. The
seller of burgers, for example, has to consider the cost of driving to the restaurant, the cost of conscience
of eating meat, etc. One of the most difficult places to be in the business world is the retailer selling at the
lowest price. If you rely strictly on price to compete, you are vulnerable to competition - in the long term.

Convenience to buy (vs. Place):

You must think of convenience to buy instead of place. You have to know how each subset of the market
prefers to buy - on the Internet, from a catalogue, on the phone, using credit cards, etc. Lands End
clothing, Amazon Books and Dell Computers are just a few businesses that do very well over the Internet.

Communication (vs. Promotion): i
One must consider communication instead of promotion. Promotion is somewhat manipulative Si Q
from the seller. Communication, on the other hand, involves a “give and take” between the .,f’ﬁ
seller. The seller needs to be creative and make advertising "interactive” through the u{e’\ 6@:’“9
numbers, web site address, etc. He must understand why customers are "with" him. .
Developing a brand takes into account these considerations. Developing a brand is developifig aprom'se

in
When a producer or seller takes into consideration the "4 C's" noted above, he bééln% {he proces? ’
developing a brand. A\

Itis evident that the 4Cs model is more consumer-oriented and fits better i \00‘91{3'“ from mas?
marketing to niche marketing'. 6

Goods,

&
Product $(§'O<9
services and ) &

and products that are a blend of bat 4&&

Recognising the
product as a bundle of t
(Discussed under Section 1) =ogible li'y rlb@ngl-hle attrihites

Importance of product development @O\Q‘\@

(Discu i |
ssed under 3al.4 “MARKETING PLANNING") \‘:\\?\

o '|
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Types of pricing strategies

use and value of alternative pricing strategies including competitive, penetration ,
skimming, price discrimination, cost-based pricing:

There are various factors that the business should keep in mind when deciding an appropriate pricing

strategy for the product. Sometimes they may charge what they think the consumer wil pay, or charge
what their competitor is charging etc...

The following pricing strategies might be used by the business for its products:

Cost-plus pricing strategy:

Involves estimating the cost of manufacturing a product and then adding a percentage mark-up for profit.
This method is useful and easy to apply but not if the price is a lot higher than the competitors,

For example:

the cost of manufacturing a bar of checolate is $10. If a company wishes to earn a profit of 50% then they
will have to first calculate what 50% of $10 is, by

50
10x—— =5
100
So the price charged should be 10 +5= $15.

Penetration pricing:
Is when the price is set lower than its competitors in order to be able to enter a new market. This method
ensures a high level of sales but the revenue might not be that much due to low price.

Skimming pricing:

In this technique a higher price is set when the product is being launched in the market. This might be for
a new invention or for a product on which a lot of money has been spent for research and development.
This normally targets the higher income group or people belonging to the egoistic side.

Price discrimination: .
Price discrimination takes place in markets where it is possible to charge different groups of customers,

different prices for the same product.

Competitive pricing: i i
This includes chargi%g a price of the product in line with its competitors. This enables the sales to be high

|
as your price is at a realistic level and the product is not over-priced or under-priced. This migzt\ \3

Costly affair as research has to be done as to what your competitors are charging. O ) 5\
Product life cycle OO
\0 /'\
How Product Life Cycle stage influences marketing actlvities q/r\
Decisions about extension strategies Q\) Qﬂ_)
V i i i i i .
“fa;:;zlzt ges through which a product passes during its lifetime are tachn@lc y \t\ey ed as the product

.5\\,&(}',

\‘xi\k’
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Time
Typically, it inciudes introduction, growth, maturity ;—n:.‘_decline. nz tme ;e'or.‘. invotved varies Tom
product to product, ranging o monts to centuries (Corz was lzunched b20h in 1225). The foliowng
izted with different slzges.

characteristics and siralegies are 2sso0i2.22

J

Introduction:

This is cften considered to be the riskiest 2nd the most oriticz! stage in the product ifecycle. There z=

numarous teething problems to be tzckied which mz lez4 o the collapse of a new product at an eary

stage. Tough competition, lack of refevant knowiedge and experience, unfavourable govemnment Z2as

and unprediziable consumer behaviour are 2 few issues ‘hzt must be taken seriously by a company.

specially at the introductory stag sles zre Jow in relztion 1o costs. Profit is usually non-existent anc,
t | at

zr .
typically, businesses pursue t jective of surviva nis stage. It is important for a business to use
aggressive advertising as the product is lzunched, in order to ensure that primary demand is creatsd
Informative advertising. an advertising technigue in which all the szlient features of a product &=
highlighted so that it can be introduced to the customers effectively, is recommended at the introductory
stage. This should be coupled with an appropriate pricing strategy so that a positive consumer response
can be triggered. As discussed above, a skimming strategy for luxury items and a penetration strategy
for fast moving consumer goods (FMCG) can lead to desired results at this stage of the product life-cycle.

Growth:
This stage is characterised by an increase in the market share due 1o a favourable responsé O}ﬂ'e
economies of scale sl

customers towards the product. Now the company is in a position to enjoy
rise in the level of production and sales would lead to a reduction in average costs. Profits i !
upward trend and product has managed to find a foot-hold in the new market. N
It is very important for a manufacturer at this stage not to compromise the quality factor. They, ii;; beef
numerous cases in the past when the initial success of a particular product led the n‘féc urerS_to
believe that they could possibly take advantage of the favourable situation and bri ' \%aWﬂ he qualy
level to some extent in order to control costs. Such a move must be avoided, since }C uld'éasily prove s
be dlsas.trous for a business and the long-term success of the product. In case,ol.a fowing Pro ”th,
persuasive advertising proves to be highly effective. This advertising technidué allows the customers
compare the features of various competing products and decide in favour, of ‘one. A suitable pn_cl_ﬂg
strategy at growth could be cost-plus pricing (already discussed) fonﬁ(&gl: flexibility or Comp?tm‘;
a‘_glng (already discussed) in case of high competition. The manufactur‘é'r" capalso consider the option of

idening the range of brands at the growth stage since the cmﬁ’ﬁan@is currently enjoying af

N

reputation in the eyes of the stakeholders. (‘) Q\'K
Maturity:
Maturrigyindicates that th o ' alhd
at the sales have levelled off aﬁ'e‘ eQe(g though the company IS gteg:;wthv 8
can '5 enjoying

substanti
lndicatgga:nagzuzt- of funds and profit through the saje(of this product, there is no signifi
lagram. There is an establishe ril;\qg'ﬂ)oyal clientele and the business !
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of scale. However, the retardation in growth rate requires the company to adopt some
e aeres for extending the matunty stage over 3 long period of time.
concrete mi:eps may be taken by a business at this stage, commonly known as the extension
Numerqgi kFirstIV- the customers can be persuaded to increase the consumption of the product. for

~on0

’tmeg]é using a tooth paste thrice a day. Another extension strategy could be to suggest varied uses of
e\azﬂaﬁ’ﬂé product, for example, a cell phone can be used as a computer as well as a camera. Changing
the sar

™ tlook of the product. adding or removing ingredients or offering sales promotion schemes such as
te oV ;S can all be categorised as extension strategies that will enable the company to attract more
d.:_:c.otr::ers_ Moreover, reminder or reinforcement advertising proves to be useful at the matunty stage.
¢ ?‘; technique, the target audience is reminded over and over again of the presence of an established

" he market.

line: L . .
g:cc“lne describes the alarming situation characterised by a reduction in sales, market share and profit.

Customers start switching to better su‘bstigutes available in the market, Slipping sales lead to a decrease
n the production level and hence a rise in the average costs. There could be two possible courses of
action taken by the management at this stage. One, they may realise that further production and
distribution can prove to be costly and that it is in _the best Interest of the business to discontinue the sale
of this product in order to avoid further losses. This strategy involves clearing the existing stocks at a low
price and using the recovered amount for some other productive business activity. Technically, this

Price elasticity of demand
Determining price elasticity of demand and suitable prices:
Promotion methods

Above the line and below the line promotion:

Promotion includes making people aware of the existence of a particular product; to encourage people to
buy that product; to demonstrate the various features of it: to create a brand image of the product so that
gne ean differentiate it from the others. Promotional techniques can be divided into AboveThe:@ne
"oMmotion and Below the Line Promotion. L0

Rbove the line promotion includes: \"\OQ(O
?#VFRTISING: % N
eﬂfa's,"‘e Présentation and promotion of ideas, goods and services carried out e 'bjective of
rewennucmgt ® Image of the company in the eyes of the stakeholders, uitimately le ‘tg n increase in
ea ia such as T.V,

i Nd profit. Advertising is a direct form of promotion and involves tht;,u‘sg) mey :
Preh Newspapers. Philip Kotler, known to be the father of m tin ame up with a
Ve theory on advertising known as the “5 M” approach. In@is opinion, the structure of

SiNG ic p.:
" 9IS built on the following five pillars:- X YO
) (\ O&
Mi‘Sio . e’o
Evef)' t:lu.sinesS re)a ‘.\"S‘\ o ,
qiam-p]e' inorg Needs to define a mission or an objective befo upching an advertising cqgwpat;?nafgr
Nitatiyg ter:,smg profit, overcoming competition etc. If¢possibie, this goal should be identified in

S.Itcan pe achieved with the help of the @m{@é’ three advertising techniques:-

@ W\
¢S

-

Scanned by CamScanner



Unit-3 74 o Murketing
Read & Write Publications

Informative advertising:

This type of advertising is used for launching a new product in the market. The company makes an effort
to highlight various features of the product in order to create awareness or primary demand in the

market,e.g., Telenor advertising its new call rates.

Persuasive advertising:

It is appropriate in case of products facing inten
customers can compare its features to the feat
versus Close up.

se competition. The product is advertised in a way that the
ures of substitutes available in the market, e.g., Coigate

Reminder/reinforcement advertising: ' .
Is a suitable technique for promoting products that are already well established in the market. The firm

wants o ensure that the sales do not slip and therefore keeps on reminding the customers about its

presence in the market, e.g.,Pepsi.

(M2)

Money:

An advertising budget should be carefully prepared so that the product can be promoted effectively. The
size of advertising budget depends on numerous factors such as competition, market share, stage of the 1
product in the product life cycle and the financial position of the company.

(M3)
Media:
The medium used by a business for conveying a message to the target audience may be classified into !
electronic media such as radio and T.V, and print media like newspapers. .
The medium that is selected should have a wide reach so that the message can be transmitted to the
target market effectively. In other words, the number of customers exposed to an advertisement should 3
be large. Moreover, the ability of the medium to maintain a high frequency (number of repetitions) while a
product is being advertised is another desirable feature. Lastly, one must give preference to a television
channel or newspaper that is capable of leaving a lasting impact on the minds of the customers. It is A
important to note that a company should give due consideration to factors such as target audience habits,
nature of the product and cost effectiveness while choosing among major media types.

(M4)

L A

Message: .
This is the statement of an advertisement that reflects the viewpoint of a firm. It should be kept in mind

that an advertising message should be exclusive and believable or provable at the same time.

S

The following techniques are commonly used to generate a message: - (\?\0

Inductive technique: ' .
According to the method, the company should carry out a survey of the potential cusgn\e%@@me
N

N

launching an advertising campaign and prepare a message in the light of their suggestions

—

-~

/

Deductive technique: g\?\ ket can be
The experts who are in favour of using this technique are of the opinion that a 6"8'#"‘” €

T

divided into the following four categories of customers:- Q

Rational customers: %, is of facts
: _ R Salle he basis Of 1&
These are the customers who have a logical approach and alwaﬁi&ﬁ?‘f‘:&:?ngg;age that contain®

and figures. Such customers can be convinced to buy a product wi

=

b

factual and relevant information, for example; presence of Vitamjn, C lsfi‘enefgy drink- 5

Sensory customers: & wilbe
. . ix ing. They

A large number of customers have a sensory or sentime t;é %}ach to deCIs'%noTaeI:‘-nO%O" init FO

persuaded to purchase a product with the help of a age’that has a toucrtisi ng campaig™ !

example, Mc Donald's focuses on the pleasures of f therness in its adve

-
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gocial customers:

here s @ certain catbegory vhoad s Vo intend to do something good for the society in general
ych customers can be convinced to buy a product if the company conveys a message that a certain

i f sales will be donated to some Charitable instituti ;
oportion @ ' inen : & Institution. ~ Unilever has adopt [
«;Lr:ccessfully and has experienced an increase in the sales volume of theijr cooking oil. pted this strategy

Egoistic customer: ,

These are the status ;:gnsmqﬁlsb People who want to be a part of an exclusive class belonging to the
higher inccfnme g;;;gghriat:yagl forei r:gf;':ed to;vard.s an expensive luxury item if their ego is boosted with
help of an @ e ad, ce, advertisements for perso ‘ i -
g,; £ g otc. attract egoistic customers. P nal aircraft, customised cars, priority

(MS) :

Measurement: th the effecti

ps a final step, the success or the effec veness of an advertising campaign has to be measured. This is
important in determining whether to continue with a particular ad or not. The following two techniques are
used in this context:-

communication effect research:

This is @ technique which is based on the feedback received from the customers regarding the quality of
anad or a product. However, this technique may not

Ve, reflect the true picture and it is not advisable to rely
onthe results of communication effect research entire|

Sales effect research:

This method proves to be very helpful in measuring the impact of an advertisement. It is based on the

fuctuation in the level of sales before and after an advertisement is launched. A positive change in the
number of units sold signifies that the ad has been effective enough.

Below the line promotion:

This includes all promotional techniques, other than advertising, applied by a company with the objective
of mproving sales. These sales promotion methods give a customer some incentive to buy the product.
Business organisations use a variety of sales promotion techniques/schemes for enhancing their
performance. Most of these schemes are quite useful in adding significantly to the sales volume. These
include money back guarantee, scratch cards, lucky draws, clearance sales, buy two get one free, etc.

Types of packaging:

Packaging s the container or wrapper used for carrying or containing the product in order to make it more
tonvenignt and'presentable for the customers. It can be classified into:- @

:Prrimafy Packaging: _ . @C«O
tuhns type of packaging is used to carry a product right after it is manufactured,for examppi' stic
@armying the tooth paste. 00 l\0
> N

?ﬂondary Packaging: in thi is k ‘o@\\\;slh:e second

Ck?;r:a'"ﬂ that carries the primary package, cardboard box in this case, s borbl/ e
shiPTHe Q @
Reer t:)“ Packaging:

. in-bulK § the production plant to
"‘iﬂwholesaﬁe:1 Uge cartons used for carrying the secondary package in EU‘ Of\"él“ P

Patkag $and retailers ( o .
\ : : following factors add
Ot ﬁnnpoplays 3 key role in determining the success or failure 0 g\rgduct. The g
1 nce of Packaging. S
)Plo . Q
Pagk Motion; O
g N e e Sé[?of a product. It attracts the customers

8 ca
" N be y i ot . ;
be enerany izg t?,se zr:lae“f:; %t;vti ;O:aﬂésag?s gmwitﬁ'thé. auanty of the product itself. That is why the

S
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Wdustry involved in the ma

nufacturing of perfumes is known to spend almost 50% of their budget on
ottiing (packaging).

2) Convenience:

Packaging adds a touch of convenience to the lifestyle of the customers. It assists them in Purchasing the
product form an outlet and carrying it conveniently to the place where it has to be consumed,

3) Protection: .

Specially designed packaging material is widely used by manufacturers, enabling them to Present the
product to the end user in a safe and secured manner. This factor is spec:|all_y applicable in cage of
sensiive or fragile items including electronics, food stuffs, glass wear etc. This not only protects the
product against any possible damage but also enhances the period of useful life.

4) Information:

Relevant and useful information is passed onto the customers with the help of the data printed on the
primary or secondary package. The customers can benefit frpm the information involving the ist of
ingredients, expiry date etc., and take a rational purchasing decision. _ '

In case of some products the company is legally bound to provide specific information to the customers
so that they can make logical decision regarding the purchase of a certain product. In Muslim countries
the word "HALAL™ has to be mentioned on every food item.

S) Environmental factor:
There are a number of organisations working for the conservation of the environment, for example, the
een Peace movement. Such associations act as a pressure group and enforce the business sector to
opt precautionary measures for the preservation of the environment. In certain countries there has
€n 2 proper legislation against the use of products causing pollution. Therefore, a business needs to
2ke this factor into account when selecting a material for packaging. An effort is made to use
environment friendly packaging material such as paper bags instead of polythene bags so that the image
of the company is enhanced.

Branding as part of product/promotion

Brand name is the unique name of the product that distin

guishes it from other brands. Businesses use
branding as a way of promoting their products as it leads to brand loyalty. This is when consumers keep
buying the same brand again and again instead of choosing a competitor's brand. Branded products are
generally considered t

: 0 be of superior quality as compared to unbranded products. This way a b_rand
Image is created which gives the product an identity of its own and distinguishes it from its competitor's
brands,

Channels of distribution

&
Choosing between alternative types of channel of distribution \
Channel of distribution |

>0
‘ on is the route by which a product is passed from the point of product@;\'gcibe point
of consumption. This includes &N
\\ N

In this case, a product is directly passed form the manufacturer to the consu \Tk
Ig applicable i

Ty q?(;k of distribution
to n case of agricultural items or food stuff, products that are non-mﬁibleg)namre_ They have
be s0ld to the consumers directly and swiftly since they have limited shel

f@eq
Slf?ﬂ!o level channel: $(\ OK in
ct from the manufacturer tSthe (-r;g%'i.ler who then displays “‘;’Zﬁe
e final consumers. This %pp@ame in case of products th
wellery, O

Zero leve| channel:
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. jgvel channel o ) .
Qu T res the marciaiiner to sell the product in bulk to the wholesaler who then performs the
’i:*r sreaking buit The wholesaler divides the product in small quantities and supplies them to

smen oo them accessible to the consumer.

- whe
cfaler Whe
O-E siet

yulti

-8

e\l

e use of an agent.. An agent is an independent person or business that is
the sales and distribution of the product. The agent will charge a commission for
an final price of the product. This is typically used in case of products being sold

<et. The agent sells the product on behalf of the company as he will be aware of r‘
t country.

types of distribution:

ntarsive distribution: ' _ o . o

. ¢ z zsinoution strategy in which an organisation relies on a large number of intermediaries for the
;::.;;ﬂ;,— of its products. It is especially applicable in case of commonly used consumer non-durables or
'v,: “zst meving consumer goods) that need to be supplied to different parts of a city, for example,
--# #rinks tocth paste etc...

b

selective distribution: |
r rzgures the services of a few distributors who are responsible for making a product available on a
=zl bzsis. It proves to be useful in distributing expensive products such as electronics.

sxclusive distribution: _

=Zrarded products are made available to a limited clientele with the help of exclusive agents who haye the
wzrse of selling the product. Normally a single dealer looks after the sale and distribution of a particular
usuty ftem in one city or country, e.g., Rolex or Mercedes.

Using the internet for the 4ps/4cs

Online advertising catalogues, sales, dynamic pricing, distribution (download of
digital products) Using the internet for the 4Ps/4Cs

s Internet has given us a new way of looking at business. Expert; .rec_ently came up with a new §et of 4
to describe the unique challenges of Internet Marketing_— Posmoplng, Permlssgon, E?nner§h}p, _and
formance. The old saying in real estate is location, locatlo_n, location. For websites, it's posmomng,
wistioning, positioning. Whatever marketing method one _demdes to u“se, one need's,; to rg:aket slgri onec;sr
getting good positioning from it. For example, if a business uses banner ads” or e)t( t;]n‘fs?fé)
womoting its products, it is essential they are on relevant _S|tes and visible and e?mf:mg t(; :Bm ,rgou
adience. If you don't have good positioning, you are nog going tq get any real beng it from lgf o%:gve
watint promoting your site. According to almost every big name in Internet Markeltnng,hpeo e
U7 you permission to market to them are many times more valuable than PEOPde‘:’ o}gtheﬁn‘/ise e
ft product on to. If you can run a newsletter for your visitors, that's a very goo x ea/Otf ise, the
91 Wi hero is to establish people's trust before you try and sell them stuff. Jus&_g :ﬁlmgﬂl(lg {nes on
Jur o pago and expecting your visitors to follow them is a long shot (t&atliy%glﬁk Vv:/Nwhat oyu e
Ity farge onough volume of cheap / free visitors). Show your visitors that youkno N esyt

gy givo them what they want, then they will be happy to sign up fo the ﬂt’e's'youanin%gls :arted
VIng togothor i o great way to get things done. It's been true since thedirst primitive

P
”
>
6

Srship’ ipe for
"G in packs and it will be true long into the future. However, partnership’can also be a recip

( * ) . .

‘im""'“ Almost overything you do on the Internet, from things as R§‘L?‘S, )?Chang‘tlﬂgishra]ﬁs;r(: ?:u:aerrgteh::

. ’r’:m'm”"’ morgor of two businesses is a partnership. Selecting who (Q'Pa;tf]?f"tv';’é trust is there, then it's

- 0o The most important question | ask is “do | feel | c\a_n-&@?t‘them ities are everywhere on the
Naller f working out how best to benefit each other. Partiershig-opportunities

oy, ission, to using other people's
'm;‘:""l'n 1" from Promoting someone's product in return for 9n/‘affu§atergcr>]m\;1tﬁs(l) ther portals, you're limited
Only 1, o linly, of running a free-roll poker tournarggqujuni'is that no matter how tempting the
) ,): y“’“' IMmagination. The important thing to rejaembei™thoug is important for just about

, : ce
% U8l factor must not be overlooked. Mea@r\lg@ your performan
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MARKETING PLANNING ELASTICITY

Income elasticity, promotional elasticity.
its various forms

—————

sics T =Sl Trs S — i
- -

cross elasticity: usefulness of the concept dm’h

n n response 0 2 02D Ssecoeescacs |
Specimen numerical: ) o L . ‘
Tre demand for 2 product changes from 75.000 units to 80,000 units dus {0 2 change M pnce rom S
ne gemand for iU g 0,000 units Gue 19
37 Cazloulzte the elasticity of demand and comment on the nature o elastciy.
FY¥-{a'a
5000
——— x100
75000
1
—x100
g
20
-7—11,6
12.5

If the E.0.D. is greater than 1, it is said to be elastic.
If #t iz less than 1, it is said to be inelastic.
Jf it is equal to 1, it is said to be unitary elastic.

S0, in this case the elasticity of demand is elastic, meaning that a change in price will lead to a more than

proportionate change in demand for the product.

Cross elasticity of demand is the responsiveness of demand of one product to a change in pnce of

anuther,
"% changeingquantity demanded of product A OC’\O
“changeinprice of product B ’(,\ QCD

If the answer is positive then the products are considered to be substitutes but if the ans@r R&gaﬁve

then the products are said to be complementary. - C/ N

Promotional elasticity of demand is the responsiveness of demand to a c{\a\g\e i’ promotional

spending. q/
_hchangeinquantity demanded QO Q‘b
®©

l%Chaneing promotional spending

" )

come elasticity of demand is the responsiveness of demand to a chab"?e |Q(Ihcome.
O -

Product development \S"{@.

*  Product develo

\
ment N %
" Bources of ne Pment as a process form original °°"8P |o\r}'.‘to launch and beyond

W idoas for prod
* The Importan product development >
e producy g ¢o of product development o @

dafined as i .
SPand s large amount of mgnnew invention or angfgroved version of an existing product. CO
¢y on research an Siabpment so that the process of new

mpanies
produ‘:'t
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_ent can be carmed out swiftly. It is an essential
_gelopment ¢ ‘ ial step for every firm that
O=%" aapn B0 4 widen ts customer i wants 1o overcom

rrpethon 3 3 wigen s | basre, The following steps should be taken by the company | go o
o op & New IO juct and introduce it in the market:- pany in order fo

5 are use the business organisati i i
y ganisation for the generation of new ideas. It may include

rety of source

Jees. media customer feedback, competitor’s reports etc.
ective 10€3 1S 'espo.ﬁ.s:b!e for the success of the project in the long run. That is why companies take
of idea generation seriously and even reward the employees if they come up with a new idea

me issue Ul
gt can be implemented by the firm.

-

AL
vV ®
r O

Y

idea screening: ’
stee is formed with the purpose of conducting an analysis of all the ideas that have been

L iea comm

grerated through different sources. This committee comprises of a few experienced employees with

Tevant skills. 1t 1S responsible for avoiding any “go” or “drop” errors. A “go-error” is the term used for

, mistzve due to which an idea is implemented that proves to be disastrous in the long run. Similarly a

lso have a negative impact on the ability of a business to achieve its goals. It shows 2
a may be implemented

W Y

«drop error” may 2
¢4uation in which 2 potentially good idea is turned down or rejected. The same ide
by another company successfully.

Concept development and testing:
L+ tnis stage the company makes an effort to prepare a detailed program for manufacturing and launching

we product, A concept is @ factual detailed version of the idea that was generated previously. The firm
tn3lse5 various aspects of the product development including the identification of target market, quantity,
quzlty etc... All the departments participate in the process of concept development and a series of tests
< 3150 conducted for evaluating the feasibility of this concept.

Business analysis:

The finznce department handles all the affairs rel
mznzger estimates costs, expected return etc.
zloegtes funds according to the requirements of eac
mmense importance since it is the foundation for all business ac

z proposed project.

ating to the availability and usage of funds. The finance
It advises other departments on monetary issues and
h section. The role of finance department is of
tivities and determines the profitability of -

Marketing strategy development: ’ .
s not possible for a firm to achieve suCCESS without a proper promotlonal strategy. An_effectwe
"atveting campaign is the key to success for a firm that is operating in a@ competit_lve environment.
P"""‘W regarding the use of media and sales promotion techniques are finalised at this stage. The/frm
“15uld be able to analyse the pros and cons of different marketing strategies and adopt a policy which as,

f funds as well as the nature of the progueb re’the

”*1‘ best interest of the organisation. Availability O
“f factors, determining the advertising strategy.- \}QQ
PrO‘tOtypo d O AN
Ok g, i e ore lopsaShd tSsted for all
il firm has completed all the paper work, an actual sample has to be deve ppe@gr;\. 33 ora
/%44l purposes. This sample is technically termed as a prototype and s simildr§o thf{ product which
,,,", Mered to the customers eventually. The prototype is tested with the hejp‘otthe%bs‘ omer feedback
" 93l lab tests may also be carried out to judge whether the product meeé ﬂi\q ality standards or
ﬁdarkf,t tosting ',\K’Oi@

by : ( o _
‘4';,’,. ,”"" Product should be | hed in a limited area to a séle%edgmarket segment initially. It is

@ launche Yo judge market response. The

. Al '
an;
048

of any firm since it provi - with an opgogunit
y firm since it provides 1€ firm v pg;o some defects are detected and the

Imie )

‘”":rr:,“r;’: tan decide to modify a particular product '%a

/:,":rnrru,,f-'laluzﬁ respond positively towards the product. 103

, g Lhye on: (

! m,’{,; ‘: 1:','0 company is prepared to go al out and 'tQUQ‘ch the pmduz
itegy. It will make every possible effortzfo&[bet as many C

t with the help of an aggressive

r.’!r”‘
§ stomers as possible and create
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a substantal pnmary demand for the product. It will enable the firm to overcome competiti
iKion and Wi
Iden

s profit margm

« Promotional campaigns

« Applying the ideas of AIDA and DAGMAR in choosing a promotional campaign

AIDA/DAGMAR MODELS:!
Businesses soMmetimes use ~ertain models to develop an effective promotional strategy. "AIDA"
that adveris qse awareness and encourage interest, desire and awareness in‘:‘uggests
persuade the customers o buy a particular product. The "DAGMAR" (defining advertising order to
advertising results) model is also used to measure the effect of advertising. A busigoals for
R group that is targeted has progressed along a scale of unawareness aw:rss can
~tion and action, as a result of advertising. : eness,

AR, SONVIK
casting

The need to forecast marketing data

ing average method to forecast sales

=} Y
ha should

far thA
ar INg

-

o3 S
~Arynra e
oMy

e Calculation and use of mov

FORECASTING
d by a business for predicting the micro and macro

The torm represents &
avironmental changes that may have an impact on its performance in the future. Forecasting is
of 3 host of variables such as sales, profit, costs, government policies, target audience
objective is to minimise the risk factor associated with future investments and make
ts accordingly. This would ultimately improve probability of success for
Q broadly be classified into qualitative and quantitative techniques.
situations where data is inadequate or not available at all. Quantitative
hen the company has an access to sufficient amount of data that can be

3 blend of techniques adopte

-

7

]

ry

w
on

)

\

Quszlitative me

rachniques are recommended W
ised in making calculations.

Qualitative forecasting:

t or opinion of an

Personal insight:
orting evidence of

This is a simple but risky forecasting technique
indivigual. One simply highlights the anticipated t
justification.

based on the personal judgmen
rend without presenting any supp

exchange views ona

Panel consensus:
strategy for proP@

This is when a group of experts
particular issue and try to reac
projects.

ected trends. The panelists

comments on the exp
ding a suitable business

h an agreement regar

Delphi method:

This forecasting technique is quit sus with the only difference that the expers

S e similar to the panel consen k vation

in this case express their opinion and record their findings independently, and share their Ob'fjeas ot

afienwards with the other paneliists. This is @ more realistic approach and ensures that morfh; E:;ase in
e

generated and one does not get influenced or dominated by others easily, which mig
panel consensus.
ots that e

H‘istorical analogy:
;‘;Zr:er:nﬁrefers ' a comparative analysis involving the current situation and similar eve ance
" pastp ace in the past. The concerned department can forecast the future trend by giving Y '
experience. This often proves to be effective in case of seasonal products.
~— \\—’
e -7 ith e
bservati . with .
rvational market research may also be carried out for developing a strategy In accordanc® gtion "
e expected iU

ongoin
Drkg:es %et:?”:SdA market survey could be highly effective in determining
. design, distribution and the overall purchasing pi/ttern of customers.
7, -

\
A
-
N
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G- Sl

.. 4

auaﬂf"a“ve forecasting

Causal method: t
.nd observant market research specialist knows how to establish a link between the

an experienced ity i
7] f an ac H H . .
Jse and effect of &1 ‘:(;j:vn %( in cfarder to highlight the anticipated trends more accurately. For instance:.
e se in incon an indicator of an increase in the demand for luxury items [
"¢ Jime Serics aAnalysis (Moving Averages): ’ ‘
;;me geries Analysis Of the Moving Ave‘rages technique always gives the
o latest information. /s soon as the_re is a new development, it is recorde
maqagemer‘7 n r::w'_c; rghonal and timely decisions. Practically, the Moving
commonly applied in case of the stock exchange where the figures fluctuate a
claborated in the following schedule.

business an access to updated
d immediately, facilitating the
Averages technigue is very
fter very short intervals.

The phenomenr)n 15
— T T
| " CENTERED
TIME PRODUCTION | MOVING TOTAL | MOVING AVERAGE MOVING VARIANCE
I AVERAGE
| OJ,-,,,,- 35 L I
| a2 a2 166 41.5 25125 | 6.125
I o _ _ —— 55
[CEE 39 . 195 48.75 — |
o [ 52 {21 53.5 51.125 -1.125
o5 | 64 T I P P B
3 61 -

Extrapolation:
Extrapolation, an €as casting technique, is simply based on the assumption that the on-

going trend will continue in the
Importance of research and development:

discovery and inquiry of new ideas in order to solve a
volves changing ideas into commercial prod
o can, are able to reap a num

y- to- apply fore
future also.

problem or create and opportunity,
ucts. All businesses cannot afford
ber of advantages. These include
developed. It is often argued
R&D creates opportunities
ptimism and anticipation

Research is the
whereas Development in

research and development, but those wh
the production of new products, new materials, new machines can also be

that expenditure on R&D is used to enhance company's image. Investment in

for creativity and invention. A successful R&D department generates a mood of 0
itive effect on the motivation of the staff.

in the organization. This has a pos
The amount of money allocated o R&D by different businesses varies great
budget depends on the number of factors

Nature of the industry:
Certain industries such as pharmaceutiCaIS. computers

due {o the nature of the industry.

ly. The size of the R&D

and defense tend to have a high R&DD budget

Avallability of funds:
ary their investment according to the funds available in any year. If profit

f!llllﬁ common for the firms to v
alls for a period of time, R&D spending might fall.

ILf"GUr ostablishments:
a;:(’JfJ;:r‘publm limited companies tend to be more committed to R&D.
ear the risk involved than smaller businesses.

hey are better able to meet the cost

?.:’"‘Poﬂtlon:

wame 6l .

r,v;.ls’::.l:""'t’ss,os are forced to invest in R&D to compete. Failure to keep pace with the investment of
ay moan that a business struggles to survive in the market.

Clohg
(,;,MI:'/’;:'“'(')OH fmd International marketing:
Ty 'uv.un-‘”,”’ the trend towards free international trade and free movement of capital between nations
POty g 'll’ the growth of multinational corporations that seek the widest markets for their uni g
10 cheapest locations for the production.
Y
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RELEVANT QUESTIONS FROM PAST PAPERS (SECTION 3)

Way/June 2013, P1,Q2,
4 (a) Define the term ‘random sampling’. (2] .
(b) Briefly explain two advantages of using quota sampling. (3]

M/J 13, P2, (a) (Regal Restaurants)

1 (a) Explain the following terms:
(i) corporate responsibility (line 15) (3]
(i) above the line promotion (line 20). [3]
OCT/NOV 2009 P1: Q2, Q7.
2 (a) Define the term ‘market segmentation’. (2] _
(b) Briefly explain two methods of market segmentation. [3]
7 (a) Explain two methods that might be used for the visual presentation of business
information.[8]
(b) A manufacturer of soft drinks wants information about customer needs and preferences.

Discuss how this information might be collected. [12]

OCT/NOV 2009: PAPER 2, PHONEQUIP, a (i), PEDRO’S FISH, a (i),

1 (a) Explain the following terms:
(i) market segmentation (line 2) [3]
2 (a) Explain the following terms:

(i) market price (line 4) [3]

OCT/NOV 2009: PAPER 3, CHAN BEAUTY COMPANY, Q5.
5 Assume Option 1, the market development option, is chosen. Discuss the important features of a

marketing plan for a successful launch in your country of the ethical beauty products. [16]

VAY/JUNE 2009: PAPER, 1 Q1.
I (a) State the main difference between a skimming pricing strategy and a penetration pricing

strategy. [2]
(b) Briefly explain why a business might choose to use a skimming pricing strategy. [3]

JAY/JUNE 2009: PAPER 2, BOB’S BAND,Q1(d), CHEAPO AIR, Q2a (ii) and Q2(c),
I (d) Discuss the factors that FB need to consider in promoting the concert. [10]
! (a) Explain the following terms:
(ii) price inelastic (line 12). [3]
(c) Analyse the factors that CA would need to consider in setting a price for their pufiy(%\

customers. [8] x>0

O

WAY/JUNE 2009: PAPER 3, CAR MANUFACTURER AT A CROSSRAODS, Q3,Q6.. {# N
3 To what extent do you agree with the Chief Executive when he states that ‘Re\séar‘?ll'and
Development spending always creates innovative products and increases ,@Sl?v(llnes 58'5?1)6]
{
B In lyo'ur opinion, should EM go ahead with the plan to start producing ﬁU%J —a‘% sports ¢ars “
sale in new market segments? Justify your decision. [20] @ rﬁ/
.t\, S

OCTINOV 2008: PAPER 2, PAP
: , PAPERCLIPS, Q1a(ji o o2 :
1 (@  Explain the terms. Q1a(ii) and (c). CC co&mgﬂc ﬁ):a(u), b.

(ii) Market research (line 20). [3] \«\

(C . : i
) Advise Ling on the factors that she will need to consider in recommending @ mafkel'ng

mix for PC. [10
2 (a) Explain the terr]ns: OOQ?
) b Mass marketing (ines 26-g7y (4 " 1
ng Table 4, calculate th(e\'nriﬁgléTésticity of demand for CC's main PO
~
|
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i) I'he price elastici
| sticity of demand for their main competitor is 1.2. How might CC use

s information on elastici i
marketing mix?[4] ICity and your answer in (b)(i) when deciding on their

oV 2008: PAPER 3, TANROH'S DILEMMA, Q4
mmend to Tanroh ‘ e
o a possible marketing strategy for the safari lodge project. Fully justify your

recommemat:;, ‘ 1 6}

ocT/N

AY/JUNE 2008: PAPER, 1 Q7,

¥ - ’ _
7 (a) Explain how the product life cycle might be used by the finance manager of a business.
(b) Discuss how and why promotional activity might change at different st f roduot'[58]
life cycle. [12] g ifferent stages of a p

MAY/JUNE 2008: PAPER 2, EA_ST FARM WILDLIFE PARK, Q1(c), d(ii). GANMOR CARS,Q2(d).

1 (c) ldentlfy'lnformatlon that EFWP needs to collect before it can make a decision about the

expansion. [4]

(d) (ii) Assume that the information collected shows a market for the new development.
Using Table 1 and other information, advise EFWP on whether to go ahead with

Sue's expansion plans. [8]

2 (d) Discuss the factors that would influence GC'’s choice of a marketing mix. [10]

MAY/JUNE 2008: PAPER 3, PYRAMID TELEVISIONS,Q1(b), Q4.
1 (b) Assess the advantages and disadvantages to the Research and Development

rtment of changing the organisational structure of the business. [10]

depa

4 (a) Using the data in Appendix A calculate, for both PT and its major competitor, the:
(i) Income elasticity of demand
(ii) Promotion elasticity of demand. [8]

(b) Discuss possible changes to PT’s future marketing strategy based on these results and

other information in the case. [14]

OCT/NOV 2007: PAPER 1, Q2.

: (a) Other than price, outline one factor which could cause an increase in the demand for

mobile phones. [2] _
(b) A business sells a product whose demand is relatively price inelastic. Explain the effect

on sales and revenue of a price increase. [3]

OCTINOV 2007: PAPER 2, EXCELLENT TRAINING Q2(c), f\@
(c) Discuss the factors that ET will need to consider when marketing their courses t&scho’o‘@

and colleges. [10] x N 69
OO

JCTINOV 2007: PAPER 3, CURRY CUISINE, Q7. TR
Assume that Chas and Ling decide to go ahead with the “ready made meals” Q(opq\s\al. valuate
the arguments for and against developing a marketing plan for this project. Z‘O]’_n‘/
\J
Q7O

d for consumer goods in your country. [8]

the marketfar its;goods. [12]
{i o

&
>
P

28 >
¢S

‘S\

M
YAYUUNE 2007 pAPER 1, Q7.
@ Outline the main determinants of deman
Discuss how a clothes retailer might segment
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f

MO!ie“nv
(€) Discuss the marketing and other factors that Tariq should consider before decidin
whether to sell components on the Internet. [10] g
MAY/JUNE 2007: PAPER 3, CRAFT DESIGNS,Q(5). _
5 Evaluate the importance to Craft Designs of effective market segmentation in the tourist gift
market. [14]
OCTINOV 2006: PAPER 1, Q5,
5 (a) Explain the importance of a market-orientated approach for a business in the Consumer
goods market. [8] '
(b)

Evaluate the pricing strategies a business might use when launching a new Product [12) !

OCT/NOV 2006: PAPER 2, HILLTOP SERVICES, Q1 b, d. ELDORADO RESTAURANTS,
1

: Q2(d),
(b) (i) Using data from the case calculate the price elasticity of demang for
Farad's sales of petrol. [3]

(i) Comment on your answer to (b)(i). [3]
Recommend changes to the current marketing mix that might be needed for the
restaurant at the international airport. Justify your answer. [10]

OCT/NOV 2006: PAPER 3, LOCOST AIRWAYS, Q5.

(d)

y
5 Gavin suggested taking the airline “up market” to a different market segment. To what extent do
you agree with him that “the most important change we need to make to our marketing strategy to
guarantee success is more promotion™? (lines 51-52) [14]
MAY/JUNE 2006: PAPER 1, Q4, Q7(b), 1
4 (a) Briefly distinguish between primary and secondary market research. [2] '
(b) Explain why a business might use quota sampling in market research. [3]
7 (b)

Discuss how a computer manufacturer might choose between different channels of !
distribution in a new export market. [12)

MAY/JUNE 2006: PAPER 3, RAVE CONFECTIONERY, Q1 (a), Q6.
1

(a) Assess the usefulness of market research methods, other than those referred to in the

case, that Rave could use before deciding whether to launch “Fruit Choc Delight’. [10]
(b)

Using Appendix B and other information, evaluate the usefulness of product portfolio
analysis techniques, such as the Boston Matrix, to Rave. [12]

MAY/JUNE 2005:PAPER 1, Q7, ~

7 (a) Analyse how a soft drinks manufacturer might segment the market for its products¢{ ,\0

(b) Discuss the most suitable methods of market research for a new product being 0 0)
developed by a soft drinks manufacturer. [12] »

Q
MAYIJUNE 2005: PAPER 2, MATPACK PACKAGING PLC, Q1(c), OUR NEW LTD, Q?a(i)v‘i‘\(“"
1 (c) Analyse the marketing factors that MPP should consider when Iaur@?thﬂ'hew
product. (8] q/
2 (e_\) Explain the following terms: \) Q(b
(l) secondary market research (line 5) [3] Q
(b) (i) Outline additional ma

. { o the

thir rket information Our News Ltd woujg.'ﬁﬁd sgle before taking f
decision to produce the monthly magazine. [4] : {C%

I:AY:JUNE 2005: PAP

q\(\@o
ER 3, WOTT ) .
Assume that th ON COLLEGE, Q5. N

T N

. © new building is constructed. Evaluate £rarketh ould
: rketing plan that Paula ¢

Introduce to attract new students to Wotton College. [1 i@a{l&g oF

&

Lo
c:crmov 2005:PAPER 1, Q1, & e

a) Stat, @ '
€ two reasons why the market fo @.rggjct might reduce in size. [2]
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(b) Distinguish between market size and market share, [3]
oV 2005:PAPER 2, THE READ AND LEARN BOOKSHOP, Q1b, (d),
CTIN (b) (i) Calculate the price elasticity of demand for travel books between 2002 and 2004.
{ (4]
(ii) Briefly explain the significance of your result for (i). [2)

(d) Using Table 1, evaluate the usefulness of the Product Life Cycle to Sophia when
deciding on the future product mix of her business. [10]
OCTINOV 2005:PAPER 3, MERCADO PLC, Q4(b).

p (p) ~ Evaluate the marketing factors that couyld influence the sales success of the new phone.
[12]

(CTINOV 2004:PAPER 1,Q3 AND Q7.

3 (a)  Statetwodifferent ways in which the size of g business might be measured. [2]
(b) Briefly distinguish between niche and mass marketing. [3]
; (a) Examine the factors which determine how businesses price their products. [8]
(b) Discuss how other elements of the marketing mix might be affected by a business' pricing

decisions. [12]

0CT/INOV 2004:PAPER 2, RITEON CLOTHES LTD, Q2 (c) and Q2 (d).

2 (c) Discuss sources of information that might help Jennifer to make a decision about whether
to enter the fashion market. (8]

(d) Assuming Riteon decides to enter the fashion market, evaluate a possible marketing
strategy the company could use. [10]

MAY/JUNE 2004:PAPER 1, Q2, Q7,
2 (a) Define the term ‘price elasticity of demand’. [2]
(b) Explain one determinant of demand for a product other than price. [3]
7 (a) Discuss how and why promotional activity might change at different stages of a product's
life cycle. [12]

(b) Why might an understanding of the product life cycle be important for business finance
managers? [8]

MAY/JUNE 2004:PAPER 2, LASTING MEMORIES, Q2(d).
2 (d)  Examine the marketing difficulties that Ahmed and Beatrice might have if they expand
into export markets. [10]

MAYIJUNE 2004:PAPER 3, DECISION TIME AT TOPAZ, c(ii).

(ii) Suggest and evaluate a strategy for marketing these toys in your own country. [1 2&@0
. \
;MYIJUNE 2003:PAPER 1, Q6, ‘§F\O_c<O
(a) Evaluate two different pricing strategies which a consumer goods manufac@ @ght
adopt. [12]

- N
B How might pricing decisions be influenced by knowledge of the Pro@(&f’g\cme? (8]

h A1
lAY/JU(r;)E 2003:PAPER 2, FURNITURE MAKER, Q1,(d), TEE BUSINESSQA (Ylg’.and b(iii) and(d).

(i) Calculate the forecasted market share of The Furnitur g& or 2003, [2]
(i) Discuss the possible reaction of TFM's managerr;{%tpeam o an increase in the
! level of competition. [10] N O
®) i Calculate the price elasticity of demand, foll&k‘rﬁg::g@pnce decrease from $20 to
$18. [3] :

N
(i) Comment briefly on your answer to (b)(l% 8"
@ Discuss the possible re);ction of the sales teg t?él{eﬁlew incentive scheme. [10]
IAYIJ

o
(i ' T AST FOOD FRA \ i ket research
) Uggest two reasons why the bank gﬁﬂ\‘ggér considered the mar

. ner
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Moty
undertaken by Rashid and Shivani to be inadequate, [2) "
(i) Advise Rashid and Shivani how they might conduct further market research [8)
OCT/NOV 2003:PAPER 1 Q2, Q5(b).
2 Outline how the market for soft drinks might be segmented in your country. (5]
5 (b) Discuss how an exporter of consumer goods might choose between differant o,
distribution in a new overseas market. [12] 1annefs

OCT/NOV 2003:PAPER 2, ROUND PLC, Q1 a(li), AKSHAY COMPANY, Q2 (b),
(a) Define the following terms:
(i) plc (public limited company) (line 1) [3)
2 (b) (i) Outline a suitable method of sampling for TAC. [3]
(i) Explain whether secondary data might be useful to TAC in researching the marke, (3]

OCT/NOV 2003:PAPER 3,0RIENTAL ENGINEERING LTD, b (ii).
(b) (ii) The marketing manager needs to decide on the price for the Autotrac. Advise the
marketing manager on an appropriate pricing strategy for this new product, [10]

OCT/NOV 2002:PAPER 1 Q2, Q7(b).

2 (a) Explain why successful businesses are usually market-orientated. (2]
(b) Why is it important for a marketing manager to understand the concept of the product life
cycle? [3]
7 (b) This business has decided to sell a new small car in your country. Discuss an appropriate

marketing mix for this product. [10]

OCT/NOV 2002:PAPER 2, TRAVELSHOP HOTEL, Q1 a(i), SOUP MAKERS, Q2 a (i).
1 (a) Define the following terms:

(i) Expected demand (line 12) [3]
2 (a) Define the following terms:

(i) Niche market (line 6) [3]

OCT/NOV 2002:PAPER 3,CASTLE LODGE, (e).

(e) Assume the owners decide to go ahead with the new conference centre. Suggest and
evaluate a marketing strategy for the launch of this new centre. [12]

MAY/JUNE 2002:PAPER 1, Q6.

6 (a) Why might firms choose to undertake both primary and secondary market research
before entering a new market? [10]

(b) Discuss how knowledge of the product life cycle is important for a business in dec . /\@
its marketing strategy. [10] -\0 @
O
MAY/JUNE 2002:PAPER 2 , THE EATING SHOP,a (i) SMART TILE COMPANY, b(i), (d)o ,\Q
(a) Define the following terms: O N

(i) Penetration price strategy (lines 2-3) [3] &\

/
. , e X. 1%
(b) (1) Using the data in the case study, calculate the price elasticity of éalafé\'or t":‘i:(
(d) Assume the business decides to lower its prices for all its progk ate 0

10]
changes to the marketing mix that The Smart Tile Company m t@)e to adopt |

2%
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UNIT 4 OPERATIONS AND PROJECT MANAGEMENT

4.1 THE NATURE OF OPERATIONS

Inputs, outputs, and the transformation process

Production is the process of transforming inputs into outputs. The inputs take the form of capit
equipment, material and human resources. Moreover, we should also mgnhon energy, to power thal '
process, and information, to plan and control the process. This transformation process can take Oneoef

the following four forms:

- Extraction, e.g, mining

- Analytical techniques, €.9., breaking down substances

—  Fabrication, e.g., joining together (welding)

— Synthesis, e.g., creating new substances |

As discussed earlier in Section1, the factors of production of land, labour, capital and enterprise are
essential to any production process.

Effectiveness, efficiency and productivity

The term effectiveness refers to the ability to choose appropriate goals and achieve them. For example,
when Mcdonald's decided on the goal of providing breakfast service to attract more customers, the move
proved to be highly effective since breakfast sales now account for almost 30% of Mcdonald's revenues.
Efficiency is the ability to make best use of available resources in the process of achieving goals.
Organisations are efficient when managers minimise input resources or the amount of time needed to
produce a given output or service. For instance, Mcdonald's raised its efficiency level when it developed a
fat fryer which reduces the amount of oil used in cooking by 30% and also speeds up cooking of French
fries. .

Productivity is the measure of the ratio of output to any of the firm's inputs, usually labour and capital. |
Productivity is a useful way of judging the efficiency level of a business and is further divided into:

Labour productivity
Total Qutput = Output per worker
Number of wor ker s PUtP 0@0
Capital productivity \'}006\
Total Output - Outout ital 00 ’\0
CapitalEmployed put per capital input &\ ”\

N .
Nearly all firms make an effort to increase productivity, even if the total producti%\?&;}_r‘l’bt increasind A

business can do this by employing few [ ' ' chnoiog'caIly
advanced machines. y employing fewer but skilled workers and by using fev@bu Qpre te

Value added é&,@&()
O :

Value added is defi \# i ThiS
efined as sales revenue less the value of bgugh nglﬁ'\(za)terials and componentsét are

process applies to ma i ice | [ |
nufacturing and service industries. The difpis £ "add value” to the nputs & werd

y i

shareholders. d shows the money available for je %s%ent in the business an

Val = SP;e
\;h:?ea:x?:; ;l zgles ?evenue - External Expend 0/ 4‘\‘&
penditure represents the value of ‘at&t@s and components purChased‘

4
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and | P=TSS 01 3 number of factors such as -
- g7EC "2 0 1.7 BWETy canjustify high prices charged by the manufacturer.
the input reso

s st Urces are combined and managed, e.g., reduction in wastage
20 Ve vt euuly

Operations & Project Management

.....

2l strateqy 1 ; .
g f“d whether this convinces the consumers to pay more for the
's0 determines the degree of value addition.

\he inputs, a

capital versus labour intensity

eriding what cormbination o . .
sing W bination of factors of production to use, a firm can adopt one of the two following

stour-intensive techniques, that involve using a larger proportion of labour than capital.
gtalintensive techiniques, that involve employing more machinery relative to labour.
v erzmpie, Ch’z"Wf' IW O'JL{CtFQH 's capital-intensive with only a relatively small workforce to oversee
e process. The postal service is labour-intensive with a considerable amount of sorting and delivery
one by hand.

approach that is chosen depends on a number of factors such as:
ure of product

vy

- QO

he 2pp

The nat
Fyerydzy produag with high demand, like newspapers, are mass produced in huge plants using large
quantities, of machinery,

relgtive prices of the two factors

d
ﬁ;

labour costs are rising, then it may be advisable for the company to employ more capital instead.
Size of the firm

ks a firm grows and the scale of production increases, it tends to employ more capital relative to
labour

42 OPERATIONS PLANNING

Operations decisions

The influence of technology: -
e search of production methods that could combine highly important factors such as flexibility and
wiver satisfaction with low unit costs, have led to some important recent devefopments. These have
e greatly alded by tremendous advances in technology. For example, CAD (Computer aided design)
" CHM (Computer aided manufacturing) have allowed much quicker development of new prodycts.
e Inlractive computer systems are capable of generating, storing and using geometr
Yinputer Graphics, It helps engineers solve design problems. CAD and CAM techniques have | chh
“ealion of designs that are attractive and practical at the same time. Moreover, robotic mg:bpe cfhat
% wwilchod 1o making a range of parts, not just one, is another product of the recentynnovation in

Wuetion methods, In addition, developments in the organisation of the productio -,ﬂd\ﬁrh e have

Lan |

; is signifi i he unnecessa
:r,u;'t:d the alienating effects of typical mass production. This l§blzl?gsf§::rt WS"W.iIb g\itlation. ry
¥ o repolitive boring tasks has been a major factor respons| SQ(}(,;L
Q

Fi
“ibility and Innovation Q ©

ible for
" J e believe"hg/aigey factor responsib
h t":[:.moua 16 groat advocates of floxible SPOCIa”sms' fle! Q}naﬁ"a\gement should be capable

Fiiggy O @ businoss s ts ablity to be flexible and l?g%\g;f;"e a.hé rapidly changing micro and
Mg, Dnncuwny adjustments to Its policies in order N

\ N
N *Vironmany This flexibllity can take the form of: Q)bo\‘:\
Uty .
lh(,':qr'lul lloxlblllty' @b ?ce is modified in accordance wnthetl:;ar
;vu:ku,.;; ?nrscrlhou a situation In which the size of tr&%e ployees., irrespeﬁg;?n %fu rtzls ;:C{::Toasis
o ot m”;ksnd of offaring long term comraCt:{?ga. b\i should hire or ﬂ;?:h o P rove 1o be cost-

lhe offg, 1 amount of work being done, the M SiAt in time. This appro

0y are required to make at a given P
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o - i tuation in th
: f seasonal businesses in which there 1s 3 markec:OfLucs regard it aseth“équloa,d Uring
effective In <,asf?‘0d . p cotton ginning, However, some pressurg g IDl ge number of |n3bl||ty of the
different “m(z et é_gq.(.ma”y or ethically responsible manner, since a larg of employe
management (0 e

©S arq
laid off during the off season.

:_’ir’rlwe ﬂe;i?r:!tys:ame principle discussed above, the working hours can be increased of decre
olnowin

aseq
keeping in mind the amount of work to be carried out. The workers should know that they can be a5
eepi

ked to
perform their duties for longer hours if deadlines are to be met.

ctional flexibility: ' . . o
E‘i’snre::ommended that a multi-skilled workforce is employed so that there is no interruption in 4 Particyla,

process even if a specialist is not available due to some unavoidable circumstances. Practices such ag
job rotation are very common these days due to the reason that thg Mmanagement wants the Mmembers of
the workforce to acquire new skills. Not only will thgge skills benefit the company but can also go 3 long
way in developing the professional career of the individual,

Operations methods

Operations methods or production Processed can be classified into the following five types. The choice of

process will be determined by the financial resources of the firm and the kind of product the manufacturer
wishes to produce.

Project production:

Itis used in large scale projects made to customer requirements. In other words. this is non-standardised
production. Examples are civil engineering projects such as dams and motorways. The product is unique

Jobbing production:

This production process is also concerned with the creation of unique, non-standard goods which are
made to order. Unlike project production, the items are small-scale and produced in a vyorksfjop-
Examples are made-to-measure suits or sailing boats. Multi-purpose machinery is combined with skilled

versatile labour in order to carry out job production.
Advantages of Job Production: ‘

Firms are in a position to produce unique or one-off orders according to customer needs. For ex ‘ QA
wedding dress may be des; indivi [ . O3S
change the specifications of g job at the last minute even if the work has already begun M\Jorkess'are

tasks employees carry out often require a variety of s@ E@N egQ:f
and expertise. Their work will be more demanding and interesting. They will also s e end resuThe
their _effo.rts and be able to tak_e pride in their work. The level of job satisfactiqgiﬂ raised.

o a }gf\\? coordination.
communication, Supervision, and inspection can be regularly carried out. Q\)O

- Igabo;:' costs will be higher because Production tends to be lab
e ski

. < jikely t0
_ i ou |{fse\n's\4§<9r he workforce is Ilkﬂ;(ee
led and versatile and such employees are expensive\‘rae apmount of time each emp
spends on a particular job will be longer,

N : ngé
— The fact that there is a variety of work, to many specific ioﬁ&}tg@bﬁusiness would need a wide "9
of tools, machine ang equipment. S

-

D leto
- : sible
. . This can prove to be expensis; Moreover, it may not be pos
achieve economies of scale because only one jobii

; at a time. .
- Lead times can be lengthy. For instance, a busj g8, 0 incur costs during the construct
house which cannot pe recovered until the houswhich might take a long time.
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o

osts may also be hiah. Thus s likely if the p_roduct is highly complex and technical. The sales
se”ingvﬁl need to be well qualified able to cope with questions and deal with problems concerning
- \ .
tea™ * o ctallation.
nd NS

ion:
aach proguucign is the manufacture of different versions of the same basic product in batches, e.g.,
e riolours or types of paints. There'ls some repetition of production but it is not a continuous
s t ghort production runs result in higher unit costs than would be the case if production was
D,Oceszus Changeover between batches means that resources are idle at times.
continuor=:

ntages of batch production:
Adva

. Job production, there is still flexibility. Each batch
o be changed to meet customers’ wishes. It s Particularly suitable for a wide range of similar
cfoduct& The settings on machines can be chang

ed according to specifications, such as different
clothes sizes. | i
Employees £an concentrate on one operation rather than the whole task. This reduces the need for

" sy, skilled employees.

Less variety of machinery would be needed than in job production because the products are
standardised. Also, it is possible to use more standardised machinery.
t often results in stocks of partly finished goods whi

ch have to be stored. This means firms can respond
nore quickly to an urgent order by processing a batch quickly through the final stages of production.

pisadvantages of batch production:

- Careful planning and coordination are needed. Ot
for a whole batch to finish its previous operation,
before the next batch can be produced.

- More complex machinery may have to be used

in order to compensate for the lower skill levels
required from the labour force. This would lead to higher costs.

- The workforce may be less motivated, since they have to repeat operations on every single unit in the
batch. In addition, they are less likely to be involved with production from start to finish.
if batches are small, then unit cost will remain relatively higher.

Money will be tied up in work-in-progress since an order cannot be dispatched until the whole batch
has been finished.

herwise, machines and work

ers may be idle, waiting
There is often a need to cle

an and adjust machinery

Line production:

ks a standardised production process with high capital investment, eg., gssembly_line production of
molor vehicles or electrical appliances. Speciatist or dedicated machinery is involved in the proces
bo

d

L‘: ts are very commonly used. The manpower is required to perform repetitive tasks and the layq%n %
\

be

lactory is such that time and cost of movement can be minimised. Line producers must inx%;}'?\ef |
'r”e;mks of raw material to prevent stock-out. The advantage of line production is that UNiteosts 4R
Uced

advz o \D
Considerably if long production runs are maintained. oo '\0
N

Continyg
< oUs flow produyction:
This Plocess P tion

. N’ .
bog s typically used in the production of fluids. Dedicated plant is use_dcatsf@anﬁfacturg a S'"9|?I
feﬂmuct on 3 continuous, 24-hour basis. Relevant examples |nc|ude_ che& ufacturing or 0;
ideny 9 1n fioy Production, the labour is primarily responsible for monitorin h&-)o going process an
Hying Problems, '

~

X o)
"ihtages of flow production: (\ p{

ni Costg _ : I $-’\\,®
o Man are reduced as firms gain from economies of sca f

RS d
bt - NAUStries; the process is highly automated. Prodctian ‘is 00"“02"?‘:'1byer‘:g’?\g‘;t:;zpa?or
‘Engt}?y "ce the production line is set up and running o&;&ﬁts acsar:) rf1II§w n?achi :e SUpeIVisors are
"S8deq. #ods of time, This can reduce the need @ ur,

28
30
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-
_ The need to stock-pile finished goods is reduced. The production line can respong 1

' $
changes in demand. For example, if demand falls, the line can be shut down for a peripg oft::)n?e‘te,m
rises, then the line can be opened. If

Disadvantages of flow production:
—  The set-up costs are very high. An enormous investment in plant and equipment is needed. i,

must therefore be confident that demand for the product is sufficient over a period of ti
investment pay. _ ‘ _

—  The product will be standardised. It is not possible to offer a wide product range and meet differgny
customers' needs. o .

—  For a number of reasons, worker motivation can be a serious problem. Most of the manual operations
required on the production line will be repetitive and boring. As a result, worker morale may be low
and labour turnover and absenteeism high. . o

_ Breakdowns can prove costly. The whole production system is independent. If one part of the supply
or production line fails, the whole system may break down.

§
Me 1o make the

Mass customization:

This process combines the latest technology with multi-skilled labour forces in order to use production
lines for making a range of varied products. Focused or differentiated marketing can be used which leads
to higher added value, an essential objective of all operations managers. For instance, Dell computers
can make a customised computer to suit the specific needs of a customer in a matter of hours. In mass

customisation, by changing just a few of the key components, but keeping the rest the same, low unt
costs and greater product choice can be maintained.

Location

One of the most important decisions to be taken by an entrepreneur is regarding the location of business
In fact, it would not be an overstatement to suggest that the location decision, whether it is the production
plant, an outlet or a display centre, often proves to be the ultimate factor leading to the success or falure

of a business. The following determinants should be taken into consideration while the location is beind
finalised.

Transportation costs/source of raw material

In orQer to achieve the objective of profit maximisation, it is essential that costs are contrqlled. g
effective way of ensuring this is that the production plant is situated near the source of raw material :ju m
a move will not only help in minimising the transportation costs but maintaining high quality standarcs
terms of freshness of raw material also. That is precisely why sugar mills are often located adja

sugar cane fields. ‘ (\ Q

O
Labour: N\ Q 2
Availabilit stes. ®

y of skilled labour at competitive rates particularly in case of labour-intensive g} Hie cal
. his @
Laacsor that must not be overlooked at the time of the selection of a suitable place for a o
€ an impact on the performance of a business both in quantitative and qualitativé SN’
(

Markets: O 6 o, 1
Interaction with the & i oerat Qovsifess. Therek®
element of nearnes;Scustomers is imperative for the growth and success of &bu agr @55 L conteXt

. . . "l ln co
et of e busmeto markets must also be given due consideration t{}p} Cn;&al geme
Pt_\ysical features ang accessibility:

SS. '
o
It is ad\_tisable that th .

, vy
. AN gince &

Production € ph)’S'Cal features of the proposed loca m .{ﬂaa studied Cﬂwfl""ygacgrap"‘j
conditiong W%Odcess. requires a different and particular s >qo%ditions. Favourab °1c¢! a stod "ol
should be |ocat§3 nitely add to the suitability of the location i&erbgnsideratlon. For in?.tq?;rf“bwd "?::ol‘
water. Similarly anear a source of water since the prg%dlﬁh[,l(brocess requires an un hod In @ re

cement plant, due to the isan. ust- control, has to be situato
<+ L
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N mmended that there should be a network of roads as well as
1€ areas in order to ensure better accessibility.

3i150 reco

. ’ l:’—' ! es Ir

je of government:
(o}

reatim \ £ . R . .
o ooriant 5’/7'«’”1‘?"’ on with reference to the selection of an appropriate location is the government
R tor that parbcular region. If the government authorities have a business-friendly approach and

nic s noti vai ili - . .
7 ves such 35 tax exemption, availability of cheap raw material and other subsidies are being offered,

nce ocation. Governments in different parts of the world have

Lwestors should be inclined towards this |
”‘:,,;;r;ed such tax free zones, particularly in Jess developed areas, with the objective of attracting

p5ials
In".,'Sf”a,"SIS'
W

gcale of operation

(Already discussed in detail in Section 1)
Enterprise resource planning

Tris is @ combination of steps taken by a business for improving its efficiency in relation to inventory
control, costing and pricing, capacity utilisation and responses to change.

capacity utilisation

I is 3 measure of productivity, showing the abili
production in an optimum way.

Tnis is @ major factor in determining the operational efficienc
formula,

ty of a manufacturer to use the available factors of

y of a business. It is measured by the

Current Output N
Maximum Output

Maximum capacity = 100

Maximum output is the total level of output that a business can achieve in a certain time period. For
example, in case of a hotel, the monthly total capacity will be the number of room nights available during
this period. For a factory, it will be the total level of output that all of the existing resources; land, capital
euipment and labour; can produce. A firm working at full capacity achieves 100% capacity utilisation,
meaning there is no spare capacity.

43INVENTORY MANAGEMENT &

Purpose, cost and benefits of inventory ' \o%\o
. . i C\
The term ‘Inventory” or “stocks” refers to the raw material, semi-finished goods (work- ogress) or

"hed goods held by a company with the basic objective of maintaining contingit(,;@ eralions. The
rgf“” Why the above mentioned three forms of stocks, particularly the raw materialNré heldis to allow
Varialions i

Nstifcgy Supply and to take advantage of bulk-buying discounts and anticiggfed‘ylce rises. The
Cation for

S : Sin- ‘ Agthen” the productive
Maintaining inventory in the shape of work-in progress is tgt(en en _
hss, allowing greater f?exibility a?:d improved machine utilization. Finishe ’09q§ re held in stock so
£ {im can cope with variations in demand, e.g., seasonal goods, OL:‘?X ected rise in demand. To
Mch e 191 9Emand, it may be necessary to build up stocks ) 5cks o Stocks of smwrntes
' - : ) OCcks 0
Wods 1 '€ fesult of careful decisions, firms might also hold unplagRed isfact
‘ i ' : i ory stock control
W%«duregse rise from the inability to sell goods, mistakes in plainingxgck of satisfactory

Purgy and poor COmmunication between the various depaWzt\i@f‘a firm.
b g 9 Policies; 2 (06

live 2olicy i ired for acquiring supplies of
Malarig nventory Management, an appropriate pur. QI"QQPO"CY IS requl q

a X AP icies can be identified in this context:
Wl"@ct bunﬁlor ICOmPOHEHtS. The following thre% az‘-?gn?l::éertaining to price and other relevant
"3 s the one in which all the terms itions,

that
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Men
issues are finalised beforehand. It is important where continuity of production is essentig) Cont: '
guaranteed by a contract which commits each side to specific terms, including an agreem.entontl !
price to be paid for future deliveries. In case of Speculative purchasing, material is purchaseq rielat‘”g to
excess of the current or immediate requirements of the manufacturer. The objective g ': bulk ;.
purchasing economies of scale and benefit from the anticipated future price movements. Hap, d~(0 Enjoy
buying represents a situation in which material is purchased strictly in accordance with the u?mou"’
current requirements. This approach ensures flexibility and market-orientation but adds to the elegeng o
risk and raises per unit cost as well, since small quantities are purchased. Ment of

Managing inventory

Buffer inventory

These are the minimum stocks that should be held to ensure that production could still take place, shoy
a delay in delivery occur or production rates increase. The greater the degree of uncertainty apgy
delivery time or production level, then the higher will have to be the buffer stock level. '

Re-order stock level:
This is the level of stocks that will trigger a new order to be sent to the supplier.

Lead time:

This is the normal time taken between ordering new stocks and their delivery. The longer this period of
time, the higher the re-order stock level should be.

Re-order quantity (EOQ):

The management will seek to discover the reorder quantity that minimises the total inventory costs. The

optimum level of quantity ordered at a given point in time is termed as the economic order quantity. The
EOQ can be calculated with the help of the following formula:

EOQ = .2p_d
C

where, pis the procurement cost, d is the annual use of material and ¢ is the carrying of
holding cost per annum.

Inventory control charts

A typical inventory or stock control chart/graph is depicted in the following figure. Vertical lines repres?nt
new deliveries whereas the depletion of stocks through usage or sales is shown with the help of sloping
lines. The rate of depletion can be gauged from the gradient of the lines: the steeper the gradient, the
faster the depletion. Other important related factors such as the lead time, the reorder level and the Duffe/
stock can also be easily identified. The stock control chart assists the management in takipd

analysing numerous interrelated decisions such as the size of the buffer or reserve stock, the

|
level of stock to be held, the size of the batch to be ordered and the level which will ’mg} 6'9‘ y
reordering of the stock. O
N
\(/ N
70 Aaxi ’\
. Stoak Level Stock level

(000)

50—

40

Reorwr
quantity

30—

20

stock level

10— (o @ (BUFFER STO)
0 H | &1‘ -:i\$.
° 3 4 Q\ 5 :! !1 (Mortha)
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-+ time stock management:
»'”st"n,aaanese inventory control system that
188 e crdered or purchased only when it is
v Tq excess of the immediate requirement
D’,::ex‘a(:t moment required, hence reducing ra

= ~ e IS th 0.
.

at the stockholding /storage/maintenance costs can be

technically more viable for the manufacturer to manage a
iy € and market-oriented method as compared to bulk-buying

4l the producer is in a position to modify his business strategy strictly in accordance with the rapidly

-"l’f_}m pattern of customers. This could be parti

chang’’s |

particularly useful in case of perishable items with a limited
~elf-lfe like foodstuff or those prone to the rigk

s tat JIT leads to an improvement in the m
~vestment in working capital is rec'juced. and the funds are not tied up. )

However, JIT often proves to be risky since there is too much dependence on suppliers. If a supplier fails
1o meke .the delivery in a timely fashion, it will be impossible for the manufacturer to complete the
production process and meet deadlines. Furthermore, it is i i

Iitis imperative for the entire process to be carefully
srezmlined and the workforce to be skilled, experi :
system to work. Without wholehearted employee sup

siock-outs. Another drawback associated with this

practice is that the economies of scale, specially
purchasing economies, cannot be enjoyed since relatively smaller quantities are purchased.
Transportation costs may also rise due to repeated orders,

Al the above mentioned pros and cons must be taken into consideration before the Just-in-time inventory
control system is implemented in a manufacturing business.

44 CAPACITY UTILISATION

fis a measure of productivity, showing the abili
poduction in an optimum way.This is
business. It is measured by the formula,

ty of a manufacturer to use the available factors of
a major factor in determining the operational efficiency of a

Current Output y

Maximum output

Waximum output is the total level of output that a business can achieve in a certain time period. For
©2mple, in case of a hotel, the monthly total capacity will be the number of room nights available during
Ys period, For factory, it will be the total level of output that all of the existing resources; land, capital

Suipment ang labour; can produce. A firm working at full capacity achieves 100% capacity utilisation,
Meaning there is no Spare capacity.

Utsouring, @

;“”QrCing describes a situation in which a firm contracts out work to other businesses, %
'f::t?se ave been performed within the organisation. It is often observed in case of produge Qare
e 21 CI0S€ 0 o at fyy capacity. A contractor is assigned the task of supplying bapents or
MU”Q Ut processes that a business might have undertaken. Car manufacturers ER, Outsource
T 55 oot KES, electronics, mirrors, windows, seals, etc,, are usually produced byeliside suppliers.

8 Us ' iisati jalisation otesotrc: I
Ay time”?“' "3y of improving capacity utilisation. It leads to specialisation of{esolrces as well as

N ghie anagement ang the business is in a position to concentrate on j cor \3eas. Outgourcing
Wty TVe the desireq results if there is a quick and effective communicationwith suppliers and

""%Cityo €M excess capacity is used when the current levels of d‘e;mandiare !ess than the full
iy UqulEgu: °'a business, This should be a cause for concen for aUfggurers since low levels of
alion lgaq

to higher unit fixed costs.
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4.5 LEAN PRODUCTION AND QUALITY MANAGEMENT

Lenn production

Il I& A range of praclices inspired by the Japanese firms, appllied with the objective of improving quali
and minimising wastage, Lean production Is a combination of JIT stock management, flexiblg
specinlisms, quality circlos, coll production, Kalzen, ompowerment of workers and team working.

("NT", "flexIble spoclalism's” and "ompowormeont” have already boen discussed In Section 4 and
Section 2).

Quality clrcles:
[hese are discussion groups formed within organisations for encouraging the involvement of operatiyes

in the solution 1o production problems. The formation of quality circles is typical of a democratic style of
leadership sinco It allows and requires the workers to express their opinion freely in regularly helg
meslings lesues are addrossed in such a way that new ideas are generated and members of the
workforce are able to commont on and identify problem areas, particularly with reference to various
production processes. As a result, there |6 more interaction between individuals holding different positions
in the firm and a coordinated offort can be made towards the achievement of short-term and long-term
goals. However, duo atlontion must be paid to the fact that these discussion groups prove to be
productive and unhecessary dolay In decision making Is avoided.

Cell production:
The term represents a production method In which all the machinery needed to produce the same type of
llem Is placed together, rather than arranging them by function.

Kalzen, a Japanese concepl, literally means “continuous improvement”. It is based on the assumption
thal & continuous improvement in the performance of a business can be brought about by empowering
the workers and encouraging leam-work, as discussed in Section 2. Workers are often more experienced
in practical lerms since they are the ones lo actually carry out a task at the production plant, as opposed
(o managers, who are more involved In strategy development and planning. That is why powers shou
be delegaled and a certain degree of authority and freedom of decision making may be allowed bf
managers to their subordinates. Similarly, team-working enables the members of the workforce to asss!
each olher for achleving group objectives. In this way, workload is shared, new ideas are generated,

becomes more meaningful and enjoyable and the overall motivation level is raised, eventually lef 9

an Improvement In quality. 00
XN O

Quality control and assurance o ,\0

| &N e
Quality I8 the fitness for purpose. In other words, It is the ability of a produgt \C"Q‘B upl tooc:ﬂl
expectations of a particular customer, The term quality control represents a blend nglques an

ensuring thal these expectations are fulfilled. It can be categorised into: Q QO
Feed forward control: @

< n e
It Is a pro-active (before or during a production process) quality co ,L\' %UE that focus?: (:kl""d
quality of Inputs. It requires that a producer should purchase hig ﬁn , taw material and "

workers in order to bring about an improvement in the overall perform \‘R@Ql‘evel.
O

(Tt:‘aincumnt control: X st
8 pro-a on 0
mm&mcéwe method Is based on the assumption that t gBing activities during P’°d”°t|eps a ¢1%°

Y Inspectors regularly. The quallty s ; - emen
check on the performance of workers asqwell is tl;l‘r;dar gp'v)yl ) faised if the manas

@
-
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back con(l’OI: i . .
ve quality control technique focuses on the output. It is designed to detect

feed tive or reacti

s post-a¢ 4s rather than prevent them from bei f

e B goods T ) , | being manufactured in the first place. The company tries
cIVe. QL or "acceptable quality level’, which is defined as the maximum number of dgfecﬁs per

gefe”” n

" maintain & is also called acceptance sampling which i

€M e This i ' g which means that if the number of defects does not
O,.Deﬁd he AQL, the batch is passed as acceptable. If the number of defects exceeds the AQL, the whole
:fca < rejected.

P cfrcfes: .
m{a% giscussed with Lean Production)

chmarking

senchmarking is a quality control method in which a company sets quality standards for itself on the basis
e per{ormance level of a leading competitor in the industry. This could be in relation to sales targets
. employees: profit, nu.mber of branches and a host of other areas. Such an approach may prove to be

d motivating for the management and the workforce, leading to an overall improvement.

+alenging @n )
Lowever, this should be done in a carefully calculated way since every business organisation adopts a

crateq). keeping in m_ind its own specific micro and macro environment. By biindly following in the
ther businesses and disregarding its own limitations, a business might end up taking

fossteps of © S
rational and unprofitable decisions.

pen

Total quality management

gement or TQM requires that instead of assigning the task of quality control or
mber of the workforce and the management is held

rticular department, every me
lity standards in the organisation.TQM commits all the
of all activities relating to

ial review or improvement
ality assurance is the

stomer requirements. Qu
t It involves a checklist

ality standards will be me
f the organisation and raise quality

ort, advise and audit the

Total quality mana
ssyrance to @ pa
rsponsible  for maintaining specified gqua
employees to the continuous, professional and impart
ne quality of output and the satisfaction of cu
mplementation of systems to assure customers that qu
designed to scrutinise procedures in each of the functional areas ©
wnsciousness. The role of the QA department is to devise systems and to supp

work of other departments to ensure that standards are being met.

46 PROJECT MANAGEMENT

The need for projects and project management @9
s

resources. 1 abour, buildings, rqanagement time an \
bR space will all, to varying degrees, Né hen working on different projgc! ing
& production of goods or services. 00;\,\
js/Network diagra@‘ N
b) oV
plannipg of large scale
o@es possible to make

Pt management involves the use of :
ed to be considered W

Ne

twork analysis/Critical path analys
gmpath or network analysis is a tec associatec(lzevsv;thit A
"ore raﬁo%fd”a'yzing all the activities invo "qﬁ

N ecisions on the allocation of resources- _ S s k
cal t ne of which is known as
related analytic efQ"‘. n’%rsal of complex projects such

m an o & -
o alysis f
<M Is a term th s a group ©
that covers a group o the lanni b co
mput stem. The common feature of

C"2lpa :
Aty t analysis. These techniques are used

Constrycti ™ . : ion of a ¢o ;
§ "Slruction tallation \ . :
> of a building or a bridge the mms ber of smal@as@whlch have to be carried out in

Pro :
:ﬁluﬁﬂchs is that they are made up of a nu

hnique mainly asS
lved in a production pro

s between the various components.

uential (gt IS lete the project and identlfy critca

\nerw

M. York .

s diagram is constructed to show sed |
i inimum time specified.

| ,nables
g whefela”“erS to calculate the minimum time n% Sroject within the m
delay would prevent completion of \‘@n\p

(| ‘
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Rules of drawing network diagrams:
There is one entry and one exit pointin a network. In other words, there is a startin

and the network diagram depicts progress towards the finishing point. 9 and a finishing pyjry

_  Networks are drawn from left to right but not necessarily to scale. Thus the duration of .
not reflected in the length of the line. of an actiy

—  Activities (parts of a project which consume time and resources) are shown by a straight |j

- Events (transitions between activities) are shown by circles. ne.

- Every activity must have a preceding activity, known as a tail, and a succeeding one, kno

head. » RNown as 3

An event is not complete until all activities leading to it are complete.

_  In some network diagrams, a dotted line is shown which represents a dummy activity. It is an actiy;
that consumes neither time nor resources. Clivity

ity is

Critical and non-critical activities:
A critical activity is the one which cannot be delayed any further without affecting the overall completion

time of the project. A non-critical activity, on the other hand, can be delayed to a certain extent without
having an impact on the total duration.

Tt

Float:
Float is the time by which an activity can be delayed without delaying the completion time for the project 1‘

as a whole. This can be classified into:

Total float:

It is the amount of time by which a path of activities can be delayed without affecting overall project
completion.

Total float= LST of this activity-EST of this activity

Or
Total float=(LFT of this activity-Duration of this activity)-EST of this activity

st finishing

Where LST represents the latest finishing time, EST, the earliest starting time and LFT, the late
time.

Free float:

This is the amount of time by which an activity can be delayed without affecting the commencem

next activity at its EST. @
A0
06

ent of the

Free float=EST of the next activity-(Duration+EST for this activity)
Advantages of critical path analysis: | é&’\ QO
- Allows easier interpretation of problems. - 0 '\'\
_ Reduces the time lost between tasks, ensuring that projects run smoothly. \\, N have beet
—  Encourages forward planning. The process ensures that all tasks in a particul %’ on
g mor

identified and timed from start to finish. Q use
- Improves efficiency in production. Resources such as capital and labou n be |

effectively.
- Contr:IE l::ash flow. This is achieved by not ordering supplies tog BgMy aﬁ only making pure 5
when required. O
Disadvanta '{“'@
ges of critical path analysis: &Q otne’
a pro=’ o dv
be jvel =

= The construction of network alone will not guarantW@oth completion olfso
a

: e coo : : ust
consideration. peration and commitment ntire team mMUSt

@ * ple-
case of certain large scale projects, network c&g’h’vs may become complex and unma
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etwork analysis will only be helpful if th ) _
] zr:ssumptions are accurate. € data used to construct diagrams is reliable and the

une 2005, Paper 3,
xf)y#on COLLEGE, Q4

(RITICAL PATH: ABDGH (89 days)
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RELEVEANT QUESTIONS FROM PAST PAPERS (SECTION )
—9)
MAY/JUNE 2013, PAPER 3, Q4, A dix 2. D twork d
4 (a) (1) Refer to the data in ppendix 2. raw a network diagram for the relocat
MT's operations to the new airport. 6] ocation of
(1) Calculate the carliest start times (EST) and latest finish times (LFT) of each

activity.[5] N
State the duration of the critical path. [1]
ers from 4(a) and other information, assess whether MT should relocate

or wait until next year. [10]

(1)
(b) Using your answ
operations this year

O/N 2011, P1,Q1,
1 (a) Define the
(b) Explain one way of measuring opera

term ‘operational efficiency'. (2]
tional efficiency. (3]

OIN 10, P2 (a) (Newtown),
(a) Explain the following terms:

(1) public sector (line 1) [3]
(1i) capacity utilisation (line 10). [3]

OCT/NOV 2009, PAPER 1, Q3,
3 Explain the key features of lean production. (5]

OCT/NOV 2009,PAPER 2, PHONEQUIP, a (ii), (c), (d),

(a) Explain the following terms:

(i) just-in-time (JIT) (line 4). [3]
(c) Using Table 2, analyse the possible usefulness to PQ of improved quality control. [8]
(d) Recommend which site (Eastwood or Northfield) would be best for the relocation of PQ's

factory. Justify your choice. [10]

OCT/NOV 2009,PAPER 3.

MAY/JUNE 2009: PAPER 1, Q5 (a), (b),
5 (a) Explain why effective sto
(b) Discuss the advantages and disadvan

control for a large retail business. (12]

MAY/JUNE 2009:PAPER 3, CAR MANUFACTURER AT A CROSS ROADS, Q2 (b), Q5. @(
2 (b) '\f we can increase productivity and reduce wastage and absenteeism in the NO %)
OAS

factory then this will make us more competitive.' (lines 48-50) N
Recommend an appropriate Human Resources strategy to achieve this obj l@

O N

ck control is important for a large retail business. [8]
tages of using a JIT (just-in-time) approach to stoc

Support your recommendation. [16]
5 Recommend whether EM should set up and operate its own car retailing b sifjess quounW Z
Justify your recommendation. [16] \) abq/
(
OCT/NOV 2008: PAPER 2, CC COSMETICS, (ii), Q O
(i) Quality control (line 15). [3] \'@ @
OCT/NOV 2008:PAPER 3, TANROH'S DILEMMA, Q3 (a), (b). (\ O&q

3 i : . :
(a) Using the data in Appendix C, construct a network'dlagrafn (CPA) for the safari lodgé

project, showing all earliest start time ishiry
b ol . s and late is es. [10]
(b) Ifactivity B is delayed by two weeks, briefly visé.Janroh on what steps he could také
avoid the project taking longer than 16 we% Ay
<
<

MAY/ :
MAYIJUNE 2008: PAPER 1, Q2 (a), (b), Q'@ ¥
[2) 4;4‘

(a) Define the term ‘quality control',

o R
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Describe ‘\;]c ways in which a manufacturing company might control the quality of its

.
At
products. (3]

 uNE 2008: PAPER 2, GANMOR CARS, (c),
WA~ oscribe how fean production techniques might be used at GC. [6]

gaY JUNE 2008: PAPER 3, PYRAMID TELEVISIONS, Q2.
=" s nalyse possible reasons why average total costs have increas i i i
e P ieation shown in Table 1. i8] ased following the increase in

v

oV 2007: Q7 (@), (b), o
Explain how JIT (Just in Time) could be used to manage stocks in a manufacturing

business. (8]
(b) Discuss why businesses need an effective method of stock management. [12]

Q:T;‘NOV 2007:PAPER 3, CURRY CUISINE, Q5.
- Evaluate the advantages and disadvantages to Curry Cuisine of using batch production methods

%y the “ready made meals” project. [16]

yAY/JUNE 2007: PAPER.Z, TECH NEW, (d), BEE'S MEALS, (d),
@  Using the information in Table 2, explain one method of stock control that TN could use to i

improve its management of stock. [6] _
i@  Discuss the impact on BM and its workers of a change from batch to flow production.

10]

IAYIJU[NE 2007: PAPER 3, CRAFT DESIGNS, Q7.

1 The Operations Director has proposed outsourcing all supplies 0
company could start jewellery production. Discuss how Ade might try
io be the most important human resource and operational management

result from this decision. [20]

f stone sculptures so that the
to solve what you consider
problems that might

OCTINOV 2006: PAPER 1, @3, Q7 (a),
3 Briefly discuss the importance O
1 (a) Explain the difference between

STAURANTS, (c),
lity in ER'’s restaurants. [8]

f effective stock control for production managers. [5]
batch and flow production methods. [8]

OCTINOV 2006:PAPER 2, ELDORADO RE
f)  Discuss how Zed could improve qua

OCTINOV 2006 YS, Q4.
006:PAPER 3, LOCOST AIRWA rmation, recommend which city Liq%\to

Using the data in Appendix C and any other relevant info
xt base in. Justify your answer. [16] . 0 6

Airways should locate their né
" - x>0
YUUNE 2006: PAPER 2, STAR PHARMACEUTICALS, @ (i), d(ii), OO
F_;‘Plain the following terms: \\0 -
! flow production (line 9) [3 o ¥ o) isi
o (ii) Using yo[:]rc alnsw(/er to ()d.)(%), and other information in the case, evﬂ%{é (‘tbrr?,’heclsmn to
O

relocate some production to Country B. (8] Q O

YUNE 29 Q2

06:PAPER 3, RAVE CONFECTIONERY, - ve? Justify your answer.

\qvj’]“'d you recommend the introduction of lean production metlzﬁs%R‘gve fyy
o

XS

(g State two ways in which a business may

(a) \E’)Vhy is added value important for businesse ’
efine work 12

(b) study. [2] nesse@'@;&ﬁe t

Give three ways in which busi

N N
OV 2005: PAPER 1, Q3 (a), (b), @4 @) (B} ey sdqa‘é value. [2]
3p°

i
he results of work study. [3] 3
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0
OCT/NOV 2005:PAPER 3, MERCADO PLC, Q2 (c). "ogem

2 (c) Assume that Mercardo decides to build a new factory. Evalyate the ag
disadvantages to Mercardo of locating the f v

actory in your country. [12) antages ang
MAY/JUNE 2005: PAPER 1, Q3,

3 Outline the benefits of lean production for a manufacturer of electronic goods. [5)

ne

MAY/JUNE 2005:PAPER 2, MATPACK PACKAGING, a (ii),
(a) Explain the following terms:

(ii) quality control (line 19). [3]

MAY/JUNE 2005:PAPER 3, WOTTON COLLEGE, Q4 (a), (b), (c).
4 (a) Refer to Appendix B. Draw a network diagram of this buildin roject . ‘

start times and latest finish times. [8] 9 Project, showing alj earliest

(b) Identify the critical path and state the mini

mum project duration. [2)
(c) Analyse the usefulness of this technique f

or managing the building project. [6]
OCT/NOV 2004:PAPER2, BALJIR THE BUILDERS, B(i), (ii), RITEON CLOTHES LTD, a(ji).
(b) Using the network diagram in Fig. 1:

(i) identify the critical path and project duration, [2])

(ii) explain the significance of the critical path for Baljir. [4]
(@) Explain the following terms:

(ii) direct costs (line 7). [3]
MAY/JUNE 2004: PAPER 1, Q3.

3 Outline two ways in which a manufacturer might control the quality of its products. (5]

OCT/NOV 2003: PAPER 1, Q7,
7 (a) Explain how JIT (Just in Time) could be used to manage stocks in a manufacturing
business.[8]

(b) Discuss why busiresses need an effective method of stock management. [12]
OCT/NOV 2003:PAPER 2, ROUND PL
(c) Analyse the factors that JPB mi

production system. [6]

(a) Define the following terms:
() Capacity utilisation (line 3) [3)
(ii) Legal constraints (line 5) [3]

C, (c), THE AKSHAY COMPANY, a (i), .
ght have considered when deciding to operate a Just-In-Time

@0
OCT/NOV 2003:PAPER 3, ORIENTAL ENGINEERING, (a). . . 0<2:/)\
(a) Discuss the factors the company directors should consider before deciding whether g \" (
relocate the factory. [10] o '\0

O N
MAY/JUNE 2003: PAPER 1, Q2 (a), (b), Q7, \\ N
(a) Define the term ‘added value'. [2] F 3
(b) Explain why it might be desirable for a firm to have high addeww ucts.
Discuss the importance of effective stock management for a manufact rdﬁ

MAY/JUNE 2003:PAPER 2, THE FURNITURE MAKER, (c), THE TEE BI!S%\@S a (ii),
(c) Analyse the facto

- iding to
rs that the multi-national business might h onsidered when deci
locate near to Th

e Furniture Maker. [8 &
(a) Define the following terms: ! <(> Q\k\
(i) Productivity (line 16). [3] b'o
MAY/JUNE

o
- , FAST FOOD FRANCHISE (€} <& o thi
© To What extent would Just in Time be appropr Qrs‘tée management of stocks in this
business? [10]

4
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) 02: PAPER 2, THE SOUP MAKERS, a (ji » b (i), (i), (iii), (c).
ochNo[;/egge the following terms: (b 0, i, i,
(a (i) Work study (lipe 13) (3]

Using the information m‘F.lg. 3:
(b) (i) Calculate the minimum duration, (1]

(ii) Identify the critical path. [1]

(i) Comment on the significance of the critical path for The Soup Makers. [4]

/JJUNE 2002: PAPER 1,Q7 (a), |
;‘A (a) ~ Why mighta manufacturer change from batch to flow production? [8]

Y/JUNE 2002:PAPER 2, THE SMART TILE COmMPA
(Mf Define the following terms:
a

(i) Lean productipn (line 13). [3)
d Analyse the possible impact on the business of lowering stock levels. [8]

NY, a (ii), (c).
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5.2 Sources of finance

Short term finance and long term finance
Start-up capital, capital for expansion
Working capital

Distinction between short and long-term
sources of finance

Internal sources

External sources

Forecasting cash flows and managing
working capital

Methods of improving cash flow

Costs

® © o o o o

Break even analysis
Cost information

Accounting fundamentals

Income statement

Liquidity ratios

Profitability ratios

Main users of account
Limitations of published accounts
Variances: adverse, favourable

Contents of published accounts

Analysis of published accounts
Financial efficiency ratios
Gearing ratio:

Investor ratios

Investment appraisal
The concept of investment appraisal

J
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UNIT5 FINANCE AND ACCOUNTING

Start-up capital, capital for expansion

Why businesses need finance to start up and to grow:

5.1 Working capital

The meaning and significance of working capital as a source of finance:

the zmount of capital which is used to meet the day-to-day expenses of
rrrirg 2 posress. [LnomaTy refers to the surplus funds that a business has available at any one time tg
iring immediate settiement.
s — Current ligbilities

o~

j gooss on crect 2lso falls in the same category.
ruciness to have sufficient amount of working capital so that it can trade without

gehosoes. 1he working czprtal of 2 business can be increased by the introduction of more cash capi
g2 ¥ pital by
e -

-5, by somebody outside the business lending money to it, by a business making profit on
g by the business selling some of its fixed assets, thereby increasing its cash resources.

rg capizl can be reduced by the owner of a business withdrawing cash for his own use, by a
z loss on trading, by the purchase of a fixed asset, etc.

Significance of the distinction between revenue and capital expenditure:

Any ttem bought by 2 business and retained for more than a year, that is, the purchase of fixed assets, is
capital expenditure. Any expenditure on assets that are used up within one year such as stocks for resale
or print cartridges is revenue expenditure. Other examples include raw materials, wages and fuel.As all
the revenue expenditure is on assets and expenses that give short term benefits to the business, they are
2l recorded in full in each year's profit and loss account and will therefore reduce that year's profit, with
the exception of ‘unsold stocks’ also called ‘closing stock’. Capital expenditure, on the other hand, is more
complicated. If the cost of a truck is recorded as an expense in the company’s profit and loss account it
would cause two serious problems; firstly, this would lower the vaiue of the business below its trué w0
as the asset will have value many years from now and it will be recorded as a single time entry. Secondly,
that year's profit will be low as the result of the entire cost of the asset being recorded straight away and
profits ip the later years will be higher because they do not bear any of the charge of this purchase IS
rgwlu; in a misleading judgment regarding the overall wosth of the business and thus it is €SS
differentiate between capital and revenue expenditure. Capital expenditure is recorded in the @

of
the buginess by the process of depreciati i “ F’Pj) \JSHED
Accountsy. " preciation (discussed under 5AL.7, “CONTENTS O 5 31-)15
\o N

'\/
Xy
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" GQURCES OF FINANCE
2

SOURCES OF FINANCE

INTERNAL

EXTERNAL

brofit Working Sale of Long-Term
capital assets Short - Term

Share Capitali Loan Capital
— Bank overdraft
Ordinary Mortgage or \oan
Shares Hire
Preference Debenturs purchase
Shares Industrial Trade
iali credit
Deferred spedialists Debt
e
Shares Government factoring
Other
Finandal
Institutions

Short term finance and long term finance

Distinction between short and long-term sources of finance

Surces of finance are either internal or external. Internal sources c_»f finance include thfer n;?lr;‘:yatnh:i huz
Wined from within the business depending on its own resources. It is a cheap s&lngrceuc:e 1;:1 o o
usiess does not have to pay interest on it. External sources of finance ér;g unZI the mor o¥ﬁnance
Waned by the business from institutions or individuals outside the busmesg.h X ?;rm Sourees oronce
“n be further classified into short-term and long-term sources of finance. oﬁrc_e S pources of

e the finance that is needed for up to three years, whereas long -term 3 lo purchase long. ﬁkg

"¢ that is needed for more than ten years. Usually this money is Ustier ﬁrﬁw S

10 update or expand the business or to finance the takeover of ano . \’ Q

¢ \O
W N
’\l
- ita =
\ "l sources of finance: retained profits, sale of assets, workin S
h:stamed Profits;

i d pi@ghed back profit as it
Isrein:eDToﬁt after tax that has not been returned to the ownefrs. (|1t| rI‘Sg a::Is X f{@‘ ol
cheaDesmed "o the business. Around 65% of all business fun r

Baym, loan. However, there is an opportunity cost: é&th areholders of a public limited
Mhan n

; fife S © the owners and conflicts might arise amepgs 11% directors in case they have used
‘%proﬁt i :hey claim that dividend payments have been fmbe
"8 business, lt0;

iy of 2 Ssets: o $®

L <

ema sources

-
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An established business may wish to sell those assets which zre no | .
No I0NQer reguirad by te i

example. redundant buildings or surplus eguipment. This makes better yss of ® Ve,
business. This source of finance may not be avzilable 10 2 new business 23 L ot g " br
e s D2y haye My

D,

%
Il L

to sell.

Working capital:
(Discussed under 5AS.1/5.AL.1 “working capital”).

External sources

External sources of finance: Share capital (including stock exchanges
capital, overdrafts, loans, mortgages, debentures, government grants and ;l’ .
partners ans, new

The long term external sources of finance include debt finance (loan capital) and equi
capital). Equity finance includes szle of shares whereas debt finance indud:g &g"ag’? (share
debentures. It is important to note that debt finance increases the liabilities of the company. P2l ang

Share capital:

Shares are also called equities including:

Ordinary shares:
These are considered to be the riskiest type of shares since the ordinary shareholder is entitled {0 the

residue of profits whenever dividend is declared. Dividend is the amount calculated as a percentage of
the profit made by a company over a period of time and distributed amongst the shareholders. Ordinary
shareholders are allowed to participate in the annual general meeting (AGM) and cast votes for the
appointment holders. The ordinary shares are easily available in the stock exchange and are affected by
the changes in the market conditions. Stock exchange provides a market to the owners of the shares
where they can sell them. If this market did not exist, selling shares would be difficult because buyers and
sellers could not communicate with each other. It also provides a means of protection for the
shareholders, Companies which have a stock exchange listing have to obey a number of stock exchange
rules, which are designed to safeguard shareholders from fraud.

Preference share:
These shares are normally owned and held by the management of the company. Preference

shareholders are given preference over other shareholders at the time of the declaration of di\{idend.
Preference shares are divided into cumulative and participating shares. Cumulative shares are entlyled to
arrears whenever the dividend is announced after a gap of a few years. Participating shares qualify thé

shareholders for a fixed rate of return in addition to the dividend. Q
Deferred shares: <\ e
It is a special category of shares which I8 not In circulation under normal circumstances. iea@efﬁs i
owners of the company who hold these shares may decide to receive dividend against t?s a@e
case it is an exceptionally profitable year. & 1\'\
Loan Capital; \O\q,'\,
Long-term loans: ¥, loan i
A typical commercial bank makes money by lending money at a certaith O\thefeSt' Anfzaﬁon
sanctioned after a taking the financial status of the applicant is taken into aggount.\Person of °rg-adiVidua|
that is financially sound can get a loan easlly whereas a small companto%(ﬂyanda"y weak I

may find it difficult to borrow money from a bank, {* 0

Debentures: {{@

Itisa ‘ penty
certificate Issued against a certain amount of mone%& by the company. Th:u:? ig in the

holder, who acts as a creditor, Is en m
X , I8 entitled to EE , as the @
custody of the debenture IBBIJITIQ company, @ fixod rate dez'rp for as long

Mortgages: Qg\ﬁ Q&
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Jrorig#e 5 2 GG IC2N TTOM 2 Bank or other financial institution and the lender must use land or
[ 26 8 SECUT 83205 Whnith he 1oan is zpproved.

77, e capitalists/Business Angels/Industrial loan specialists:
Pt o e Bl - i b P, - - P - H

oy 28 S GENEEUONS OF INGTNIGLZIS that are prepared to invest in growing businesses, hoping for some

o ssure They ofien provide f

. Ihey oite iy .'U’V;‘S for businesses that are considered too risky by other
s Needless 10 52y, INey olien take 2 share in the business as reward for their investment.
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ghort-term sources:

Leasing/Hire purchase:

st of the commercial banks facilitate their customers by assisting them in the purchase of machinery. It
e be done with the help of two technigues.

Frstly, the hire purchase facility requires the business to pay a certain amount of money to the bank in
me beginning called the "down payment” and the remaining money has to be paid back in installments
oeer a specified period of time. A certain rate of interest is charged. In case of hire purchase, the
wstomer becomes the cwner of the property at the end of the specified time period. Leasing is similar to
hire purchase with the only difference that the asset has to be returned to the bank at the end of the time
period. In other words, lezsing is similar to a rental facility and proves to be helpful for companies working
on mega-projects involving the use of heavy and expensive machinery.

Overdraft:
Banks offer a special creait farility if an account holder needs a certain amount of money urgently without
providing the bank with any kind of security or collateral. In such a situation, the customer can be given a
special permission to draw an zmount in excess of the funds actually available in the account. It is known
3s an overdraft and the overdrawn amount is sanctioned against a certain rate of interest charged on a
daily basis,

Debt factoring: , _
Debt factors are specialist agencies that buy the debts of a firm for immediate cash. They may offer 90%
of an existing debt. The debtor will then pay the debtor and the 10% is the factor's profit. Through this the
risk of collecting the debt wil! be retained by the factor. But the firm will not receive 100% of the value of
its debt.
/7

Trade credit: ‘ . . (:9
Many businesses raise their finance by buying raw material on credit. In other wolrds, gay:ng. fqi_/:the
900ds bought later. However, many companies encourage prompt payments by offering castdiscounts.

elaying the goods' payment might deteriorate the relations between the supplier and the company.

e AN
FORECASTING CASH FLOWS AND MANAGING WORKING %A ITAL
¢
Q*J’ be
')

and expenses(cash outflow) of a business over a
e at the end of each month.

)
».5;3‘} <3
£ 4 -\:i\'
cash. Profit is calculated using accruals (when things
id for). Cash, on the other hand, is calculated on the
38is of

i [ tock is usually purchased on credit,
o ing i business. Therefore, since s '
0 ar;g?#eﬂgmm'?hlig Zzg@fsovfw::ea profitable business may run out of cash (called insolvency) and

N : :
SiNess recording a loss may have a cash surplus‘ "

Purpose of Cash flow forecast:

is a prediction of all expected receipts (cash inflow)
lure time period which shows the expected cash balanc

erence between cash and profit:

lr's IMportant to note that profit is not the same as
© bought and sold rather than when they are pa

=
o D
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i ash within a :
The need to hold 2 sultable- jevel of € bﬂsln.;,' .
nces of not doing s©

the consequeé .

: ; Cash is the most liquid of all business ;ssets. Cash 'ss:d p::arlt1 of working capty ;
business cannot exist without c3sh- Initially, cash is used 1o hiré of buy resource
Tﬁéo eSOUTCes erted into goods Of services which are then sgiq

les will be used to finance further producs
Casin,s,cs:lzs‘ | be unlikely to continue. UcBon

rWte5%
oty

are then conv
¢ the money from 53

cuStomers i hange of ! A
stomers I e ses hen the business Wi

"“5'-;’:.'. of cash ceases &l

nce/evaluation of cash flow forecasts’

by the manzgement to plan ahead and prevent future liquidity (abitty
° ecasts and statements have 3 great utility for the inte

Uses/significa

h flow forecast 1S @0 attempt

A e om-term debts) problems. L2 h fiow fore '
L Cj:_; :“";;&esj 9;5“;; aiﬂ:ﬁema] (pankers, government, investors, etc.) stakeholders of 3
f’;-‘:- j—::’ar.: managers can analyse the €ash flow situation and address issu.es such as cash shortages or
e e in 5 MOTE rational manner This statement will allow them to |den_tlfy weak areas m;t cause an
v e-mssany increase in COS'S subseguently adopting Measurés _tO rectify the problgm. Similarly, the
c o Ciocecast 7 panrers with 2 guidelne while approving or disapproving lozn
o cztions "":-k " ties can also rewy of t to a certain extent, for the calculation of
aves Biss proy ! ro: for petential and existing investors who can judge the financal
'::‘ P ’a‘-“.; 5 £CISians reqarding the sale or purchase of shares. During and at the
e *ah.c &l ye3r 8 Dus ecs srould make CoMpNsons regarding the predicted figures in the cash
| ince-gst and (hose that actually Dot ing s [t C2n fnd out where problems have occured.
= rtad zoove, cash fiow forecdst or statements nave S seral significant advantages, but, as with any
- zoo ! ‘jture these @ spprad wiin C2ULCT Too much reliance must not be placed

ve made inaccurate by unexpected changes in the
¢ rates or inflation at @ faster rate than
seration to the fact that the figures in
Lnder-stated on purpose, not reflecting the

A
e
D
-.
M
tn

Censtruction of cash flow forecasts:
(Fast Food Franchise). The following method is recommended for the

| a0 % - /-
une, 2003, P3, ¢ () {

Rezfer to May/Ju
constructon of a typical cash fiow forecast.
S E—
APRIL| MAY [ JUNE [ JULY
CASH :
INFLOWS: \
CAPITAL INJECTION 60000 Q
CASH SALES 18000 | 27000 | 36000,] 36000
— | $A$H SECEIVED FROMDEBTORS | 0 | 2000 | 30004000
TTOTAL 40000
"CASH OUTFLOWS: 76000 29000 3;"9330' ‘\ﬂ@#
FRANCHISE LICENCE 5000 Vo
| FRANCHISE FEE 2000 | 3000 é(%o 4000
| %
| &Jgg&;sé%ggooo&omx 10000 | 45000t} 20000 ﬁ
| = 17000: 7000 | 7000 _,79,0%—
-' EQUIPMENT PURCHASES -9,29-0, /;gggg 10000 %%3’3@"
._A?\../ -_-___.__—_fd
{r OPENING CASH ¢134000 55000 | 41000 [ 610004
| NET CASH FLOW > T.0" 44000 | 18000 [ 16000
CLOSING BALANCE v 224000 | (26000) (2000) | 2100
£ <9 44000 | 18000 | 16000 | (500011

=
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it

of Improving cash flow

pothod®
Aucing coste andlor extending credi i i
fors, reducing Cosle 3 g credit periods can impro :

,wfr "';"’N probloms can be 1 klod in the following ways: RIS SShiions
(as!

qucing or dolaying oxponditure:

o ) T C T D 14 b g y i i
fh,,,_.nnnu can "'u'l""r . I,J,.,: !“:«fd’licnng the expenditure on advertising or delaying the purchase of
L Squipmen n f (.'.” \ “;, -hase cheaper supplies of raw materials and components. These
l;,(,ml““" ””3“, I,,,,r,l,”;: pouitive impact on the short-term cash flows but might affect the business

Jtively in tho Jong-ri
negallve

[;loﬂd'"" crodit periods/reducing time given to debtors:
4 husinoBs can delay payment made to the suppliers for goods purchased on credit.
othods of Improving cash flows: debt factoring, leasing

Further m
[scussed under 5AS.2/5AL.2)

(Alroady d
53 cOSTS

cost Information

The nood for accurato cost data/types of costs: fixed, marginal, direct and indirect:

A cosl can be dofined as a payment for the sacrifice of resources. Costs are incurred b
grganisaliont whoen they hire resources such as labour, material, machinery and buildings.

Costs miny bo classified in a number of ways. Direct Costsare wholly and exclusively identified with a
particular unit of oulput. Hence, the material and labour exclusively used to produce bread in a bakery will
bo calegorised as direct costs of bread production. However, there are certain costs that cannot be

dontfied with @ particular unit of output and are incurred by the whole organisation or department, termed
» Indirect Costs or Overhoads. Examples include the cost of employing administrative staff or the

wating and lighting bill for the bakery. Costs can be further classified between Fixed Costs, that remain
e samo in (he short-run, irrespective of the level of production, e.g., rent. interest payment, etc. and
Varlablo Costs that vary with the level of output, e.g., the quantity of material used during a production
piocess. In addition to fixed and variable costs, some Semi-VariableCostscan also be identified. These
tsls contain both fixed and variable elements, €.g., an electricity bill includes a fixed line rent plus an
aditional variable payment, linked to use. Finally, the cost of increasing output by one more unit is called

y business

Marginal Cost.
Break even analysis 0&0
v $
ormining the minimum level of production needed to break even oSth%@%ﬁt
N

* N
y same as the @L\‘ewﬁue. It is the

Made

b i
::r:k\;ﬁve” s the point of production where total costs are exactl
“Mwhere the business makes neither profit nor @ loss. W4

nows the value of ﬁx@éost@varlable costs and

5 |
Y ;?f:'bl@ lo calculate the breakeven point if the firm K
twill charge. For example, in a sports shoe business: o ®
| XS
Y o costg are $5,000 per year (\ ?{Q
) $3 per unit of outpuqx‘QQL@o sports shoes)

0va
fiable costs of the business are

t

The shoes Is sold at $8 A

Actory can produce a maximum output of 2,000 af@%o&s‘hoes per year

Y Sim

W, Plesy ' _ O , _

Novey N :;ay to calculate the break-even is by us!ng‘g_ itrpation. Itt "Sb ”t‘_z arn(:;_nt of money that is
€ variable cost is deducted from thé sﬁnw 4&(‘,‘9 The contribution In this case Is.

3
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Variable cost

Contribution  Selling price
Contribution 38 $3
Contribution $5
To calculate the number of sport shoes the company n
can be used:-
Break-even point w

Contribution
3 $5000

$5
1,000 shoes
will break-even when 1,000 p

The sports shoes business
Break-even charts are grap
They show the level of sales @ business must ma

Consider the case of the shoe company, the break-even

112
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costs and revenue
ke in order to break-even.

Finance & A
ccount;
ng

eeds to sell to break-even, the following formy
a

s are sold.

airs of shoe
s of the business change with sales.

chart should be drawn in the following way:-

v When output is $2,000, variable costs will be:  $2,000 $3,000 $6,000
v Assuming all output is sold, total revenue will be: $2,000 $8,000 $16,000
Sales revenue
15,000 — ($16,000)
a Profit
H Broak-even Total costs
H point
£ 10,000 - (31000
g
g /: Varlable costs
(5] |
]
5,000 - |———— < ——— Fixed costs
Loss
I
]
I
:
i —* @
1,000 2,000 C/\O
Unlts of production . 0 <O
| N
e The'y axis (vertical axis) measures money amounts. &\' 00
« The 'x axis (horizontal axis) shows the number of units produced and sold. . 0 r\'\
«  The fixed costs do not change at any level of output. NN
« The total cost line is the addition of variable and fixed costs. \Sorbf]/
O

Calcglation of the margin of safety
Margin of safety is the amount by which sa
output over which a profit can be made. The m
measuring the distance between the

les exceed the

| )
n the case above, if the current level of output is 1500 units and t

margin of safety will be 500 units.

argin of safety can be iden{ified.on the
break-even level of output and an

f
brea-ever POlDt@r ;Q o(tQar words the rangrf;y
break-even c 3t i
suprent (profitable) level 0 neunahe
e-brgak-even is 1,000 units. !

p
O
Obébb

220
L
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Coss axt reve~ue 3

1,000 1500 2,00
Units of production 900

Maximum
Current output capacity

uses and limitations of break-even analysis

preak-oven analysis can be used by the managers to find out the expected profit or loss to be made at
any lovol of output. The breakfeven chart can alter marketing decisions by showing the effect on the
preak-evon point of a chapge I price. An increase in price would mean that the total revenue function
has aleo Increasod from TR1 to TR2. The break-even level of production would decrease but the profit
ievel will rise (Shown in figure A).

TR

Cosl/Revenue Tr

—

T
1
11

I

]
N
| |
I >
is that it is based on the assumption that all output that the
tically, there are times when businesses are unable to sell

‘ i dden change in wages or
e entire stock they have. A break even chart cannot cope wqh a su
echnology. Many buginesses produce a range of products. So it is difficult to allocate the total fixed cost

breach product separately. Break-even chart is less useful in such situations.

The biggest drawback of the break-even graph
business produces, it will be able to sell. Realis

Approaches to costing:

he term "costing” describes the process of !

kivly. Costing systems benefit @ business in @ numosr . )

“Rimation ony which to base decisions. They hglp identify t

.LZ:“"L‘ information for cost cutting strategies. Costing can also as
D e Produc i entioned
e ful"\’\\’lr:g ;gg:f,‘g approaches are used by firms in order to ensure that the above m

*tves can be pursued.

i i f a business

uring the likely monetary cpnsequences of .
b mger of ways. They provide managers_wnth financial
e profitable activities, avoid waste and
sist the marketing department in setting

Nsomy .
Mg e COStING: L associated with business operations are
o XMNique requires that all the direct and indirect costs int where costs occur and can be easily

Yy P / i ". A cost centre el i i Once the cost of
o Son:duall)\to a “cost centfb‘ orotion Method to set the price of their ;)_roduqtsé
A ung @ businesses use the ADSoTP s added to determin€ the selling price.

~

has been calculated, a profit percentage i
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This method is popular in practice, although there is some cr!gmsranno‘fa I(t)? ;rf)%ulétlss difficult to appomon
indirect costs accurately to each unit when a firm produces a wide rang :

Marginal Costing:

As mentioned above, marginal cost is the cost of increasing output by one more unit. The Margina|
Costing approach used in business is based on this idea, since al! the dlrgct cost; (_llkely to be Vafiab|e)
and not the indirect costs (likely to be fixed) are allocated. In marginal costing, decisions are baseg Upon
the value of “Contribution” that a product or process makes to @he indirect costs and Profit. The |
contribution is the amount of money left over after a sale after all the direct costs have been met,

Contribution = Selling price  Marginal Costs (direct costs) or
Contribution = Revenue — Direct Costs

l
In business, if a product makes a positive contribution, then it is worth producing. However, even when 3
product or contract makes a negative contribution, then all the relevant facto'rs must be given qyq
consideration before the management decides to continue with the ongoing operations.

5.4 ACCOUNTING FUNDAMENTALS

Income statement

Contents of an income statement including: cost of sales, gross profit, profit (before
tax) for the year, retained profit

Income statement also called the trading and profit and loss account shows how the net profit of the

business is calculated. It includes the trading as well as the appropriation account. (Discussed in detail
in 5.AL.7 “contents of published accounts”)

XYZ COMPANY
PROFIT AND LOSS ACCOUNT
Y/E 31.1.09
$
Turnover 1,532,000
Cost of sales 451,000
Gross profit 1,081,000
Overheads 900,000
Operating profit 181,000 &9
Non-operating income 2,000 OC /\0
-0 6
Profit before interest 183,000 \)0()
Interest (net) 152,000 O N
Profit on ordinary activities before tax 31,000 &\(/ N
Taxation 11,000 NY) q/'\
Profit for the year after tax 20,000 QO Qrb
Dividends 8.000 Q
T @ \L
Retained profit for the period 12,000 ‘\\' O
The foliowing terms should be studied when cmstm'cﬁng an incang?\m}e@not
) Cost :\{\.
a of sales (cost of : \
Tni:sismedi'edcasgo‘ e o) o8

- . N . :5
, I purchasing the goods that haw%?*@‘\‘old ina the financal ye&"
Caicuiated by the formuta: . > during

‘2. e

| c: tofgoods Sold  Opening Stock + Net Purchases Closing
| DT
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Gfo.. prO'“:
bl gifference between sales turnover and cost of sales

_ aross profit s not the true profit, for no
as been taken of the expenses incurred in selling the goods such as rent, wages, dividend

Mieations Finance Z Accounting

;o.jnl h
{‘\2)1'10

Gross profit = Sales Revenue — Cost ;G;od.: Sold |

profit (before tax) of the year:

fL;s < also called net profit or operating profit of a business. This profit is made, before tax payments, but

ver all COSIS of sales and overheads have been deducted from the sales turnover. Net profit figures are
z:pmant for income tax purposes,
[

Net profit  Gross Profit  Overhead Expenses

profit after tax:
s is the profit left after all deductions, including dividends and taxes have been made. This can also be

pmed 3s the retained profit or the ploughed back profit of the business as it is reinvested into the
company as a source of finance.

‘ Balance sheet
. Contents of a balance sheet including: non-current assets, currents assets, current
iabilities, working capital, net assets, non-current liabilities, reserves and equity
ABC ENTERPRISES
BALANCE SHEET AS AT 30/4/09

3
Fixed assets
Buildings 210,000
Machinery 167,000
377,000
Current assets
tocks 36,000
Debtors . 27,000
Cash at bank 5,000
68,000
Creditors: amounts falling due in one year 36,000
Net current assets 32,000 7,
Q
Total assets less current liabilities 408,000 \O%\
x>0
Creditors: amounts falling due after one year (56,000) O ,\Q
Net assets 353,000 ‘\0 N
Capital and reserves N
Srare capital 100,000 \30 qu’
R‘:‘&]ned profit 218,000 Q Q
?’Cﬂ:_-r reserves 35,000 (’U
%%,000 .\? &
Bala f a busi t a P m}: Ié‘rﬂ point in time. It contain
nce sheet shows the financial positiorj of a business at a tcy _time. ntains
""z’:'dbon about the assets of the business, its liabilities and its ¢ .«151 other words it is the evaluation
& net wealth of the business. X

Non &
_<urrent assets: . o
Treey, - . and used f
v include the fixed assets that are owned by a busi Q aptrjb are likely to be kept d for more

Y20 one all the tangible assets. %_ sges can also have intangible assets such as;
:a«ernamyseir(');?izzetsa;eoodwill, etc. The reputatio ngbrestige of a business that has been operating
) y \:a
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for some tme siso gives value to the business over and above the value of its physical agsets Th
cated e coodwill of the business and should normally only feature on balance sheet just aftér : IS i
hased {or more than its assets are worth, or when the business is being prepared for sale hag

heen (i

Current assets! ‘ N
Cuirent assets are those assets that are converted into cash within one year. The most co

examples are stocks, debtors and cash. Mmon
Current lLiabilities:- Current liabilities are debts that are likely to have to be repaid within one year The
include trade creditors, bank overdrafts, etc. : Se

Working Capital:
(Discussed under 5AS.1/AL.1 "Working Capital’).

Net assets: o
This is the difference between fixed assets and long-term liabilities.

Non-current liabilities:
(Long-term liabilities) These are the long term loans owed by the business. These are supposed to be

paid over a period of time which is more than one year. It includes loans, mortgages and debentures.

Reserves and equity:
These are collectively called shareholders’ funds. They represent the capital originally paid into the

business when the shareholders bought the shares (share capital) or the retained profits of the business.
Reserves can also appear on the balance sheet if the company believes that its fixed assets have

increased in value.
e Significance of budgeting

A budget is defined as a financial plan setting out expected income and expenditure over a future period.
The budgeting process provides an invaluable insight into the interrelated nature of business activity.
Budgets are plans of action expressed in quantitative terms. Their essential characteristics are that they.
are prepared and agreed in advance cover a specific time period are expressed in either financial or real
physical terms relate either to the firm as a whole or to a part of it, e.g., the marketing department
Preparation of a budget helps managers in enhancing their perspective. They give due consideration to
all the relevant factors during the budgetary process and therefore are in a position to take rational and
productive decisions for the organisation. Budgeting is also useful in identifying problems that may
arise in future and can have a negative impact on the performance of the company. As a resul, the
management can come up with solutions to such problems beforehand and avoid any possible fin ial
crisis. A budget is finalised with the help of the input given by all the major functional areas
marketing, production, administration, purchasing and research and development. That is vgh
apout an improvement in the coordination between various departments operating withiniQ" lgg
Finally, it is worth mentioning that the budget serves the purpose of a gauge for Sufr
evaluating the performance of the workforce. Financial parameters are clearly defineg” e@*aSks aret
assigned to subordinates and the senior management can keep a check on é.ngree of €03
effectiveness maintained as an activity is carried out.

Liquidity ratios Q})DQOJ
<

* Acidtest ratio, current ratio / how each of these ratios is used/ ’,éysol{r’.ivhich businesses
T_ngf‘tj try to improve the ratio results <’ % f the
Iquidity is the ability of the firm to pay its short-term debts, Liqid;¢; i [ t part 0
: = iqlid;&apital consists of that pa™ = .,
current assets that are in the form of cash and cusrent assefq‘iacgic@\can be converted to cash q”'ckly

Current ratio: b fb‘d(\

The current ratio focy g W

; "uses on current assets and iabilitie i rkin
and is calculated using the follo ing formule current@ ltlgs’. It is also called the working
! N

SS.
and

capital %

~N

k" u

—

S
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Cm—ren( /\.‘;‘:’.r)‘fkf*
- V,—//>V » -~ ) @
PRl CurrenthlM ties
ature of the trade and complexity 'of
s indicating financial

tal requirements differ greatly according to the n
could have real

. nancial analysts regard a current ratio of at least 1.5-2 a
A current ratio less than 1 would mean that the business

“"\:i,cflon Lot business e .
o ) plems. It i€ unabie to pay its short-term debts from existing current assets. It might also
¢ gow PO ~ over-trading. He is buying too much on short-term credit, much more than he
_trading. As the

tel 0 high @ current ratio could mean idle cash balances or persistent under _
# ctll o indicates the liquidity position of the business a low current ratio would give an early warning
s improve its liquidity position for example by reducing current liabilities by decreasing

e

o iness 10 ; )

\ pe bus! of short-term creditors, sale of redundant assets, cancelling capital spending plans, etc...

M a few cases where the current ratio is negative it does not necessarily mean that the
mises. But the

.;.«e:f-is nsolvent, as cash can be raised by the business by mortgaging its pre
ns"e> L ould have to pay interest on the bank loan; moreover, the principal amount of the loan would

;smeSS wourd,
e 10 DE repaid as well.

quick ratiolacid test ratip; .
ined by dividing current assets (excluding stock) by current liabilities.

Current Assets — Stock

ickratio ¢ rentLiabilities

o convert stock to cash very quickly. This ratio is @
quid assets with the current liabilities which must be
t the solvency position of the

d because it is very difficult t

ricter financial criterion, for it seeks to compare the li
aid off. The ideal range for this ratio is 1:2. It can be used to reflec
ampany. Firms with very high stock levels will record very different current and acid test ratios. This is

nt a problem if stock levels are always high for this type of the business, such as a furniture retailer. It
wuld be a cause for concern for other types of businesses, such as computer manufacturers where
siocks lose value rapidly due to technical changes. Selling stocks for cash would lead to an improvement

nthe acid test ratio.

Siock has to be exclude

Profitability ratios

net profit margin/ how each of these ratios i
he ratio results

' Gro_ss profit margin, s used/ ways in which
businesses might try to improve t

?;QSs profit margin: |

av's 's also known as gross profit as a percentage of the turnover. The gross profit percentage sths /n@,

¥fage profit made from trading. . "{)\

G oS

5 ot Margin SI2>SF O 400 XM

Turnover N

Herery 12088, the gross profit percentage could be misleading since it/may/conceal substantially

different products. 1t¢can.serve as a guide to

n -

Picing pglgc’s‘slproﬁt margins where total sales include |
Mean o, ): t Can be used to test the profitability of sales. An lncreasey sale-does not necessarily
e in absolute sgles be accompanied by a

a : ;
ey 2t e gross profit has increased. An increas S
to increase in the ovﬂs‘ag cqs’ts.

gross profit margin. This may be due
0D in g , X9
e g - 910SS profit percentage may be due to severalJeasqus:
Uey g0ods being sold have cost more t(a*s not risen to the same extent, or in

4 00st but the sellin_g%;i €.
Utherg oy S2IES reductions have been made in the selljing @r,;ge of the product. This could also mean
<

is
eft of stocks or of money from sales. i‘sﬁ

-~

-
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Net profit margin:

(he 15 also known as net profit as 3 percentage of turnover
Net Pr ofit .
Net profit Margin —— ———100 .
Turnover . |
ual average profit made, after taking into account all the cogt ]
Sang |

The net profit percentage shows the act ’ _ _
expenses incurred. The net profit percentage has a particular value in controlling expenses. Wher
shows that expenses have i”Creasez S:rf]o
ore

profit percentage has remained constant, the net profit margin '

than proporhonalely to sales. Perhaps, the company 15 spenQ|ng too much on salaries as it m; h

overstaffed Perhaps, some members of the staff may be using the telephone for their Persona? éa”
S

outstation. Perhaps, there is overspending on advertivsing: etc. Each item c?f expenses may be calgy|
separately as a percentage of turnover. Any excessive rise for any one time can be easily Spottedaated
nd

steps should be taken to control it.

Main users of account

identification of the kind of information that individual stakeholder groups might ,

sook
The following list describes the USes of published accounts for various internal as well as externa

stakeholders:

Managers:
They can control the operation of each department through these accounts. They can measure the
performance of the company by comparing the results with their expected targets. This can also help in

making investment decisions.

Banks:
They can judge the financial position of the company through the accounts and decide upon the loan

applications accordingly.

Suppliers:
They can see if the business is liquid enough to

crodit history.

pay off its debts and check if the business has good

Customors;
They can see If the business is capable of ensuring of future supplies of the good they are purchaz;g.

and 1o docide if they will be provided with service facilities. <\ N
oA

Govommont: N\

This will holp them In the calculation of taxes and keeping a check if the business is staying,

n terms of accounting regulations. It can also help them in determining if the busin s Mproducing
,\/

omployment opportunities. \&\U

8haroholdors: Q/
In this way they can assess the value of their investment in the business. ByQaTy)s@r?he informaﬁogg
ey

il . . .
10 accounts, they can see if they want to further invest in the company by bu,ying(m\ore shares. Th "
i he compet”

evon compare the accounts of different companies before making a decisight thwesting int
N

Itwi ' '
Il also enable them to determine their share of profits. (\ @)
q\, N3

Workforcoe:
d salane®

) Us‘ G ' . |)

higher wages O
)

QW

S
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s of published accounts

gons of the usefulness of published accounts:

historical, may not reflect the
a2 sy be out of date, ' may

does not reflect qualitative aspects of the workforce,
» May not have details regarding individual parts of

T ity of “window dressing”

s

~es N0 Save o be includ

: -luded in these accounts would be: plans of the business regarding
EseS LT and cevelopment plans of the business. details of the sales of each individual
.S ‘:npact on thel community as a whole. In addition, the data given is

o .:‘;’f?"‘es‘q and this information could be several months old before the
» Ihe internal management of the business can have access to the future

o
<

s \'f’d about the accuracy of the published accounts. When companies try
r ACGOUI »f_m?:‘- rav Ourab!e manner in order to influence any of the stakeholders, such as
_“e@n more easily or encourage investors to buy shares, the company can be
sng (already discussed earlier in SAS.3/I5AL.3). A company can commit this

3ing the %e:’ﬂo’f their assets, ignoﬁng the facts that some debtors who have not paid for
y neverpay. ceiaying paying bills until the accounts have been published, etc...

‘ D‘slﬁncnon bet}.veerr} ﬁninmal and management accounting

srancial accounting requires the accountants to prepare the published accounts of the business,
EEES man_agement accounting requires the accountants to prepare detailed and frequent
crmzton for :m_e_mal use by the managers of the business who need financial information to control the
+— 277 tzke decisions for the future success.

i

VARIANCES: ADVERSE, FAVOURABLE

The meaning of variances/calculated and interpretation of variances

fzznce can be defined as the deviation of actual results from expected, budgeted or standard results.
Trs geviation could be in terms of costs, material usage, labour efficiency, volume and many other
“irs. Some variances may lead to major planning related issues for a business but are unavoidable
&1 cannot be foreseen. Other variances are within the margin of acceptability. A particular variance
‘.0 te categorised as favourable or unfavourable, keeping in mind the viewpoint and interests of the
rznagement and the business. For instance, if the actual cost is $50000 whereas the budgeted figure for
“st was $42000, the cost variance ($8000) would be classified as unfavourable or adverse. This is
lustrated clearly in the following example.

ON08, P3 (LoCost Airways), Q2(a)

Budget$000 Actual$000 Variance$000 (/V'\I\V
§ N
u:ﬁfjbﬁeéenue 55 46 9(Adversé}<} q'\’
OMojy %5;; 33 36 3(Adyerse) Y
| e’OVerheads 5 3 2(Fa ‘Ufa’b)iel
el Prof S 13 15 2(Adverse)
4 (8) -A2lAdverse)

AV
anc . . X

"Wal f, § ?“a'YSIS should be conducted to separate out various elements causing the deviation of

*Pected performance. These reasons for variance must then be investigated to reduce the

an
B8r of "&Curren, ce
) o -
o’

%
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5.7 CONTENTS OF PUBLISHED ACCOUNTS

De recialion.
) Gosioe in the value of @ fived asset either due to physical deterioration resulting from
scence The term -opsolescence” describes 2 situation in which a piece of mac;-sage or
pouiTEN IC5ES yaiue since better substitutes are available in the market. inery o
earme of the ba'ance sheet the purpose of recording depreciation is to account for the loss in v,
of profit and l0ss account, depreciation reflects the matching principle of allocating the co:lue‘ In
<een as providing  fund for replacement. tof an

elp of different techniques including the following, termed ag th
g

e

zeee! cver ime. Depreciation can also be

Depreciation can o€ calculated with the h

“Straight-Line Method”.
in this method, a fixed sum is deducted per year from the value of the asset. The sum is calculateq 1,
Y

dividing historical cost less expected residual value (the value of the asset at the time of its retirem,
from use) by the time in years that the business expects to own the asset. ent
Cost - Residual Value

vears Of Useful Life

This can be explained with the help of the following num
Historical Cost: $800000, Expected Residual Value: $20
Annual Depreciation = $100000

5.8 ANALYSIS OF PUBLISHED ACCOUNTS

Annual Depreciation=

erical example:
0000, Expected Life: 6 Years

« Profitability ratios
« Return on capital employed
n funds invested in the business. This is an extremely

Return on capital employed is also called the yield 0
important ratio and tells the business as to how much it is getting from the investment in the business.

Net profit

Return on capital employed = - x 100
CaptialEmployed

The higher the value of this ratio, the better it is for the company as it would be getting a higher return on
its investment. The ROCE of a business can only be improved by increasing the profitable, efficient use of
the assets owned by the business which were purchased by the capital employed. This ratio does not
take into account the risk factor of the business as a high return might be due to successful undertaking
of risk rather than true business or managerial efficiency. The method used for the calculation is not
universally agreed, that is why it is not a very helpful method when comparing between businesses.

FINANCIAL EFFICIENCY RATIOS . -0 A
L
OO
N
Inventory/stock turnover is the number of i ' o |t measures
the speed at which stocks are cleared. s I  year {h SVEAS stock can\bjcét:;‘) éff-l
CostOf Goods Sold Q @Q

Stock turnover ratio = @
s rato v vary Average Stock Holding X «g@ a
sraner © eyndg:ya ;odzilga:swto trade. For example, the rate of@\ﬁ:k tgrn would be very high ;ﬁ:a
eiapoper venoot gs dail. spaper must be cleared off the same day. The rate of stock W e
ol e oAl D8 € ter as not everyone buys furniture €very day. If two businesses inthe ="
e o ifarent stod urn ratios, then the business with a" ig’l%r ratio would be cons ere towm
Increases expenses are aue Il would [earrthat|ess capjtaf.is tied up in stocks. AS the raté © stock 0
economies of scale. A | Ispread over a larger volum Of?safé'g Hence the unit cost falls Ieadlngn y
. A higher rate of stock turn o‘mg? g irﬁmise. losses due to changes in e a

et

inventory turnover, debtor days

-

-
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m’f’5
: oods kep! for a very long time become shop soiled or damaged and must be sold at a loss.
{3sh'0“ aofsl‘OCk turn could beincreased in a number of ways;
the 1218 reducing the «iz0 of average stock needed to maintain a given volume of sales such as by
| cing gmall orders \.wth_supphers. ‘

culting prices wspecially on fuxury goods, if demand is price elastic (a change in price of the
I oduct may lean 10 a proportionately higher change in the quantity demanded).

offering credi!l facilities.,

I By advertising ant sales promotion techniques.

or days ratio alsc known as debt collection period, measures how long, on an average, it takes the
Desbness 1o recover the payment form the customers who have bought goods on credit (the debtors).

pus! [Debtors

——————— 365

peptor 98Y5 210 50 < Turnover

nere would be nO right or wrong result as it would vary from business to business. It would be ideal for
pe business if the period is less than 30 days, moderate figure would be between 30 and 60 days,
ereas if it exceeds GO, it is considered to be a negative sign for the company. Sometimes, a higher

;’ebro, day's ratio might be a deliberate management strategy in order to attract customers by extending

credit.
Gearing

Gearing ratio: .
This measures the degree to which the capital of the business is financed form long-term loans. The

geater the reliance of a business on loan capital, the more
ighly geared” the business is said to be.

Long — TermLonans
CapitalEmployed
Results above 50% w.ould indicgte a highly geared business. If the ratio is high, the higher would be the
borrowings of the business and.lt would mean that it will affect the ability of the firm to pay dividends, as
e interest rate would also be increasing. And if the business does not have enough cash to repay the

loans then the sharer!olqers might not get back their investment if the company goes into liquidation.
Alow gearing ratio indicates a “safe” business strategy. The gearing ratio of the business could be

Mproved by non-loan sources of finance, such as issuing more shares or retaining more profit. These

iease shareholder's funds and capital employed and lower the gearing ratio.

100

Gearing ratio (%)

Investor ratios

&
OC/\Q

?hividend yield: '
e .
.‘Se Measures the rate of return the shareholder gets at a current share price. o Q
W8end yiel ratic (%) DividendPer Share . OO\\Q
i Market SharePrice A\ N’
ey thef:gés the number of times the ordinary share dividend could be paiqibﬁt Qtt?u‘rrent profits. The
+ the more able the company is to pay the proposed dividend?& Q)
g . : (
"W cover rai . _Pr ofit After Tax andInterest (}:\'Q\q
Dividend (paidandproposed) Q\‘{{@'
OIS
b(\
o
’\
QG
S

[
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5.8 INVESTMANT APPRAISAL
The concept of investment appraisal

The need for investment appraisal

¢ atir fitability or desirability of an investment project Thi, -
Investment appraisal means evaluating the pro ' est ject. This
usually undertaken by using quantitative techniques that assess the financial feasibility of the project is

The significant of risk In investment decisions

The decision to invest in the business involves a high degree of risk. There may be a cqnsiderab;e Choice
of projects from which the business can choose from, If the ‘costs aqd revenue data is accurate of the
budgeted figures are always correct, then almost all the businesses in the world would survive i
any difficulty. Investment decisions mostly fail because they are ba'sed on Ur?certalnty. Investment jg alsy
considered to be risky as it is funded by borrowed money. And this would involve cost of borrowing a¢
well. So if the business fails, the business will have to repay the loans borrowed from the banks

The meaning, calculation and interpretation of payback, ARR and NPV

Payback period is the length of time it takes for the businesg t’o recover its investment. I’t is irppprtantto
take payback into consideration when making investment‘demsnon as a lopg payback penod will increase
the interest payments. The speedier the payback, the quicker the capital is made gval!ab!e for the other
projects. A payback period more than 50% of the useful life would be a negative indicator (in case

comparative data is not available).

Additional CashFlow needed ”
AnnualCashFlow

Payback period (Month) 12

Example from year May/June 2002, paper 2, Eating Shop, c(i).

Investment = 200,000

Year 1 = 60,000

Year 2 =70,000

Year 3 = 100,000

Therefore, investment will be recovered between the second and third year.

The amount required after the second year starts would be 70,000. @
0
70000 CA
Therefore; 12=8. y
100000 P 4 months o\'\%o@
So the payback period would be 2 years, 8.4 months. X 0 o

; N
Payback is easy to calculate. It is particularly useful for businesses where (i (i}f\iﬁ of grealt;{
S|fgn|ﬁcance than overall profitability. The emphasis on the speed of return of cashflotys/gives the ben®
OH c)cvsncentratmg on more accurate short-term forecasts of the project’s profitab‘) . 2 nt
cashef\;g\: pafytback does not measure the overall profitability of the project and does not take into _aCCOuto
reiot ve s after the payback period. The concentration on the short-ter effirn_may lead the business
ry profitable projects only because they take time to repay th cr;!ﬁtéb&
D!

. {{@ oo of an

as accounting rate of return, It(qieasq‘res the overall profitability

of the initial investment, unlike thb;aye',éék method.
ARR Average AnnualPr ofit o oy

— <
Initial Capital Cost X100 & “\.ﬁ
&

Average rate of return (ARR):
ARR may also be termed
INvestment as 3 percentage

AN

S

N

RN NN

W W

N

RN

-
~

»

AR VWY W

OSSR SEBA

a s K et op” =g

SR PSP

4
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PV e w8 A T o 1A - 5 0 + 468 m:' " Shop, o).

o y.f‘;f‘ ‘ + 1%0.990)-$200,000

11‘1“ ») ’

z W+

"/d;' ’I-" . 5“: ’ff;
,"l’ff,' p > & o ff,’_—,.. - /’fL:,’ <

Mﬂ"z{ P [)” —(Jr/ ‘AIL_

L areer w255 1 SE e s -"’j Tl e, & > ) )

oA & IrACET L e g wZ T AEP s ower than 25% . (f comparison is not

) z DRI e O e :

3 ")‘ g :,f’,ft),',‘ J ol “ 4!11, 0 4,( f,,'?‘ c ,‘,"’. ‘af.‘:s MO zcoount 351 the !ash |k)WS. It
[SES e ”',;, T = TaEr vogiive of any firm. The resutt can be easily
G e = o — 3 ' -
Gar, ittt Trg VUEZEFER pnires e 4 ning of the cash fiows. The time

Ay g 17 e L % tro - :
st b st s = LEVET N e roorrect assumption that the value of

o ’s LAV s
S ESZSY LSS
~
>

s B & s

o’ mef’ salue;

g &t UESE IEE (N s e gl Saructed oot fous ess the initizl cost of investment
Syt A YOS et T, rsa it e s izt irterest rates 2fect the present value of future
pppe WO LS NOETS LS TR Ny oA ks fzsh Yours zon tre size of them arriving 2t a2n appraisal.
“op o OSSN BT U S B B IR Y Yok reysing economic stuation., It considers the time
g s WO B LB (AR R et s teing orsidered.

st S (A SRR N, Ll 0 T Sl resh degends on the rate of discount and interest rate
zlue shoukd e 28 high 25 possible but it can be
gttt s SRS I IS W Rt reents f e inftizl oost is the same.

, 4
spAH TS G A A s, ek present

tuarnphs from OetiNey 200%, Paper 2, Tanroh’s Dilemma, Q5 afii).
Wt ok alus = net cash flow / discounted factors

000 7 0.91) % (15 000 ~0.%2%) + (20 000.0.75) + (24 000-0.83)
s45520

It investment = $20,000

Nst Present Values

= Wet Bovk Valus = Initial Investment

4520 <70 OO0 = $12220

Ths meaning oA intsrnal rate of return

PR that ste o discount which yields a net present value of zero.

COMPARISON OF INVESTMENT APPRAISAL TECHNIQUES: _ p
8 Pagbaek msthod is the simplest, quickest and the "easiest to appl{‘ investment appraisal mgmgﬁdg
S wteularly isoomemended in cate of machinery and equipment that is threatened by "obsolgs ,nég "
"8 st 1 shle 1o judge whether he will be in a position to recover the investment bgfor'a\'ﬁ_i,e’pe\cfe of
"Shinety becornes outdisted or not, However, the critics of this technique suggest that it may"sometimes
10 aurats rosults since it primarily focuses on the payback period or the time factog-and overlooks
s fusustion in cash flow over a longer period of time. The ARR investment appraisal{echnique assists
SISt i anslysing a situation in monetary terms by calculating the expected:¥&furn as a proportion

/

N -

, Atal Gl )y imay prove to be a more effective and realistic method as compayed to t{aybaclvg since it
?m; o considerstion the variation in the cash flow on a long-term basis, semething found missing in
gf’;bm-mm spprosch, The drawback associated with the ARR method is that it is based on the incorrect
;"""M"m that thes vaslue of currency will be consistent over the useful life.of the asset. The NPV method
B> 19 b quite useful for long-term projects owing to the fact toé"it gives due importance to the
wr M factors”, or the predicted changes in the value of cur {eﬂc}lﬁxe\r_.tlm.e. However, accuracy may

ONtnos ey o, mpromised due to the difficulties and uncertaind involved in the determination of the

'f:;:r:;' Lurrency in future, which obviously is affected by bh qf:macro-economical factors that are
"Hhe control of the business, (0
o
Q-@&“A'
o
~

SRR
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<ELEVANT QUESTIONSFROM PAST PAPERS (SECTION 5) ) //

N 2013, P2 (b)(i) (Trendy Paints), . . '
MayrJune ( 1)23 sells its paints at an average price of $10 per litre. Using Table 1, calculate

() () , , Iﬂ’;.!s
the breakeven level of production per year for TP's proposed new production ';ﬁ
system. [3] w
§
Oct/Nov 12, P3, 2(a), 4(a), ' _ o .,%‘
2 (a) Refer to Appendix A. Calculate for the delivery service proposal the: i
(i) Average rate of return (ARR) [3] 1
(i) Net Present Value (NPV). [3] j
4 (a) Refer to Appendix B. Calculate the: ﬂ
(i) Return on Capital Employed (ROCE) for ADC [3] iﬂ
(ii) - gearing ratio for BSL. [3]
ﬁ]
Oct/Nov 2009:- PAPER 1, Q4 (a), (b), w
4 (a) What is a cash flow forecast? [2] 12001
(b) Explain one way of improving a business’ cash flow. [3] "-'éﬁ
Oct/Nov 2009:-PAPER 2, PHONEQUIP b(i),(ii),(iii). PEDRO’S FISH (PF), a(ii), b(i), (ii), (c), i
(b) (i) Calculate the acid test ratio for 2009. [2]
(ii) The acid test ratio for 2008 was 1.5. Briefly comment on the significance to PQ of the
change in the acid test ratio. [2] ish
(iii) With reference to the data provided by the Finance Director in Table 1, briefly explain one u
reason for the change in the acid test ratio. [2]
(a) Explain the following terms: unel
(ii) retained profit (lines 4-5). [3] 0
(b) (i) Calculate the payback for the boat conversion investment. [2] Bl
(i) Explain the usefulness to PF of your answer to (i). [2] (]
(c) Briefly examine sources of finance that might be useful to PF. [6] )
Oct/Nov 2009:-PAPER 3, CHAN BEAUTY COMPANY, Q2, Q4(a) (i), (ii), (b). wne'
2 Using the data in Appendix B, calculate the impact on the company's annual profit of closing the \ K

Cityville hairdressing shop. [8] i
4 (a) Calculate for Option 2 the: U
(i) Average Rate of Return (ARR) [4] ' L
_ (ii) Net Present Value (NPV) using the10% discount factors in Table 1. [4] @
(b) Which of the two options would you advise June to choose? Fully support your answer by <\/\Q Ving
)

referring to your results from 4(a) and other information. [16) . 0 \
N
May/June 2009:- PAPER 1, Q2 (a), (b), Q7(a), 0&' 00 b
2 (a) Deﬁm:7 ‘capital expenditure’. [2] - (/ ’\'\
(b) Describe two external sources of finance that might be used to fund t\e:capitm Ww
; o expenditure of a business. [3] \6 |
) Discuss the problems a new business might experience in its t"yza\fgaﬁ{adi"g' 8] |
May/June 2009:- PAPER - ) b, (i 22 e
200 p terrm:z,taons S BAND a (i), b(i), (ii), (c), CHEAPO AIRAAi), lr:—c(i), (ii), \%‘

B ) Gl sy fine 103 &
i Explair? 31 the price that FB should charge in order fb::\re K’even at 150 ticket sales- (4]
e usefulness to FB of using break evefy@nal Slés [4] q

((1) fl”"ﬂ p
79V analyse why FB * .
(a) Explain the followirzg ter%asy have cificulty getting ﬁng: Gﬁ&m @ concert. [0] \
| e
O @

) oy " "ain (ine 2) 3]
price th
Dot figh hg‘%@/%&éﬁge business customers to achieve the

Calculate the
Bame Operating [
profit per flight as fo
w.cost flights. [3
Qestfights. 3
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Briefly cornrient on your answer to (b)(i). (3]

09:- PAPER 3, CAR MAUNFACTURER AT A CRO 0. (ii
LJune 20 : o , SSROADS, Q4 a (i), (ii), (b), (c)
wy' Using data from Appendix A, calculate the following rati in 2008
(ia) e s profit margin [3] ollowing ratios for EM in 2008:
i Net profit margin. [3]
| nalyse two poss:b{le reasons for EM’s falling gross profit margin. [6]
:2) Evaluate any two ways in which EM might increase its net profit margin. [8]
v 2008:- PAPER Q2(a), (b), Q6, PAPERCLIPS, b(i),(ii),(iii),
OCUNO Explain the terms: A0 (i)
(i) stakeholders (line 7), [3]
(ii) Market (esearch (line 20). (3]
o (i) If sales in month 4 are $800, calculate the closing balance in Table 1 for that month. [2]
(i) State two reasons why the directors of PC might have difficulty raising the $200 cash
' shortfall needed in month 2. [2]
(iii) Explain the difference between cash and profit. [4]

oct/Nov 2008:-PAPER 3 TANROH'S DILEMMA, Q1,Q5 a (i), (ii), (b).
Analyse the benefits to Tanroh of producing cash flow forecasts. [8]
5 (@) Calculate for the safari lodge option, using the data in Appendix A:
(i) The annual average rate of return [3]
(ii) The net present value ata 10% discount rate. [3]
(b) Using your results from 5(a) and other information, recommend to Tanroh which of the two

options he should choose. Justify your recommendation. [16]

MaylJune 2008:- PAPER 1,Q3, Q4(a), (b),

3 Explain how two different stakeholder groups mi
5]

4 (@) Define the term ‘working capital’. [2]
(b) Describe one method a business might use to manage i

ght use the published accounts of a business.

ts working capital. [3]

MaylJune 2008:-PAPER 2, EAST FARM WILDLIFE PARK, a (ii), d (i),

()  Explain the following terms:
(i) internal sources of finance (line 17). [3]
() Calculate the value of X (ARR)in Table 1. [4] Calculate the value of X (ARR) in

Table 1. [4]

MaylJune 2008:-PAPER 3 PYRAMID TELEVISIONS(PT), Q5. Q‘? S
a and ratios you would aeec A

Assume you are PT's bank manager. Discuss the accounting dat
finance needed for expanding production capagty_ @Q

before deciding whether to lend PT the 4
Uctov 2007:- PAPER 1, Q4(a), (b). RN

(a) State two sources of finance which could be used to finance revenue egpe_r,@rture. (2]

(b)  Explain the term ‘capital expenditure’. [3] ..) f‘bq/

OcNoy 2007.. pAPER 2, ZETA OIL a(i),(ii), EXCELLENT TRAINING, a(ii), i)@%ii),

Y Explai :
=xplain the following terms:
() Stock Exchange (line 11) [3] :\. e
(i) average rate of return (lines 12-13). 3] \g{ @_O
LXK

Explain the terms: N
N

i) variable costs (Table 1). [3] A
(i) Using Table 1, calculate how many people EI\nee,ckon each course to break even. [3]

i:') Calculate the profit if 20 people attend a course. {3
) Briefly comment on the usefulness to the,management of ET of the results in (b)(i) and

(ii). [2] Q:e 3\4
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.. PAPER 3, CURRY CUISINE, Q3 (), (b), Q4. '
Gctiay 2300 r’;tzw up a forecasted Profit and Loss Account for 2008, using the data j

’ . the management consultant's estimates. (lines 68-74) [8] 0 Appendm A ang
(b) Briefly assess two ways in which the gross profit margin could be raiseq

away products (calculations not needed). ['B]

To what extent do you agree with Ling that the business would have problems raising t

needed for the “ready made meals” project either from internal sources or from 5 loan? Thcapita'

of relevant accounting ratios (based on the data in Appendix B) to support your judgeme e Usg

rewarded. [14] nt wil| be

Unit-5

for the take.

May/dune 2007:- PAPER 1,Q2 (a), (b),Q3, Q6 ,
: (a) State the formula for an accounting ratio that might be used to measure the Profitabji
a business. (2] ility of
(b} Explain two factors that might affect the profitability of a business. [3]

3 Briefly explain two ways in which a manufacturer of tinned foods might find break-even analvs;
useful. [5] ysis
[ Discuss the suitability of the various sources of finance a large business might use when

replacing old machinery. [20]

May/June 2007:-PAPER 2, BEE'S MEAL, a(ii), b(i),(ii), (c),

(a) Explain the terms:
(ii) multinational (line 3). [3]
(b) (i) Calculate the percentage change in sales of components between 2005 and 2006 2]

(ii) How does your answer to (b)(i) and other information in Table 1 support Tariq's idea of
focusing more on the sale of components? [6]
(c) Discuss the marketing and other factors that Tariq should consider before deciding whether to
sell components on the Internet. [10]

May/June 2007:-PAPER 3,CRAFT DESIGNS , Q2(a), (b), Q4 (a), (b),(c).
2 (a) Calculate the effect on the company's profit of stopping production of the stone
sculptures. Show your calculations and state any assumptions you make. [6]
(b) Using your result from (a) and any other useful information from the case, recommend
whether Ade should stop production of the stone sculptures. [10]
4 (a) Using the two ratios suggested by the Finance Director, analyse and comment on the
financial efficiency of Craft Designs. [10]
(b) Outline two drawbacks to the ratio analysis that you have conducted. [4]
(c) Discuss two ways in which the Finance Director could improve the financial efficiency of

the company. [8] @
Oct/Nov 2006:-PAPER 1, Q1 (a),(b), Q7 (b), _ OC’\O
1 (a) Distinguish between assets and liabilities in a balance sheet. [2] \’ Q@
(b) Briefly explain why businesses depreciate their fixed assets. [3] Q
7 (b) Evaluate the usefulness to a business of the Payback and Average Rate0f R fom
;lechn[iqules in deciding whether to invest in changing its production métbod,{mm batch
ow. [12 Q,
O
Oct/Nov 2006:-PAPER 2. ELDORADO RESTAURANTS, a(i), b(i),(ii), ..\0
(@) Explain the following terms: 7 L
(i) sales revenue (line 6) [3) "\' C}
(b) (i) Using the figures from Table 1, calculate the missir@[@ of X in Table 2
Table 2 297
[\
2005 Y. 2006 forecast
Gross profit X W 2 44%
margin nO r\G
| Net profit margin 15 &Y 4%
N N

>

|
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. e to (b)(i) and other inf i
Using your answer * I Information, comment i '
» 2006:-PAPER % LOCOST AIRWAYS, Q2 (a), (b). (o) aa trends in ER's profis. (4]

ing the data | i .
(a)  Using the datain Appendix A, calculate variances for the car hire division. 5]

ing your results fro i ;
(b) (lfaln gb(;d,urf:rd 5] m (a), analyse briefly why profits for the car hire division were less

Discuss Iwe ways in which this division might be made more profitable. [8]

Using the datadinr\:-:.’_;)l.rier'1dllx Cand any other relevant information, recommend which city LoCost
ainways should locaie their next base in. Justify your answer. [16]

10 2006:- PAPER 1, Q5 (a),

Examine the different sources of fi X ’ '
a , : inance whic
§ @ fund investment in new technology. [8] h @ car manufacturer might use in order to

jJune 2006:-PAPER 2, STAR PHARMACEUT|
ey Explain the following terms:
(i) variable cost (line 22). [3]

(i) The break even level of production for the factory in Count is 1.5 milli its. Usi
o the data from the case, calculate the ry <y s 1.5 millon units. Using

break even level of i i
Country B. [2] production for the factory in

o (i) Calculate the values of X and Y in the following table:

CALS, a(ii), d(i), HOME FARM, c (i), (ii),

WaylJune 2006:-PAPER 3 RAVE CONFECTIONERY, Q3.

3 Using Appendix A and appropriate accounting ratios, analyse the likely reasons for declining
profitability at Rave over the period shown. [14] ,

MaylJune 2005:- PAPER 1,Q2 (a),(b), Q4(a),(b),
1 (a) Explain liquidity. [2]
(b) Explain one way in which a business might improve its liquidity. [3]
| (a) With an appropriate example, explain what is meant by variable costs. [2]
(b) Explain why it is sometimes difficult to separate costs into variable costs and fixed costs.
(3]
MaylJune 2005:-PAPER 2, b(i),(ii),(iii), OUR NEWS Ltd b(i), .
b (i) Calculate the forecast net profit for 2006 if the new product is introduced. [2)
(ii) Calculate the net profit margin after the new product is introduced. [2)
(iii) How might John use the result in (ii)? [2]
b () Calculate the percentage (%) change in total revenue of monthly magazines from 2002
to 2004. [2]
kaylJune 2005:-PAPER 3, WOTTON COLLEGE, Q2 a (i), (ii), (iii), (i), (b). @
(a) Assuming Paula makes the changes outlined in Option 1, calculate for 2006: SN

() the revenue from student fees, assuming the price elasticity of demand estimqteeﬁ\ A
5 correct. [4] X Q<D
(i) teachers' salary costs [1] O Q

(i) material costs [1] - & l\,\

V) net profit. [2] NN

Show all workings. \So“bq/
Nov 2005:. PAPER 1, Q5 (a),(b) : mo
Explain the purpo,ses of a company’s Balance Sheet and Pigfit & Loss Account. (8]

. A
(b Discuss the usefulness of published company accounts@botg.zpanagers and

shareholders. [12] x\@p
WNo . . o - .
:Miii)j' 2005_.PAPER 2, READ AND LEARN BOOKSHOP.@), I&'E SUN HOTEL Ltd, a (ii), b (i),

Explaj b b{\
(i)paln the fgnowing terms: 0 G)(b
oli &ontnbutlpn (line 8) [3] & S
i € following terms: {\\‘é
Working capital (line 15). [3] \

A
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() Calculate the current ratio. [4)
("

Buiefly explain the significance of your result. [2]

o”'mﬂg
(W) Explain two ways in which Padman might improve the management of worki
"9 Capity
QctiNov 2005:-PAPER 3 MERCADO PLC ,Q2 a (i), (i), (b), Q3 (a), (b). W
pi {a) Use Appendix A to calculate for both options:
(1) The Average Rate of Return, [4]
(i) The Net Present Value (at 10% discount) [4]
(b) How useful might these results be to Mercardo's directors? 4]
3 (a) Calculate financial efficiency ratios for Mercardo plc using the data in Appendi
(b) Evaluate any two ways in which the business might improve its financial efﬁcie):,cy' g
Oct/Nov 2004:- PAPER 1, Q2,
2

Oct/Nov 2004:- PAPER 2, BALJIR THE BUILDERS, a(i),
(a)

Briefly explain the importance for a manufacturer of managing working capital, (5]

Explain the following terms:

RITEON CLOTHES Ltd, a (i), b (), i),
(i) profit margin (line 6) [3]
(a) Explain the following terms:
(i) capacity utilisation (line 7) [3)
(b) (i) Capital employed is $40 million for both years. Calculate the return on capital employeq
for both 2002 and 2003. [3]
(if) Briefly comment on your results. [3]
Oct/Nov 2004:- PAPER 3, FOOD2U Ltd, b (i), (ii), (iii), ¢ (i), (ii), (d).
(b) (i) The Insert shows Food2U's existing break-even graph. Using the data from Appendix A,
draw the new break-even graph on the Insert. [5)
(i) State the new break-even level of output and new level of profit (at full capacity) in the
spaces provided on the Insert. 3]
(i) On the basis of your graph and the other information available, recommend to Neema
and Min Chul whether to accept the new proposal. [10]
(c) (i) Using the data in Appendix B, calculate the current gearing ratio for Food2U. 2]
(ii) Evaluate possible methods of financing the purchase of the machines and the lease of
the new premises. [10]
(d)

Advise Min Chul on how to depreciate the new machinery. Justify your answer. (No
calculations are required.) [8)

May/June 2004:-PAPER 1, Q4 (a),(b),
4

XM O
May/June 2004:-PAPER 2, CANDY SHOWS, b (i),(ii), LASTING MEMORIES, a(ii), Q sent
(b) (1) Using information from the text and Table 1, calculate the forecast profit §o }é@ee
(5] d
(1) A

(a)

Briefly explain the purpose of the Cash Flow Statement in company accounts. [2]
(b) Briefly distinguish between internal and external sources of finance. [3]

.

9
C
%

AN\
Comment on your result. (3] ‘O Q/
(a) Explain the following terms: \> Q(b
(i) capital expenditure (line 10). [3) Q @
May/June 2004:-PAPER 3, DECISION TIME AT TOPAZ, b (i), (ii), d (i y(lﬁ lﬂ). ; m the
(b) (1) Using Appendix A, calculate the contribution( ;))e(r t)oy %t O'ﬁgz would recelvé flo
Adams order, [4 na Adams ordef
() Using all of the evidence, recommend to the diré&ors ok Topaz whether the
should be accepted, [10) 3
(d) ((l‘)“ Outline two

T

-

O
problems of forecasting cash fi \&\sfo‘@strategy C.[4]
Using Appondix B and the discount fact

of
ent Value
Stratagy C, (4] gdiied, calculate the Net P
orategy G, ‘ tegy
) Explain whether your result to (If) m@(&gﬂ\ﬁnce the directors to choose Stré
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il
v

, 2003:-PAPER i, Qd(a),(b),
M!Y’Juna) Distinguist between revenue expenditure and capital expenditure. [2] _
i :b) Briefly exn'ain why different sources of finance might be needed for revenue expenditure

and capilal expenditure. [3)

ne 2003:-PAPER 2, TEE BUSINESS Ltd, a(i), b(i), (c),
WUU Define the following terms:
(o) (i fixed costs (iine 9) [3]
i Calculate break-even output, if the new payment system were to be introduced. [3]
(b: Analyse one method of investment appraisal Ratan might use. [6]
¢

10 2003:-PAPER 3, FAST FOOD FRANCHISE, c(i), (ii.

(i Refer to the insert. Complete the cash flow forecast for this business for the first four
months of trading. [8]

(i) Evaluate the usefulness of a cash flow forecast to Rashid and Shivani. [6]

payh
¢

Nov 2003:- PAPER 1, Q6 (a),
?c @@  Outine the main contents of published company accounts. (8]

OctiNov 2003:- PAPER 2, RQUNQ PLC, b(i),(ii),(iii), AKSHAY COMPANY Ltd, c(i),(ii), '

) (i) Using the straight-line _rnethod, gal_culate the annual depreciation of the new machine. [2]
(ii) Explain the effect of this depreciation on Round pic's balance sheet. [2] _

(i) Calculate the average rate of return (ARR) of the investment in the new machine. Briefly

explain what your result means. [4]

H () Calculate the return on capitai employed for 2002. [2] .

(ii) Using your answer to (c)(i) and other data, analyse the performance of the business
between 1999 and 2002. [6]

OctNov 2003:- PAPER 3, ORIENTAL ENGINEERING Ltd, (d).

[) Assume that the business goes ahead with the new project and relocation.

Recommend how the business might raise the finance needed, using relevant accounting
ratios to help you. [12]

OctNov 2002:- PAPER 1, Q4 (a),(b),
(a  Why do businesses depreciate fixed assets? [2] ' N
(b)  Explain why the payback period might be an important factor in deciding whether to

invest in new fixed assets. [3] @

tNov 2002:- PAPER 2, THE TRAVELSTOP HOTEL, (b), c(i),(ii),(iii), _ o (f:/\0
Using the information in Table 2, explain why there might be a cash flow problem in m\e} Q’,’)
business and suggest one possible remedy for this situation. [4] . .

() Calculate the number of rooms Travelstop must sell per month in order t\ 3 regai(-even.

(2] : : ¢

(i) Calculate the expected profit for November assuming the booking 50@&1‘5@& is

_ accepted. [3] , on. a5d gf’

(i) Using your answers to (i) and (ii) and any other information, a vgseif'j Ul Ho whether to
accept the order from JDJ plc. [5] &

i o)

'402:- PAPER 3 CASTLE LODGE, b(i), i, ()- ‘}% O
i Conduct an investment appraisal of the new confefenc > cgnfre using the payb_ack and
Net present value methods of appraisal. You mqy,tlass&me that all costs are paid and

révenue is received in cash. [10] & ith thi ~
Recommend whether Nikolai and Christina ulggroceed with this new investment.

Using your resuits from (b)(i) and any oa hfggmation available to you, explain the
'easons for your recommendation. (48 § ’

i
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May/June 2002:- PAPER 1, Q3 (a),(b), Q4(a),(b), e
3 (a) Why is break-even analysis a useful tool for managers? [2]
(b) By use of a diagram, show how break-even quantly is established by graph
Label the axes and lines. (3] S mangy
4 (a) Briefly explain the difference between a Balance Sheet and 3 Profit ang Loss ‘
(b) What additional information does the Cash Flow Statement give about the & Aoy R |
position of a business? (3] ‘ '

May/June 2002:- PAPER 2, EATING SHOP, a(ii), c(i),(ii),(iii), THE SMART TILE COMPANY
(a) Define the following terms: + (),
(ii) Net cash flow (line 16). [3]

(c) For the proposed new restaurant:
(V) Calculate the payback period. [2]
(ii) Calculate the average rate of retum. [3]
(iii) Comment on your results. [3]

(a) Define the following terms:

(i) Return on capital (line 3) [3]

May/June 2002:- PAPER 3, SPORTWIZE Ltd, b(i)(ii), ¢{i),(ii).
(b) (i) Analyse and comment on the liquidity of this business. 8]
(i) Evaluate two ways in which the business could improve its cash flow positien. [10]
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6.1 What Is Strategic Management?
6.2 STRATEGIC ANALYSIS

Swot analysis:

Pest or external environment
analysis:

Business vision/mission statement &
objectives

Boston's matrix

Core competences

6.3 strategic choice

Ansoff's matrix

Force-field analysis
Decision trees

strategic
Management

p—

Alevel
Business 6.3  Strategic Choice
Tea(:her’S Notes e ansoff's matrix

» force-field analysis
e decision trees

e o o & o o

shameel Khalid |
Cell: +92 300 9450052 6.4 strategic implementation
Shmeelkhalid 10@gmail.com

e contingency planning and crisis management

* contingency planning and crisis management

e developing a change culture / managing and
controlling strategic change

e corporate culture and strategic

e business plans

A
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UNIT 6 STRATEGIC MANAGEMENT

6.1 WHAT IS STRATEGIC MANAGEMENT?

The term refers to a process through which managers formulate and injpiement_ strategies that Woulg
enable the business to achieve ils long term goal in the given macro and micro-environmental Conditiong

Corporate Strategy:

Itis a type of strategy that addresses what businesses the organisation will operate and how Strat
those businesses can be coordinated. The objective is to §trenglhen the organisation's ¢go
position through an effective allocation of resources among businesses.

€gies of
Mpetitiye

Need and importance of strategic management:

Strategic management helps organisations identify and develop a competitive advantage, or a significany
edge over compelitors. Strategic management is also important because it provides direction to everyone
in the organisation and they know where o expend their efforts. Without a strategic plan, managers may
concentrate on day-to-day activities, only to find that a competitor has achieved a more favourapye
position by taking a longer term view of a situation. Stralegic management can also show a need for
innovation, providing an organised approach for encouraging new ideas related to strategies. Moreover
the process can involve managers at various levels in planning that ensures a beltter understanding ofé
given situation and results in an improvement in the commitment level also.

6.2 STRATEGIC ANALYSIS

SWOT ANALYSIS

SWOT Analysis is the sludy of the elements of strengths(S), weaknesses (W), opportunities (O) and
threats (T) in connection with a particular organisation. “S" and "W" represent the internal or the micro-
environmenl whereas "O" and "T" the exlernal or macro-environment of a business. It is recommended
that a business carries out SWOT Analysis not only before it starts working on a new project or launches
a new product but also as a regular feature for bringing about an improvement in the overall performance.
The management should develop a system that allows the workforce and various departments to identify
their strong and weak areas so that appropriate measures can be adopted accordingly. Competent and
motivaled workers, strong financial position of the business and a sound infrastructure of the company
can all be regarded as strengths that must be maintained. For example, if the management knows they
have skilled workers, they should offer every possible financial and non-financial reward to them in

lo keep them motivated and reduce labour turnover. Similarly, if a weakness is highlighted suc
performance level of the employees, an immediate action needs to be taken. It could be in.tG? 0
better training services or issuance of warning letters. Once the company has looked ifto
environmenl related strengths and weaknesses, it should analyse the external environment an ocus on
the existing opportunities that can be availed as well as threats posed to the busine_ss;:ﬁ business thal
shows promptness in identifying an opportunity and then formulating a strategy for, availing.it, always has
a betler chance of being successful. Opportunities such as low competition, soft g&Gefnnﬁ;ent policies and
favourable weather conditions must not be missed out on. We have evidejni::e’r hat’ companies
managed 1o become pioneers in a particular field, maintained their lead and“market share for decades
and achieved phenomenal success. The best possible examples in thigZcoptext are market leaders
including Coke, Microsoft, Kodak and Xerox. On the other hand i;{b‘equalty important to iden
elements that threaten the growth or success of a business. Fo@nstaﬁc\e, factors such as intensé
competition, high tax rales or inconsistent government policies pugh tobe taken seriously and busin
policies chalked out accordingly. \’z“\\

&
O?@'bb

@
Qj:\s
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PEST OR EXTERNAL ENVIRONMENT ANALYSIS

e external or macro environment of a business shoultl be analysed carsfully in order f6 snsure that 3
s eness strategy s realistic and objeclive-oriented. The PEST Analysis is a study of the politicat,
acamom© social and technological faclors that have an impact on the performarce of 3 husiness. The
A ncal environment refers to the exient lo which a country is anjoying political statility In z gcliticaly
eate country, the govermment has consistent policies in connection with taxation, subisidies censumer
satecton abour protection ete. This gives a sense of security to businesses and they can formulate 2
¢-ategy 00 a long-term basis This is regarded as an encouraging and healthy sign by investcrs. The
Ao tcal environment overlaps with the legal framework of the country also. The pravailing rules and
aguiatens in .m:’ country influence businesses to a great extent. For exargple, the government in
g~zapc e s planning to impose a ban on the use of billboards by firms since they distract drivers and
-z.¢e acodents. Similarly the Norwegian government legislated against numercus sales cromaticn
seremes snce they believe that incentives like “lucky draws” force customers to take irraticnal decisicrs.
« ¢ rathe cbvious that such policies will go a long way in shaping the marketing and overall business
«-ategy 2dopted by firms. The economic environment is divided into two parts. Firstly, it represents the
-5 stz~cards and the purchasing power of the customer. Once the company manages (o estaplish a
stc costion regarding the income group it is targeting, it will not be difficult to design. price anc
-mute tne product, whether it is a luxury item or a fast moving consumer good(FMCG), in a market-
way. Secondly, the role of banks is also extremely important in moulding the economic set up of
s country. Japanese banks, for instance, are preferred by businessmen as compared to American
2oz nstiutons since they offer loans at lower interest rates. These two factors must be considered
businesses in order to conduct a more effective strategic analysis. It is imperative for the
¢ z business to study and respect the social norms and traditions of a particular country or
2 and ethical issues are sensitive and it can prove to be disastrous for a business if it
o3 10 cha enge the social or religious beliefs of people. It will be unwise, for instance, to offer alcoholic
-~ 2 scoety where it is unacceptable due to social or religious factors. That is why manufacturers
<o 4%y their products strictly in accordance with the requirements of the social set up of the ‘
- <~me-s Introduction of dolls with scarves in the Middle Eastern countries is an example of
~wn by the manufacturers. Production of environmental friendly items and steps taken

n

manuactrers for the abolition of child labour also fall in same category. Finally, information regarding
‘tuc of technology is also an important part of business strategy. The technological environment
Lences 5l the gualitative and quantitative aspects of a business. Availability or absence of a particular
4 ¢t teznnoiogy can have a major impact on issues pertaining to production, distribution, management
t nds numan resource management and marketing. In today's competitive business world, a firm that
. o advanced technology will definitely be in a better position to successfully explore the

28 8N 20CES 2 »
ysting opportunities «ith an edge over its competitors. @

USINESS VISION/MISSION STATEMENT & OBJECTIVES 0 (,-\Q
NN
s i ( i ati ion wi ls and plans. A ggak L fature
tis impossible for organisations to function W|th9ut at least some goa _ n?% .
rget or end result an organisation wishes to achieve. A pllan,.onl the.otr_ner hapd. is thg,pe% evised
ot attempting to reach a goal. Planning builds on the organisation's mission which ca{\be defined as the
on for existence. N

ganisation's purpose of fundamental reas ) ; § A% i
Mission Statement” is a broad declaration of the basic, unique purpose d copg” of operations,
o&

stinguishing the organisation from others of its type. A mission statement S {nany purposes. For

nployses, it defines a common purpose and helps develop a sense Okf, sucr:tya;orttréori‘:\?gtgrzr
nanagers, it 15 a benchmark for evaluating SUCCESS. For external pafties ‘

wvemment and public, it provides a unique insight into the organisati r;iéngljes and future direction.
& &
OSTON'S MATRIX &

'8 3 technique of analysing a firm's product portfolio o;@o@a o u: igfg cri(';]ct!a c;n mariigtdshareﬂand
vt g0 O A portfolio” represe e &plnplete range of products supplied by a firm.
le', for example, has a product mix COmprising g@'i\fﬁ

~.

-
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200 products. This technique was developed by the Boston Consulting Group and that is

sometmes termed as the BCG Matrix. This matrix places products into four categories. hy itis
MARKET GROWTH
HIGH Low
H ( )
STAR PRODUCTS CASH COWS
—_
Z
~ BCG MATRIX
o
=
| PROBLEM CHILDREN DOGS
RN Y

Star products are those with a large share of a high growth market.
Problem children or “question marks” have future potential as they are in growth markets, but currently

their sales are not particularly good.
Cash cows are those which are able to generate funds, possibly to support other products. They are

mature products with a stable market share.

Dogs are products that may be in decline.
The Boston Matrix provides a valuable tool to analyse a firm's product range and helps to identify

strengths and weaknesses. Not only does it provide a snapshot at a moment in time, it can be adapted to
forecast the position of the firm's products at some point in the future. From such an analysis, the

following four alternative strategies can be developed for each product:

Hold: hold on to the market position.

Build: build and improve the market position.
Harvest: achieve maximum short-term cash flow regardiess of the long-term effect.

Divest: get rid of the cash deficit problem.

FIVE - FORCES ANALYSIS: @@

developed by Michael Porter has been the most commonly used analytica[tool]

The “five forces model” i S r )
e market. It describes the competitive environment in terms of the;Qi' ve

examining a competitiv
basic competitive forces: 0 '\0
'\0 N

The threat of new entrants: o X
The threat of new entrants refers to the possibility that the profits of established fi\rS@n(tDe industry may
>
Q

be eroded by new competitors. Q

The bargaining power of buyers: _ N @ |

Buyers threaten an industry by forcing down prices and bargaining for hig\\"&({@iw or more services.
)

The bargaining power of suppliers: . , . X ~ps O
Suppliers can exert bargaining power OVer participants in an jndustryby threatening to raise Prices £

reduce the quality of purchased goods and services. b b(\
The threat of substitute products: O‘

. . . . . g ™R (@ . n
Substitutes limit the potential return by placing a ceilipg \ga-the prices that firms in that industry c2
profitably charge. §
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the Intensity of rivalry among competitors in an Industry:

givalry @among existing competitors forces {|

_ , e firms to us - isi
e, oroduct introductions and incre 0 uso taclics like price competition, advertising

_ ase customer service or warrantios. Each of these factors affects a
fm's ability to compete in a given market. Togelther, they dolermine the profit potential for a particular

ndustry. A manager should be familiar with the five-force model for several ronsons It helps him decide
whether the firm should remain in or exit an Indus

' stry, It providos o juslification for increasing or
gecreasing resource commitments, This Y ! ) ' . fr

‘ ‘ analysls can bring aboul an Improvement in the firm's
competitive position with regard to each of the above mentioned five forcos,

cORE COMPETENCES

The concept of core competence is bhased on the
skills, integrate multiple streams of technaology
effectiveness of core competence is dete

abllity of & butiness o coordinate diverse production

and market a varlely of goods and services. The
rminad by the following three factors:

The core competence must enhance competitive advantage by creating superior customer value:

it must enable the business to develop strengihs relative 10 he o impelition. At Gillette, for example,
scientisls developed Mat:h 3 and Sensor Fxcel, showing a high (egree of unmatched innovation.
Customers have consistently been willing 1o pay more for such lachnologically differentiated products.

Different businesses in the corporation must he similar in at least one Important way
related to the core competence,

Itis not essential that the products have 1o be similar. Rather, al least one element in the value chain
must require similar skills in crealing compslitive advantage if the corporalion is (o capilalise on ils core
competence. For example, Hailey Davidson has focused on developing a stiong brand image while
promoting accessories, clothing, toys and now a cafe’ in addition 1o s Iegendary molor cycles.

The core competence must be difficult for competitors to Imitate,

Itis important to note thai compettive advantages will not he sislainabile I the competilion can easily
imitate or substitute them For instance, Sharp Corporation was the pionhast in developing the LCD (Liguid
Crystal Display) technulogy that was successfully used in VOIRE and othel electionic devices

6.3 STRATEGIC CHOICE

ANSOFF'S MATRIX R
The An off's Matrix is # uselul tool for businesses alming for growth 1l Identifies Tour I?(Jss‘lf'ﬂ\r(gﬁ“p"g |
strategies involving the combination of products and mirleets, At llustoated n lllﬁ tllnulﬂlll.g\;“;‘? ...?.re |0l['l
possible ways in which products can be combined  with markels for H:M"“'l“u Qld‘ "'I‘ HI):liUL
Development” represents a situation where a company b-:ll'lylnlllt,nh 5'1 HOw |nnr”m,,l .n \rr‘u\;‘a‘lernk‘y ex Lq ld!lg
market, e g., launch of Pepsi Max by Pepsiin Pakistan, n "Martkel Panetialion”, a _LU’” 'lldl Y ']':‘I'I“::" 8
market share by simply bringing down the prica of an nXInl}rn[i |nlf|ri|l§l,: Illlgl.:u“?. B L‘ﬁiq;n? \UP.DS gL])
feduction of prices by Mitsubishi in the European cil markal “Mearkel Ixin“%r |” S-:'l’q;|-;,,“|n|,|r1‘lil- mi
companies for launching their existing producls In Now m.‘uknt‘n. 0.4), ";',?é‘_ “I'ﬁ. int ‘ f’nr:wmml;ng{lhls
term *Diversification” describes a situation in which a new product It “"U-I'o‘(' ;'zl?{;l of :mrnl‘atml' business
'S typical of conglomerates such as the Virgin group that 15 I!IVUandﬁg‘l.ﬂ yaraty ¢ 8

A"

Yentures based on media, airline and a host of others. N

65 8
o
2) LO
<('_p
O ©
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%
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PRODUCT
EXISTING NEW
______,_.___/
EXISTING MARKET PRODUCT DEVELOPMENT
PENETRAT|ON
3
% I
z MARKET EXTENSION DIVERSIFICATION

sible ways in which products can be combined with
t" represents a situation where a company introduces
launch of pepsi max by pepsi in Pakistan. In “Market
are by simply pringing down the price of an existing
es by Mitsubishi ir the European car market. "Market

ny products in new markets, e.g,

ram, there are four pos

As illustrated in the diag
markets for attaining growth. "Product Developmen

a new product in an already existing market, e.g.,
Penetration”, @ company increases its market sh

product in an existing market, €.g., reduction of pric
egy used by companies for launching their exist’
situation in which a new product is

Extension” is a strat
telenor in Pakistan. Finally, the term “Diversification” describes a ¢
offered for sale in a new market, This is typical of conglomerates such as the virgin group that is involved
in a variety of unrelated business ventures based on media, airline ana a host of others.

FORCE-FIELD ANALYSIS

olving analysis of two

d change, then assessin

at driving forces are factors pr
that exert pressure against a change. At a po

quilibrium that defines current conditions, or the status quo.

to increase driving forces, to decreasé

to respive

forces and restraining forces, that
cistance. This was developed by
particular change, whereas
int in change, the two force

types of forces, driving
g how best to overcome re

This is a method inv
essuring for @

influence any proposé
Kurt Lewin, who suggested th

restraining forces are the 0nes
types push in opposite directions, giving an e
desired condition, it is necessary

To change the status quo to a
restraining forces, or do both. Force-field analysis can be used effectively by companies
Xerox when the management decj

serious and complicated iSsues. This was illustrated in case of
lay off 150 workers at its New York plant with the objective of reducing costs. However, the unip& act
et the lay-off decisiony l\L}‘v‘f.‘ﬂ?d

ting-siK paid

Sot involved in a bargaining process with the managers in order to g
nion leaders and the management studied ways to save m ich fi imi
 anc ; oney which finally led to elimipating’s!
days off, medical insurance cuts and developing ways of controlling absenteeism. In return;t tégﬁ(iff'i’a“"y
ars. Thus, by working on restraining forces, the compén’?“én_d nion weré
L S N

promised no lay-offs for three ye
able to agree on changes that were acceptable to both. N4

& L
Ve \.) rb
<70

\iﬂ

DECISION TREES

Itis a graphical i
- representation ives i o . &
geeglglon trees is lhap; both outcors:esa g?}:in?rﬂ:j{ras rlgbabc-’fmsmn'mak"ngvP[a‘bléﬂr&fjhe distincti
o :: faar:: a(;d to decision making in cc:anditionsp of Sné:strt of occurrencg ar & taken into accoun..
*  set ou?th:'tr;ta number of possible actions, to: e Th|s~\tec‘5\(1iuque enables @ dects
. alternative cou ¢ action in the \
*  estimate the poeu rses of action in the form of P RNy
e determine tml:O‘s.smle outcomes of the various action j t'zf' diagram,
¢ calculate the ez:):.-l::bgiw for each outcome S, 0 QJ’Z\
ed monetary value wi ’ S
W A
ith the Qélegf &ne formula
\\: '

ve feature of

~
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o= omnaniiity OF SUCORSS X expactad profit or outcome) + (probability of failure x expected loss or

apvamBIEs : . :

T o r=2s 570w TiEETy and logically the altemnative courses of action.
i - T -

. . soOJTEDE ThEN272TS 10 quantiy attemative outcomes.

-

- o-ir=E Daa tinkng and planning.
?&; q=2z IE 22N2ERd
_mi=lons

Z. . —msTJSioT I D2TISD7T Tees s tme consuming.
=iigbie. or 18 Incomplete.
= non-cuantfizble factors.

j=cision tree to represent the decision of whether or not to market the

~

.
ETIAY

=

IF NO

ECONOMY | ECONOMIC

"IN RECESSION | RECESSION
ZNNUEL REVENUE | 6 18
FNNUAL COST ] 7

©T THAT THE CHANCE OF AN ECONOMIC RECESSION IN ANY ONE YEAR IS

ZCONDWIST

poe
2.0

Zoudon
| fzmiziz e erpeien monetary value of the decision to market the “Fruit Choc Delight” product.
NORECSSION
S 1M
(SIM

RECESSION C’?
DO NOT MARKET A {\ Q
A

Lolution: & ,\Q
. . <2 N

M /= (Propznivty of suteess 4 Expected profit or outcome) + (Probability of fanlure"}:g‘\,Egcp_ected loss or
Dk L\? q/\
. o = ‘-q
Vh £ 11) 4 (0.6 X -7) = 52 B c\‘{ o~

- if;\‘;
Types of decisions: 5‘2‘,@ =
Yrdtegic decisions wuncern the objectives and overall plans of t@g‘orgéhléation, e.g. major capital
uestent soures of fnance, new product development, etc. JThese decisions are made by senior

. ek .
long-term fgture development of a business.
A
#tlcal decisions are medium-term decisions mvolvmg}tt)ejuse of resources to achieve the
“Gansation's goals. Examples include minor capital inves@‘er}band changes to marketing activities.
N\

"#aement and direciors, Strategic decisions concern the

N
Opsrational dac/sions are short-term in nature an’a.al;giféken by departmental managers. Examples
e \he day 1o day ordering of stock, production pl'arlg_img and control of credit.
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6.4 STRATEGIC IMPLEMENTATION

BUSINESS PLANS

. business plan is a statement that outlines the way that the business will achieve its objectiveg
established business may produce a business plan to show how it will obtain the funds to pay back a | An
tor a new piece of machinery. On the other hand, for @ business starting up, @ business plan can be uoan
to give a clear idea of its direction and operation; show @ bank or other institution its likely position andsgd
ability to pay back a loan: identify problems that may occur 1o allow the business to deal with them befo'ts
hts its major strengths and weaknesses. The key elements iy
tures of the business, the produc(;f

the situation gets out of control; and highlig 1gtn
2 business plan include all the salient qualitative and quantitative featul ;
oduction methods, premises and equipment, profit, cash

the market, personnel, purchasing policies, pr
flow and finance.

CORPORATE CULTURE AND STRATEGIC
Implementation:
Corporate Culture, also known as the organisational culture, is the code of behaviour followed within an
organisation. It is a set of values and beliefs that aré shared by people and groups in organisations. In
simple terms, it is the way things are done in @ business. For example, at Microsoft, the company staff
works long hours, dresses casually and communicates by e-mail. Similarly, General Electric Company
has a corporate culture in which the employees feel ownership of the company and the low level
managers are also encouraged to behave like entrepreneurs and take their owri decisions.
There are various micro and macro environmenta! factors that mould th= corporate culture of an
organisation. These include the size and nature of the business, its history, norms of the people, style of
leadership, government policies and a host of others.
of corporate culture have been identified by experts, based on particular

The following four types
aspects of organisation and management.

Power culture:
“The employee does what he or she is told.”
This type of organisation is characterised by an all-powerful head. Power is centralised, with the structure
of the organisation designed in such a way that the subordinates are only required to follow the rules and
regulations specified by the superiors. Success of such a system largely depends on the quality of the
central figure. However, it will be difficult to maintain control if the organisation grows in size.
Role culture: @0
“The employee acts within the parameters of his job description.” C’\

Structures and procedures are planned in a rational and logical way. The name is derived;(fom thefact
that emphasis is placed not on the individual but on the role, post or position within the firnT. ]:D‘e‘main
iructure are an abundance of rules, the hierarchical nature of power and clear
te culture but lacks adaptability-to changing

features of such a s
definitions of authority. It is a stable and predictable corpora
circumstances and tends to be conservative rather than innovatory /O
' N~V

Task culture: ot Q)Fb
“The employee acts in the way he considers suitable for the task.” CJ/ O

- /, e

O
ous project teams-

of culture is characterised not by a single source of power“;b'uf by-autonom
highly flexible but

This type

g:?fzzt}sepil:ieai :gftle(:;g_\:f;rrl; ;arg}z(r:ttsh.an individual effort and :eWai'Bi{]:é‘sk culture is

Person culture: b‘ho 6‘?

“The individual does his own thing.” o4 i
to serve e

Here, the individual is the central point. The fir ﬁilg‘o[ga%isation and system ist
) ' s exis .
y approprid®

individuals who form it. Not only is this ty
' pe of cultureirares i isati
\r.eqn business organisations, it is onl

p
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for small pétlm;t:?h!DtS In the professions. As the organisation grows, it will take on a life of its own,

ingependent of the interests of the members. Consequently, it will develop into a role or power culture, |t

< important 1o note that none of these

rtant _ ‘ Cultures is right or wrong. An one of them could be right or
appropriate in the particular Circumstances of the organisation. ° ! ’

STRATEGIC CHANGE

In today's ever-changing environment, success demands keeping a co

this, effective managers recognise change as essential to the survival of an organisation. Therefore, it is
mporiant to consider the impact of chan isati

Diagnosing the need for change:
A competent manager scans the internal and external environment and collects data on organisational
trends. A careful watch is maintained On values, goals and activities to ensure they fit with customers'
gemands and needs. If there s a defici

ICiency or gap, an effective manager works to remedy the situation.
Needless to say, to manage change effective

dentified by analysing the internal factors s

‘ uch as the performance level of workforce as well as the
external factors such as the activities of competitors.

Reasons for resistance:

One of the major factors is self-interest. |f someone feel
effect on him or his interests, resistance effort may be

misunderstanding and =z lack of trust People are often against change when they don't understand it.
Moreover, a low trust lavei belwsen managers and employees, common in many organisations, increases
the possibility of a misunderstanding. Resistance also comes from the inability of an individual to judge
the importance of a particular change. Innovations involve new concepts and thei value is not always
clear. Hence individuais may see o change as not useful and even view it as counter-productive. Finally,
people differ in their ability e adjust to new situations, and some individuals have a low tolerance for

change. As a result, they resist change as they fear they will not be able to learn new skills and
behaviours entailed.

s that a particular change can have an adverse
made. Another reason for change resistance s

Overcoming resistance to change: . o f¢2).\
One approach to beatiig resistance has been offered by Kurt Lew_ln, who divides the change process.into
three steps. The first sien “unfreezing”, means developing initial awareness of a cha}ng’? Qee‘,d\,j’he
sécond, “changing”, focusas on learning needed new behaviours. The third step, refreezing™; centres on
einforcing new behaviowurs, usually by positive results, feelings of accomphshm_ent".alnd‘re‘wards from
others. Lewin's approach heips managers recognise that an unfreezing period.is-needed before
individuals will change willingly. Furthermore, refreezing is lmpqr'tgnt to reinforce anq maintain changgs.
anagers can adopt the following methods to overcome initial change re&stange;and to facilitate

4 J e
unfreezing; N

Ko . .
One strate > resistance to change is education and comrqg;lig:athn. This means giving
enough infgr};mtaotioor:’ ‘Zﬁ? Z]:su?ing the change is clearly communicated tq '_,thg_sg it, affects. Participation and
;Evolvement is another way to overcome resista!:jcg tol chantgfé i?‘e\f}s'tarxzr:t.:gws less pronounced when
Ose aff ici in planning and implementing it, ;= o .
Facilitat%’:e:n%y ;::r;%?t ps;r;cgavaetfcompe resisgt;ance. Managerial igncqy[‘a\gement, training, and providing
ProPer equipment and material to the members of the workfo_rpc? can help reduce resistance.
Another approach to reducing resistance to change is nego’tlf_tlo(qrand_agreement. A . .
Negotiation can be an important strategy when one grogB-S{ags it will be hurt by change and as in a

Position to cayse 3 change effort to fail. Q @ N
\\:\§
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Manipulation is another technique that may be applied with the objective of overcoming resistance. |y
hange, S0 it seems 10 potennal resisters to be more attractive

involves giving selected information on 8 €

or needed.
CONTINGENCY PLANNING AND CRISIS MANAGEMENT
ase the environmental conditions

Contingency Planning
ve plans for use inc )
P le or ineffective.

The term refers o the development of alternati tab

evolve differently than anticipated. rendering original plans unsuitab’™ . i i

Effective contingency planning will allow @ busin€ss 1o cope with 2 variety of crises: as discussed below.
Finance: .o Other solutions includ i
in case of fiquidity, 1arge firms may have contingency funds set aside. Ol inclide’finding
alternative sunds to deal with a short term lack of finance-
production. . : i i duction. S

. A business musl arrange alternative sources as a solution to interruptions 'I” tpro " ;1 ) domg of the
work may be handed over or outsourced to other producers. |t may also pe ab ed odSWII'C pﬁ_JthUCtlon from
one machine of factory 1O another. Rearranging the time of productlon an ealing with 2 pool of

useful as well.

pliers can prove to be
n to industrial relations

Human resource management:
Effective consultation will help to minimise difficulties and may speed up the solutio ndu :
problems. Similarly, motivational rewards may be used to deal with poor staff motivation. A flexible
workferce comes in handy if the business IS faced with @ lack of employees as a result of high labour

turnover.

sup

/mage of a business.

Image:
s or damage 10 the environment can have an enormous effect on the
ced with an image problem. F auity products must be
rmotion in-an attempt to

ly and effectively when fa
ent needs to focus on extensive pro
Practices such as recycling may be hig

Faulty product
A business mu

withdrawn imm

alleviate any pu
and communication:

times of crisis. There must be strong leadership from the top of the

apout his role and

st act quick
ediately. The managem
hlighted.

plic concern for its products.

company hiera
responsibihties.

Management
Management has a vital part to play at
rchy and every member of the organisation should be clear
ds clear communication channels to ensure that messages arzct;i,aing
ust not let it aff f{htﬁ

A business also Nee
cy planning is important but 2 business M
amount in @ contingency fund may reduce’{fi€
AR

passed on effectively. Contingen

corporate plans of the firm. For example, keeping a large

funds that a businéss has available for expansion or investment. N
OO

A crisis is @ Sl ere unstable conditions exist Crises are usually unexp'e'cf;e‘é\afr}d effective
’ﬁrms often have

planning should reduce the impact of the crisis On the business. As discu ious!y
contingency plans to copé with unforeseen or changing conditions. soed ?ie‘w:o’qs!{.\
Types of crises ¢ (\M
. "i,@,c) -
m - . ) ~
ight be a lack of working Capltal‘tq‘péry immediate bills. In other wor
s too many assets {f

problem. This might arise beca tHe busin

; ; use

are not easily converted into cash. Long-term unpaid debts andin t;je _Qu‘slness ha

are also factors that may | 4 l\'\!}'- to recover money owed by others

ead to a financial crisis.
O &

Production crises: Qv o0
Breakdow ial pi i i Sy
n of a crucial piece of machinery is a typiwﬁgﬁ’mp]\;o fa production crisis. T
: crisis. This wou

loss of producti
production for the manufacturer and perﬁaps a-failure t i
R o deliver products on time.

Crisis planning:
ituation wh

Financial crises:
An example of a financial crisis

the firm is faced with a liquidity

Id lead to @
Natural
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from a va_riety _of pressure g ity and the government. Ultimately, the
controversial activity may have to be halted.

Corporate problems:

Certain crises are capable of affecting the whole or
lakeover by a larger company. Another might be
would most probably lead to a fall in its
selling their shares,

ganisation. An example might be an attempted hostile
a loss of confidence in a public limited company. This
share price on the stock exchange as the shareholders start

Product and legal problems:

At times, crises take place when faulty or dangerous products are

manufactured that break the law. For
instance, a child’s toy causing harm or a food item leading to health

problems could be banned.

Image problems:
Many of the problems mentioned above will affec
in its products or change their opin
profitability of the business.

t the image of the business. Consumers may lose faith
ion about the credibility of the firm. This is likely to affect the sales and
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