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Task 1

1 A. What are the essential features of financial management?

Essential features of financial management:

1. Discounted cash flow - A method of valuing a project, company, or asset using the concepts of the time value of money.

2. Risk & diversification - Allocation of proportional risk to all parties to a contract, usually through a risk premium. Also called risk allocation.

3. Market efficiency – Allocation, operation & efficiency.
1 B. What are the objectives from a business view point?

Shareholder wealth maximization. 

In a market economy, the shareholders will provide funds to a business in the expectation that they will receive the maximum possible increase in wealth for the level of risk that must be faced. When we use the term ‘wealth’ in this context, we are referring to the market value of the ordinary shares. The market value of the shares will, in turn, reflect the future returns the shareholders will expect to receive overtime for the shares and the level of risk involved.

2. The wealth maximization objective is considered to be the most appropriate objective to use in financial management. Please explain why.

Wealth maximization means maximizing the net wealth of the company’s share holders. Wealth maximization is not the only financial objective that a business can pursue. Wealth maximization is possible only when the company pursues policies that would increase the market value of shares of the company.

3. Can you explain the agency problem faced by owners of a business? How may this problem be prevented or minimised? 

· Even if we reject the use of profit and accept share holders wealth as an appropriate financial objective, we may still question whether the maximization of shareholder wealth is appropriate. 

· Accepting this objective implies that the needs of the shareholders are paramount. Shareholders are not the only ones, however, that have a financial interest in a

· business. 

· A business can be viewed as a coalition of various interest groups, with each group having a ‘stake’ in the business.

Task 2

1. How do strategies vary by level?

Strategies exist at a number of levels in an organization:

1. Corporate level strategy – Concerned with the overall purpose and scope of an organization and how value will be added to the different parts (business units) of the organization.

2. Business level strategy – How to compete successfully in particular markets.

3. A strategic business unit – Is part of an organization for which there is a distinct external market for goods or services that is different from another strategic business unit.

4. Operational strategies – Are concerned with how the component delivers effectively the corporate and business level strategies in terms of resources, processes and people.

2. What are important terms & concepts in strategic management?

	The vocabulary of strategy

	Term 
	Definition
	Example

	Mission
	Overriding purpose in line with the values or expectations of stakeholders
	Be healthy and fit

	Vision or strategic intent
	Desired future state: the aspiration of the organization 
	To run  the London marathon

	Goal
	General statement of aim or purpose
	Lose weight and strengthen muscles

	Objective
	Quantification (if possible) or more precise statement of the goal
	Lose 5 kilos by 1 September and run the marathon next year

	Strategic capability
	Resources, activities and processes, some will be unique and provide competitive advantage
	Proximity to a fitness center, a successful diet

	Strategies
	Long term direction
	Exercise regularly, compete in marathons locally, stick to appropriate diet

	Business model
	How product, service and information flow between participating parties
	Associate with collaborative network (e.g. join running club)

	control
	The monitoring of action steps to:

· Assess effectiveness of strategies and actions

· Modify as necessary strategies and / or actions
	Monitor weight, kilometers run and measure times: if progress satisfactory, do nothing, if not consider other strategies and actions.


3. What is the relationship between strategic & operations management?

Strategic management:

· Understanding the strategic position of an organization, strategic choices for the future and turning strategy into action.
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difficult issues. Yet the early training and experience of managers is often about
taking action, or about detailed planning or analysis. This book explains many
analytical approaches to strategy, and it is concerned too with action related to
the management of strategy. However, the major emphasis is on the importance
of understanding strategic concepts which inform this analysis and action.
Strategic management can be thought of as having three main elements
within it, and it is these that provide the framework for the book. Sirategic
management includes understanding the strategic position of an organisation,
strategic choices for the future and turning strategy into action. Exhibit 1.3 shows
these elements and defines the broad coverage of this book. The next sections
of this chapter discuss each of these three elements of strategic management and
identifies the main issues that make up each element. But first it is important to
understand why the exhibit has been drawn in this particular way. It could have
shown the three elements in a linear form — understanding the strategic position
preceding strategic choices, which in turn precede strategy into action. Indeed,





Elements of strategic management:

1. The strategic position – is concerned with the impact on strategy of the external environment, an organizations strategic capability (resources and competencies) and the expectations and influence of stakeholders.

2. Strategic choices – Involve understanding the underlying bases for future strategy at both the business unit and corporate levels and options for developing strategy in terms of both the directions and methods of development.

3. Strategy into action – is concerned with ensuring that strategies are working in practice.

Operations management:

· Design, execution, and control of a firm's operations that convert its resources into desired goods and services, and implement its business strategy.

· Focuses on carefully managing the processes to produce and distribute products and services.

· An area of business concerned with the production of goods and services, and involves the responsibility of ensuring that business operations are efficient in terms of using as little resource as needed, and effective in terms of meeting customer requirements. It is concerned with managing the process that converts inputs (in the forms of materials, labour and energy) into outputs (in the form of goods and services).
Task 3

1. What is corporate communication?

Corporate communication:

· The communication issued by a corporate / organization / body / institute to all its public(s). Publics here can be both internal (employees, stakeholders, i.e. - share and stock holders) and external (agencies, channel partners, media, government, industry bodies and institutes, educational institutes and general public).

· The process of facilitating information and knowledge exchanges with internal and key external groups and individuals that have a direct relationship with an enterprise.

· It is concerned with internal communication management from the standpoint of sharing knowledge and decisions from the enterprise with employees, suppliers, investors and partners.

Corporate communications mix:

1. Primary communications – The communications effect of products, services, management, staff and corporate behavior.

2. Secondary communications – Controlled forms of communications such as advertising and public relations.

3. Tertiary communications – word of mouth

Aspects of corporate communication:

1. Managing communication or filling the communication management function.

2. Dealing with controlled and uncontrolled media.

3. Serving both internal and external audiences.

4. Proactive communication planning.

5. Advocating communication strategies and tactics.

6. Dissemination of persuasion and information.

7. Branding images and reputation.

8. Branding products and services.

9.  Monitoring the responses from audiences and marketing.

10. Counseling and advising senior executives.

11. Managing issues and responding to crisis situations.

12. Lobbying for favorable stances for the organization.

13. Organizational image, creation and maintenance.

14. Organizational presence building and monitoring.

Scope of corporate communication:

· Corporations

· Nonprofit agencies

· Entertainment, sports and travel

· Government and military

· Education

· international

2. What is internal communication?

Internal communication:

· A generic expression for all communication (formal and informal) that an organization undertakes with its close stakeholders — i.e. those people with whom it has a relationship that requires support, principally direct/indirect employees and/or members. 
· The main purpose of formal internal communications is to inform employees or members of the direction and performance of the organization (and/or team) to which they belong.
Growing importance of internal communication:

1. Employees have to aware of activities of the organization.

2. Employees need to be more attentive to changing needs and circumstances.

3. Employees have a higher information need.

The quality of internal communication is related to the various dimensions of the organizations.

1. Organizational structure:

· International communication can be hampered because responsibilities and powers are unclear.

· The various structures also have different effects:

· A functional structure results in orientation towards own tasks

· A customer oriented structure promotes internal cooperation out of attention for the customer.

2. Organizational culture and leadership style:

· A corporate culture can be more or less open and offer more or less room for dialogue between staff and managers.

· A leadership style, this can imply that listening to ideas of employees and keeping the personal informed about company objectives can be important elements in improving internal communication.

3. Communicative skills:

· In the organization, the communicative skills of the personnel can be improved.

4. Knowledge of meeting procedures, how to make presentations and write reports is a prediction for successful communication within the organization. Information systems:

· Information systems in the organization also contribute to internal communication.

· Points of attention are accessibility, userfriendliness and topicality.

5. Organization strategy:

· The management has to be willing to communicate about this and needs to have a clear, well thought out message that can be conveyed.

Internal communication has several functions:

1. The support of the primary process:

· The exchange of information is needed to p-perform operational tasks within the cooperative form, which an organization basically is. 

· Line management plays an important role in this.

2. The promotion of involvement:

· Knowledge about the organization as a whole can increase the involvement of employees and motivation to work.

· One can think of the self image one has of their organization.

3. Supporting change processes:

· Changes in the organization require efforts in the communication to make clear what the importance of the change is and what will be required from the persons involved.

Communication structures:

1. Wheel structure – One central person exchanging information with various individuals. This leads to fast decision making but to dissatisfaction of the participants because they do not have an insight into the whole.

2. Circle structure – A central figure is missing and the participants each have contact with two other individuals. Exchange of information takes a lot of time and many mistakes can be made, but the participants are more satisfied.

3. Chain structure – Shows some similarity with the circle structure.

4. Open circle structure – Does not have a central figure but does have a varied contact pattern. The participants are again more satisfied, but decision making leaves something to be desired. After a while this structure will show almost always some form of hierarchy.

Communication flows:

1. Vertical communication – Communication between people who work at different hierarchical levels in the same department.

2. Horizontal communication – Takes place between people working on the same level in an organization, such as in progress between workers or in a meeting between managers.

3. Diagonal communication – Takes place between persons working on various levels.

Communication:

1. Formal communication:

· Formal communication is written, oral or graphic communication routed through the official channels. These follow the lines of authority and accountability.

2. Informal communication:

· Informal Communication is the opposite of formal communication. Usually used when in face to face conversation with a friend or relative- a personally known person. Informal communication is also used in e-mail, texts, telephone conversations. etc.

3. Line communication:

· Communicating along hierarchical lines in the organization, such as conversations between two people.

4. Parallel communication – The direct approach of workers from a central point in the organization, such as board of management or a central department such as human resources or the works council. All workers receive the same information.

3. What is external communication?

External communication:

· The exchange of information and messages between an organization and other organizations, groups, or individuals outside its formal structure. 

· External communication includes the fields of PR, media relations, advertising, and marketing management.

· A variety of channels may be used for external communication, including face-to-face meetings, print or broadcast media, and electronic communication technologies such as the Internet. 
Goals of external communication:

· To facilitate cooperation with groups such as suppliers, investors, and shareholders, and to present a favorable image of an organization and its products or services to potential and actual customers and to society at large. 

4. Define corporate image?

Corporate image:

· Comprises impressions and evaluations with regard to the organization caused by (own or indirect) experiences. It is a personal perception in the heads of people that can be vague or clear limited or broad depending, among other things on their involvement with the organization.

· Also determines the climate against the background of which decisions are taken.

5. Define corporate identity?

Corporate identity:

· Combination of color schemes, designs, words, etc., that a firm employs to make a visual statement about itself and to communicate its business philosophy. It is an enduring symbol of how a firm views itself, how it wishes to be viewed by others, and how others recognize and remember it. 
· Unlike corporate image (which is 'in there' changeable mental impression), corporate identity is 'out there' sensory-experience conveyed by things such as buildings, décor, logo, name, slogan, stationery, uniforms, and is largely unaffected by its financial performance and ups and downs in its fortunes. 
6. What is the relationship between corporate communication, corporate identity and corporate image?

Corporate communication:

· The communication issued by a corporate / organization / body / institute to all its public(s). Publics here can be both internal (employees, stakeholders, i.e. - share and stock holders) and external (agencies, channel partners, media, government, industry bodies and institutes, educational institutes and general public).

Corporate identity:

· Combination of color schemes, designs, words, etc., that a firm employs to make a visual statement about itself and to communicate its business philosophy. It is an enduring symbol of how a firm views itself, how it wishes to be viewed by others, and how others recognize and remember it. 
· Unlike corporate image (which is 'in there' changeable mental impression), corporate identity is 'out there' sensory-experience conveyed by things such as buildings, décor, logo, name, slogan, stationery, uniforms, and is largely unaffected by its financial performance and ups and downs in its fortunes. 
· Corporate-identity is either strong or weak (not positive, negative, or neutral like a corporate image) and is more or less permanent unless changed deliberately. 
· The identity (conveyed by its name and multicolored bitten-off-apple logo) of Apple computer, for example, as an innovative and path breaking firm has survived almost intact over about 30 years. But its image as a successful business has dimmed and brightened several times during the same period.
Corporate image:

· Comprises impressions and evaluations with regard to the organization caused by (own or indirect) experiences. It is a personal perception in the heads of people that can be vague or clear limited or broad depending, among other things on their involvement with the organization.

· Also determines the climate against the background of which decisions are taken.

· Mental picture that springs up at the mention of a firm's name. 
· It is a composite psychological impression that continually changes with the firm's circumstances, media coverage, performance, pronouncements, etc. Similar to a firm's reputation or goodwill, it is the public perception of the firm rather than a reflection of its actual state or position. 
· Unlike corporate identity, it is fluid and can change overnight from positive to negative to neutral. 
· Large firms use various corporate advertising techniques to enhance their image in order to improve their desirability as a supplier, employer, customer, borrower, etc. 
· The image of Apple computer, for example, as a successful business has dimmed and brightened several times in the last 30 years. But its identity (conveyed by its name and multicolored bitten-off-apple logo) as an innovative and path breaking firm has survived almost intact during the same period.
7. Why should the gap between corporate image & corporate identity be kept to the minimum?

Gap analysis:

· An analysis which shows where discrepancies occur.

· The following three core problems:

1. Self image and identity do not match.

· Lack of company pride generally harms the motivation of employees.

· In internal communication the presuppositions existing in the organization can be corrected. The picture can be completed with current information on functioning and performance of the organization.

· Sometimes it can be necessary to confront internal groups directly with the opinions of external groups of the public, such as in panel discussions between employees and consumers.

2. Identity and desired identity do not match.

· Image problems can originate in identity problems.

· When the identity is being improved, this can be motivated in the communication with external groups of the public. One has to be careful, not to arouse hopes that cannot be realized in the short term.

3. Image and identity do not match.

· When image is more positive than identity, there is a danger than the trust of the public that is harmed. High expectations form a risk. These expectations can be readjusted by showing more modesty in communication or by improving the identity so that expectations can be met.

· Sometimes not enough attention is given to image because the management has positive presuppositions about it. The perceived image then blocks a current view of the situation.

Task 4

1. What are the different strategy development processes?

Strategic development process:

· The ways in which strategy develops in organizations.

Strategy development processes:

1. Processes of intended strategy development

· Strategic planning

· Strategic workshops and project groups

· Strategy consultants

· External imposed strategies

2. Processes of emergent strategy development:

· Logical incrimination

· Resource allocation routines

· Cultural processes

· Political processes

3. Challenges and implications:

· Strategic drift

· The learning organization

· Uncertain and complex conditions

· Managing strategy development processes

2. What are the benefits and problems of strategic planning systems?

Strategic planning systems:

· May take the form of systematic step by step chronological procedures to develop or coordinate an organizations strategy.

3. What are intended strategies? What are realized strategies? What is the difference?

Intended strategies:

· An expression of desired strategic direction deliberately formulated or planned by managers.

Realized strategies:

· The strategy actually being followed by an organization in practice.

The difference:

· Intended strategyintended strategyThe strategy conceived of by managers and the impetus for initial attempts at strategy implementation. is strategy as conceived by the top management team. 

· Even here, rationality is limited and the intended strategy is the result of a process of negotiation, bargaining, and compromise, involving many individuals and groups within the organization. 

· However, realized strategyrealized strategyThe actual strategy that is implemented and comes to fruition as a consequence of implementation and other internal and external factors.—the actual strategy that is implemented—is only partly related to that which was intended.

4. What are the different strategy development routes?

Strategy development routes:

1. Intended strategy - An expression of desired strategic direction deliberately formulated or planned by managers.

2. Realized Strategy – The strategy actually being followed by an organization in practice.

3. Unrealized strategy – A strategy that does not come about in practice or only partially so.

4. Emergent strategy – Comes about through everyday routines, activities and processes in organizations.

5. Imposed strategy – A task that is important and has to be done, such as rules and regulations imposed by government like tax. 

5. How do cultural and political processes influence strategy development?

6. What is strategic drift and what are the reasons for it?

Strategic drift:

· Where strategies progressively fail to address the strategic position of the organization and performance deteriorates.

· When an organization experiences strategic drift, it does not make strong and radical decisions to deal adequately with all of the changes in its business environment. To avoid strategic drift, managers within organizations have to embrace change fully. This means building a responsive organization.

Reasons for it:

The concept of strategic drift, where an organisations response to the changing environment is often within the parameters of the organisations culture, which over time becomes more and more apparent.

· In this respect culture is traditionally seen as a preventative to change, which stifles innovation and results in a momentum of strategy that can lead to strategic drift.

· In short the organisations response to the business environment is internally constructed rather than objectively understood. This view therefore supports the assumption that strategic change must always be accompanied by an appropriate cultural change.

· Faced with a stimulus for action, managers may seek to extend the market for the business, but may assume that it will be similar to their existing market, and therefore set about managing the new venture in much the same way as they have been used to.

· If this is not successful, strategy development is likely to go into a state of flux, with no clear direction, further damaging performance.

· Eventually transformational change is required if the demise of the organisation has to be avoided. 

The culture web:
A representation of the taken for granted assumptions or paradigm of an organization and the physical manifestations of organizational culture.

Culture often becomes the focus of attention during periods of organizational change - when companies merge and their cultures clash, for example, or when growth and other strategic change mean that the existing culture becomes inappropriate, and hinders rather than supports progress. In more static environments, cultural issues may be responsible for low morale, absenteeism or high staff turnover, with all of the adverse effects those can have on productivity.

So, for all its elusiveness, corporate culture can have a huge impact on an organization's work environment and output. This is why so much research has been done to pinpoint exactly what makes an effective corporate culture, and how to go about changing a culture that isn't working.
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Fortunately, while corporate culture can be elusive, approaches have been developed to help us look at it. Such approaches can play a key role in formulating strategy or planning change. 

Using the Cultural Web

We use the Cultural Web firstly to look at organizational culture as it is now, secondly to look at how we want the culture to be, and thirdly to identify the differences between the two. These differences are the changes we need to make to achieve the high-performance culture that we want.

Elements of the Cultural Web

The Cultural Web identifies six interrelated elements that help to make up what Johnson and Scholes call the "paradigm" - the pattern or model - of the work environment. By analyzing the factors in each, you can begin to see the bigger picture of your culture: what is working, what isn't working, and what needs to be changed. The six elements are:

1. Stories - The past events and people talked about inside and outside the company. Who and what the company chooses to immortalize says a great deal about what it values, and perceives as great behavior.

2. Rituals and Routines - The daily behavior and actions of people that signal acceptable behavior. This determines what is expected to happen in given situations, and what is valued by management.

3. Symbols - The visual representations of the company including logos, how plush the offices are, and the formal or informal dress codes.

4. Organizational Structure - This includes both the structure defined by the organization chart, and the unwritten lines of power and influence that indicate whose contributions are most valued. 

5. Control Systems - The ways that the organization is controlled. These include financial systems, quality systems, and rewards (including the way they are measured and distributed within the organization.)

6. Power Structures - The pockets of real power in the company. This may involve one or two key senior executives, a whole group of executives, or even a department. The key is that these people have the greatest amount of influence on decisions, operations, and strategic direction. 

Task 5

1. What are resources?

· Inputs into a firm’s production process such as capital equipment, skill of individual employees, patents, finance, and talented managers
· Tangible Resources – Assets that can be seen and quantified
· Intangible Resources – Family commitment, networks, organizational culture, reputation, intellectual property rights, trademarks, copyrights 
· By themselves, resources do not create a strategic advantage for the firm.
The resource basic view of strategy:

· The competitive advantage of an organization is explained by the distinctiveness of its capabilities.

2. What are the core competencies?

Core competency:

· Cluster of extraordinary abilities or related 'excellences' that a firm acquires from its founders, after consistent striving over the years, and which cannot be easily imitated. 

· Core competencies are what give a firm one or more competitive advantages, in creating and delivering value to its customers in its chosen field. Also called core capabilities or distinctive competencies.

· A core competency can take various forms, including technical/subject matter know-how, a reliable process and/or close relationships with customers and suppliers. It may also include product development or culture, such as employee dedication.

· Core competencies are particular strengths relative to other organizations in the industry which provide the fundamental basis for the provision of added value. Core competencies are the collective learning in organizations, and involve how to coordinate diverse production skills and integrate multiple streams of technologies. It is communication, an involvement and a deep commitment to working across organizational boundaries. 

· Core competencies are created by the superior resources put to use in way that no other firm can replicate. 
·  Core competencies are those things that are fundamental to a firms success.  Core competencies are rare, not many firms can do what you do in this area.  
· Core competencies are difficult if not impossible for another company to copy, usually because of the firms capability and intangible resources, not because of physical resources. 
·  Core competencies are valuable to customers, that is, the things that your company does better than anyone else, someone else must be willing to pay for else you are simply good at something but it does not create long-term success of the company.
3. Identify the core competencies

· Identifying core competencies is key to development of sound strategy.
· We use the value chain to help identify core competencies.
The Value Chain:

· One way to help identify core competencies in your business. 

· A chain of activities for a firm operating in a specific industry. The business unit is the appropriate level for construction of a value chain, not the divisional level or corporate level. Products pass through all activities of the chain in order, and at each activity the product gains some value.

· A framework for identifying core competencies
· Inside the firm
· In the supply chain
· Can be used to
· Identify strengths and weaknesses
· Identify sources of competitive advantage
· Identify market opportunities
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Primary Activities in the Value Chain:

· Inbound Logistics 
· Materials handling, warehousing, inventory control used to receive, store and disseminate inputs to a product
· Fertilizer and chemical storage, delivery of inputs, application of inputs
· Operations
· Take inputs from inbound logistics and convert to final products
· Plowing, planting, spraying, harvesting, feeding, medicating, weighing,etc.
· Outbound Logistics
· Collecting, Storing, and physical distribution of the final product.
· Crop storage, finished hog handling, Processing and determining delivery dates, delivery to the packer or elevator etc. 
· Marketing and Sales
· Provide means through which customers can purchase products and to induce them to do so
· Advertising, communicating with buyers, developing customer relationships, pricing products (futures, hedging, forward contracting, etc.), delivery scheduling
· Service
· Activities designed to enhance or maintain a product’s value
Supporting Activities in the Value Chain
· Procurement
· Activities to purchase the inputs needed to produce products
· Negotiating with suppliers, standard timing of replenishing parts and tools, setting up buying groups, etc.
· Technological Development
· Activities that improve the firm’s products and/or processes 
· Volunteering for test plots, being a part of feeding trials, attending technology seminars/field days, designing equipment to make specific production tasks more efficient, etc.
· Human Resources
· Recruiting, hiring, training, developing, and compensating all personnel
· Firm Infrastructure
· General Management, planning, finance, accounting, legal support, governmental relations, etc.
· Establishment of accounting practices, management information systems, compliance with environmental regulations, tracking and reporting for government programs, etc.
· Where strategy development takes place identifying opportunities and threats, resources and capabilities, and support of core competencies.
Task 6

1. What media is available?

Media available:

1. Newspapers

2. Magazines

3. Yellow pages

4. Radio

5. Television
2. What are the advantages of each media?

3. What are the disadvantages of each media?

	Newspapers:

Newspapers are one of the traditional mediums used by businesses, both big and small alike, to advertise their businesses.

	Advantages
	Disadvantages

	· Allows you to reach a huge number of people in a given geographic area  

· You have the flexibility in deciding the ad size and placement within the newspaper  

· Your ad can be as large as necessary to communicate as much of a story as you care to tell  

· Exposure to your ad is not limited; readers can go back to your message again and again if so desired.  

· Free help in creating and producing ad copy is usually available  

· Quick turn-around helps your ad reflect the changing market conditions. The ad you decide to run today can be in your customers' hands in one to two days. 
	· Ad space can be expensive  

· Your ad has to compete against the clutter of other advertisers, including the giants ads run by supermarkets and department stores as well as the ads of your competitors  

· Poor photo reproduction limits creativity  

· Newspapers are a price-oriented medium; most ads are for sales  

· Expect your ad to have a short shelf life, as newspapers are usually read once and then discarded.  

· You may be paying to send your message to a lot of people who will probably never be in the market to buy from you.  

· Newspapers are a highly visible medium, so your competitors can quickly react to your prices  

· With the increasing popularity of the Internet, newspapers face declining readership and market penetration. A growing number of readers now skip the print version of the newspaper (and hence the print ads) and instead read the online version of the publication. 


	Magazines:

Magazines are a more focused, albeit more expensive, alternative to newspaper advertising. This medium allows you to reach highly targeted audiences.

	Advantages
	Disadvantages

	· Allows for better targeting of audience, as you can choose magazine publications that cater to your specific audience or whose editorial content specializes in topics of interest to your audience.  

· High reader involvement means that more attention will be paid to your advertisement  

· Better quality paper permits better color reproduction and full-color ads  

· The smaller page (generally 8 ½ by 11 inches) permits even small ads to stand out 


	· Long lead times mean that you have to make plans weeks or months in advance  

· The slower lead time heightens the risk of your ad getting overtaken by events  

· There is limited flexibility in terms of ad placement and format.  

· Space and ad layout costs are higher 




	Yellow Pages:

There are several forms of Yellow Pages that you can use to promote and advertise your business. Aside from the traditional Yellow Pages supplied by phone companies, you can also check out specialized directories targeted to specific markets (e.g. Hispanic Yellow Pages, Blacks, etc.); interactive or consumer search databases; Audiotex or talking yellow pages; Internet directories containing national, local and regional listings; and other services classified as Yellow Pages.

	Advantages
	Disadvantages

	· Wide availability, as mostly everyone uses the Yellow Pages  

· Non-intrusive  

· Action-oriented, as the audience is actually looking for the ads  

· Ads are reasonably inexpensive  
· Responses are easily tracked and measured  

· Frequency 
	· Pages can look cluttered, and your ad can easily get lost in the clutter  

· Your ad is placed together with all your competitors  

· Limited creativity in the ads, given the need to follow a pre-determined format  

· Ads slow to reflect market changes 


	Radio:

Offers a wide range of publicity possibilities. It is a mobile medium suited to a mobile people. It reaches the bedroom and breakfast table in the morning and rides to and from work in the car, lulls us to sleep at night and goes along to the beach, to the woods and on fishing trips, a flexibility no other medium can match.

	Advantages
	Disadvantages

	· Radio is a universal medium enjoyed by people at one time or another during the day, at home, at work, and even in the car.  

· The vast array of radio program formats offers to efficiently target your advertising dollars to narrowly defined segments of consumers most likely to respond to your offer.  

· Gives your business personality through the creation of campaigns using sounds and voices  

· Free creative help is often available  

· Rates can generally be negotiated  

· During the past ten years, radio rates have seen less inflation than those for other media 
	· Because radio listeners are spread over many stations, you may have to advertise simultaneously on several stations to reach your target audience  

· Listeners cannot go back to your ads to go over important points  

· Ads are an interruption in the entertainment. Because of this, a radio ad may require multiple exposure to break through the listener's "tune-out" factor and ensure message retention  

· Radio is a background medium. Most listeners are doing something else while listening, which means that your ad has to work hard to get their attention.


	Television:

A medium that permits the use of the printed world, spoken word, pictures in motion, color, music, animation and sound effects all blend into one message, possesses immeasurable potency. Television has become a dominant force, the primary source of news and entertainment and a powerful soapbox from which citizens protests can be communicated to the nation and the world. This medium has greatly altered national election campaigns and has diminished the role of the political parties. Events made large by TV shape public opinion worldwide.

	Advantages
	Disadvantages

	· Television permits you to reach large numbers of people on a national or regional level in a short period of time  

· Independent stations and cable offer new opportunities to pinpoint local audiences  

· Television being an image-building and visual medium, it offers the ability to convey your message with sight, sound and motion 
	· Message is temporary, and may require multiple exposure for the ad to rise above the clutter  

· Ads on network affiliates are concentrated in local news broadcasts and station breaks  

· Preferred ad times are often sold out far in advance  

· Limited length of exposure, as most ads are only thirty seconds long or less, which limits the amount of information you can communicate  

· Relatively expensive in terms of creative, production and airtime costs 


STRATEGIC MANAGEMENT

LECTURE

Strategic Management lecture 1

Introduction

Strategy:

· Alternative chosen to make happen a desired future, such as achievement of a goal or solution to a problem.

· Strategy is concerned with the following:

1. Direction and scope – E.g. should an organization concentrate on one area of activity or many.

2. Long term – Looks to the long term rather than the short term.

3. Configuration of resources within changing environment – Sometimes known as strategic fit.

4. Meeting needs of the market – Major resource changes.

5. Fulfilling stakeholder expectations – knowing your stakeholders, knowing what you are supposed to deliver from the perspective of the stakeholder, hold your stakeholders accountable to the realities of the project.

Strategic Analysis:

· Involves understanding the following:

1. The environment – The organization exists in the context of a complex, commercial, economic, political, technological, cultural and social world. Environment variables can give opportunities but it can also exert threats.

2. Resource and competencies – make up strategic capability, one way of thinking about strategic capability of an organization is to consider its strengths and weaknesses.

3. Purpose of the organization – Corporate governance, the question is which stakeholder group should the organization primarily serve and how should managers be held responsible for this?

Strategic Choice:

· Understanding the underlying bases for future strategy at both corporate level and business unit level and the options involved.

Strategic implementation:

· Is concerned with the translation of strategy into organisational action.

Strategic Management Process:

1. Rational planning – The rational decisions of the managers direct the future of the organization through formal planning systems.

2. Crafting/Logical incrementalism – The strategy is managed on the basis of experience and learning, rather than a formal planning process.

3. Chaos/complexity – Managers are sensitive to patterns in a complex world and may respond to deviations from such pattern.

4. Cultural/institutional – Managers are captured by instutional assumptions and ways of doing things (culture).

5. Ecology/natural selection – organizational cultures constrain strategies, success depends on the extent to which these fit environmental conditions. This view is further removed from the idea that managers control the destiny of their organization.

Characteristics of strategic decisions:

1. Long term direction

2. Achieving advantage

3. Scope of activities

4. Matching of the activities to the environment

5. Stretching resources and competencies

6. Major resource changes

7. Affecting operational decisions

8. Values and expectations of those who have power in/around organizations.

Strategic Management Lecture 2

Analyzing the Business Environment
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Layers of the business environment:

Determinants of environmental uncertainty:

· The extent to which the environment is stable or dynamic, and also the extent to which it is simple or complex determines environmental uncertainty. 
Environmental forces:

1. Labour Market
2. Government action and restructuring
3. Demographics
4. Technology
5. Suppliers
6. Competition
7. Economic conditions (etc)
PEST (EL) analysis:

· Helps in understanding the external environment and involves identifying some of the following influences:
1. Political;
2. economic;
3. social; 
4. technological;
5. environmental; 
6. Legal
7. Influences on an organisation
Structural drivers of change:

· Structural drivers of change are forces likely to affect the structure of an industry, sector or market.
Convergence of markets:
· Increasing convergence of markets worldwide. E.G. there is increasing homogenising of taste and preferences.
Cost advantages of global operations: 
· There may be cost advantages of global operations or maybe not.
Activities and policies of governments:
· Activities and policies of governments have tended to play important roles in determining business opportunities.
Global competition:
· Competition also plays a role in determining the structure of organisations and industries.
Scenario planning:

· Because of uncertainty different approaches are needed to understand the future impact of the environment one of which is scenario planning. 
· A scenario is a detailed and plausible view of how the business environment of an organisation might develop in the future based on groupings of key environmental influences and drivers of change about which there is a high level of uncertainty.
Ingredients of scenario planning:
1. Building of scenario around key drivers
2. Development of strategies for each scenario
3. Monitoring of the environment to see how it is actually unfolding and strategies and plans accordingly
Five forces framework:

[image: image28.emf]
Five forces framework:

Threat of entry: 

(Factors needed to be overcome by new entrants)

· Economies of scale; capital requirement of entry; access to distribution channels; experience; expected retaliation.

Threat of substitutes:

· Product for product; substitution of need

Power of buyers:

Likely to be high when some of the following conditions prevail:

· Concentration of buyers; supplying industry comprises a large number of small operators; high cost of production for component material; cost of switching supplier is low; threat of backward integration by buyer.

Power of sellers:

Likely to be high when some of the following conditions prevail:

· Concentration of suppliers rather fragmented source; switching costs are high, supplier brand is powerful, threat of supply integrating forward; supplier customers are fragmented.

Porter’s Diamond:
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Porter’s Diamond:

1. Factor conditions:

· These provide initial advantages which are eventually built upon e.g. tight labor market=automation, Sweden.

2. Demand Conditions:

· Provide bases for which characteristics of an organization is shaped e.g. Japanese high expectation=excellent electronic products

3. Related and supporting industries:

· One supporting industry may lead to advantage in a related or supporting industry e.g. leather &design in Italy

4. Firm strategy, structure and rivalry:

· Domestic rivalry and competitive advantages can provide bases for success globally, e.g. USA

Strategic Management Lecture 3

Competitive Advantage Variables

Economies of scale - Reduction in long-run average and marginal costs, due to increase in size of an operating unit (a factory or plant, for example).

Cost efficiency:

· Cost efficiency is a measure of the level of resources needed to create a given level of value. 
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Cost drivers:

1. Economies of scale 

2. Supply cost 

3. Product/process design

4. Experience

Effectiveness:

The ability to meet customer requirements on product features at a given cost.

Critical Success Factors/Core Competences (change over the years):

1. Market success :

· Global network

· Overseas plants

2. Quality /reliability:

· Production processes

· Supplier management

3. Product features:

· Lifestyle, niche marketing

· Agile production

The value chain:

· Describes the  activities within an organization which together create a product or service.
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Primary activities:

· Directly concerned with creation or delivery of a product or service.
Secondary activities:

· Help to improve the effectiveness or efficiency of primary activities.
Primary Activities:
· Inbound Logistics: 
· Operations: (inputs to final product)
· Outbound Logistics
· Marketing and sales
· Service
Support Activities:
· Procurement
· Technology Development
· Human resource development.
· Infrastructure
Strategic Management Lecture 4

Corporate Governance

Influences on Organisational Purposes:
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Typical Reporting Structure in Chain of Corporate Governance:
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Different Governance Systems:

Anglo-Saxon Model (US and UK)

Strengths:

· Dynamic market orientation

· Fluid capital investment

· Extensive internationalisation

Weaknesses:

· Volatile instability

· Short-termism

· Inadequate governance structures

European model (Germany)

Strengths:

· Long-term industrial strategy

· Very stable capital investment

· Robust governance procedure

Weaknesses:

· Internationalisation more difficult

· Lack of flexibility (capitalisation from banks)

· Inadequate investment in new industries (because of stringent start-up rules)
Asian model (Japan)

Strengths:

· Very long-term industrial strategy

· Stable capital investment

· Major overseas activity

Weaknesses:

· Financial speculation (high risk stock investments)

· Secretive, sometimes corrupt governance procedures

· Weak accountability

Reasons For Variation in Corporate Governance:

Rights of creditors and lenders:

· Are they partners or is it merely contractual

Relationships with customers and clients:

· Buyer beware or protection

Forms of ownership:

Mergers and takeovers:
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Disclosure of information:
Business Ethics: Ethical stance
· The ethical stance is the extent to which an organisation will exceed its minimum obligations to stakeholders and society.

Four Possible Ethical Stances:

1. Short-term shareholder interests

2. Longer-term shareholder interests

3. Multiple stakeholder obligations

4. Shaper of society
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Financial Management Lecture 1

Introduction to Financial Management

The role of the finance function:

· Exists to help managers to manage.

· The activities:

1. Strategic management - Developing overall objectives for the business and formulating long-term plans to achieve those objectives.
2. Operations management - the day-today decision making and control that managers undertake. Managers must ensure that events conform to the plans that have been made and take appropriate actions to see that this occurs.
3. Risk management - refers to the way in which risks faced by the business are controlled or managed. Risk may arise from the nature of the business operations and /or the way in which the business is financed.
The roles of managers:

1. Strategic management

2. Operations management

3. Risk management

The tasks of the finance function:

· The finance function is concerned with helping managers in each of the three areas identified.

· The key tasks:

1. Financial planning

2. Investment project appraisal

3. Financial decisions

4. Capital market operations

5. Financial control

Business objective:

· Shareholder wealth maximization. 

· In a market economy, the shareholders will provide funds to a business in the expectation that they will receive the maximum possible increase in wealth for the level of risk that must be faced. 

· When we use the term ‘wealth’ in this context, we are referring to the market value of the ordinary shares. The market value of the shares will, in turn, reflect the future returns the shareholders will expect to receive overtime for the shares and the level of risk involved.

Wealth/profit maximization:

· Wealth maximization is not the only financial objective that a business can pursue. Profit maximization is often suggested as an alternative objective for a business. 

· Profit maximization is different from wealth maximization in a number of important respects.

The various measures of profit that could be maximized:

1. Operating profit (net profit before interest and

2. taxation)

3. Net profit before tax

4. Net profit after tax

5. Net profit available to ordinary shareholders

6. Net profit per ordinary share, and so on.

To maximize or to satisfy?

· Even if we reject the use of profit and accept share holders wealth as an appropriate financial objective, we may still question whether the maximization of shareholder wealth is appropriate. 

· Accepting this objective implies that the needs of the shareholders are paramount. Shareholders are not the only ones, however, that have a financial interest in a

· business. 

· A business can be viewed as a coalition of various interest groups, with each group having a ‘stake’ in the business.

Financial Management Lecture 2

Financial Planning & Projected Financial Statements

Planning for the future:

· Finance lies at the heart of this planning process. Therefore, it is important to evaluate the financial implications of pursuing each proposed course of action.

Planning for the future:

1. Setting the aims and objectives of the business.

2. Identifying the options available.

3. Evaluating the options and making a selection.

Projected financial statements:

Portray the predicted financial outcomes of pursuing a particular course of action.

Projected financial statements comprise of:

1. Projected cash flow statement.

2. Projected profit and loss account.

3. Projected balance sheet.

The role of projected financial statements:

1. Projected financial statements :

· Portray the predicted financial outcomes of pursuing a particular course of action. By showing the financial implications of certain decisions, managers should be able to allocate resources in a more efficient and effective manner.

· Projected financial statements also help to identify the financial constraints to growth and will help managers to strike an appropriate balance between sales, operating capability and finance levels.

2. Internal use:

· Usually prepared for internal purposes only. Managers are usually reluctant to share this information with those outside the business. They also feel that the publication of projected information could damage the competitive position of the business.

3. Projected financial statements will normally comprise:

1. Projected cash flow statement

2. Projected profit and loss account

3. Projected balance sheet
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Steps in preparing projected financial statements:

The main sources of cash inflows and outflows:
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Projected financial statements and risk:

There are various methods available to help managers deal with uncertainty concerning the figures contained within the projected financial statement. 

Three possible methods are:

1. Sensitivity analysis:

· A useful technique to employ when evaluating the contents of projected financial statements. 

· The technique involves taking a single variable (e.g. volume of sales) and

examining the effect of changes in the chosen variable on the likely performance and position of the business.

2. Scenario analysis:

· A useful approach to helping managers gain a feel for the effect of forecast inaccuracies.

· Involves changing a number of variables simultaneously in order to portray a possible ‘state of the world’.

3. Simulation:

· The simulation approach is really a development of sensitivity analysis. 

· The approach creates a distribution of possible values to key variables in the projected financial statements and a probability of occurrence is attached to each value. 

The process is as follows:

· Computer selects one of the possible values from each distribution on a random basis

· Computer generates projected statements on the basis of the selected values for each variable.

WS Financial Management

	Assets – Resources in the business
	Liabilities – Resources supplied by other people or agents who do not own the business
	Capital – Resources supplied by the owner

	Fixed Assets
	Long-term Liabilities
	

	Buildings

Computer equipment

Delivery van

Fixtures & fittings

Motor vehicle

Office furniture/ furniture

Office machinery

Plant & equipment

Premises

Shop fittings

Shop fixtures
	Loans from banks

Loans (mother/friend…etc)
	Cash introduced at start of business and also during the financial year for financial support.

Elements that affect capital

Net profit (added to capital)

Net loss (subtracted)

Drawings (subtracted) 

	Current Assets
	Current Liabilities
	

	Cash at bank / bank

Cash in hand / cash

Debtors / trade debtors

Stock of goods / stock
	Bank overdraft

Creditors / trade creditors

Owings for stock
	


	Income Statement

	Revenues
	 
	 

	Cost of goods sold
	 
	 

	Administrative expenses
	 
	 

	Depreciation
	 
	 

	Interest expense
	 
	 

	Total revenues
	 
	 

	 
	 
	 

	Expenses
	 
	 

	wages expense
	 
	 

	Cost of goods sold
	 
	 

	Utilities expense
	 
	 

	Supplies expense
	 
	 

	Total expenses
	 
	 

	 
	 
	 

	Net income/loss
	 
	 

	Gross Profit = Total Revenue – Cost of Goods Sold 


	Balance Sheet

	 
	 
	 
	 

	Non current assets
	 
	 
	 

	Fittings at cost
	 
	 
	 

	Less accumulated depreciation
	 
	 
	 

	 
	 
	 
	 

	Current assets
	 
	 
	 

	Stock
	 
	 
	 

	Debtors
	 
	 
	 

	 
	 
	 
	 

	Less current liabilities
	 
	 
	 

	Trade creditors
	 
	 
	 

	Bank overdraft
	 
	 
	 

	Net assets
	 
	 
	 

	 
	 
	 
	 

	Equity
	 
	 
	 

	Share capital
	 
	 
	 

	Retained profit
	 
	 
	 

	 Assets = Liabilities + Shareholder Equity


	Cash flow Statement

	 
	Jan
	Feb
	Feb
	Mar
	Apr
	May

	Cash inflows
	 
	 
	 
	 
	 
	 

	Issue of shares
	 
	 
	 
	 
	 
	 

	Credit sales
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Cash outflows
	 
	 
	 
	 
	 
	 

	Credit purchases
	 
	 
	 
	 
	 
	 

	Other costs
	 
	 
	 
	 
	 
	 

	Rent and rates
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Net cash flow
	 
	 
	 
	 
	 
	 

	Opening balance
	 
	 
	 
	 
	 
	 

	Closing balance
	 
	 
	 
	 
	 
	 

	The closing balance for each month is detected by adding to (or subtracting from) the opening balance, the cash flow for the month.


Financial Management Lecture 3

Analysing and Interpreting Financial Statements

Financial ratios:

· Provide a quick and relatively simple means of assessing the financial health of a business.

· There are five of them:

1. Profitability: These ratios provide an insight into the degree of success of the owners in achieving the primary purpose of creating wealth. They express the profits made in relation to other key figures in the financial statements or to some business resource.

1. Return on shareholders funds:
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lculating the Ratio

compares the
amount of profit for the period available to the owners, with the
owners’ average stake in the business during that same

period. The formula is as follows:

Net profit after taxation and preference dividend (if any) x 100

Ordinary share capital plus reserves

Fin.Mgt/Lecture-3/gkn





2. Return on capital employed:
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Calculating the Ratio

2. Return on Capital Employed (ROCE)

The return on capital employed is a fundamental measure
of business performance. This ratio expresses the
relationship between the net profit generated by the
business and the long-term capital invested in the
business. ROCE is considered by many to be a primary
measure of profitability. It compares inputs with outputs.

ROCE =

Net profit before interest and taxation x 100
Share capital + Reserves + Long-term loans

Fin.Mgt/Lecture-3/gkn

il 0 32010




3. Net profit margin:
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Calculating the Ratio

3. Net Profit Margin (NPM)

The net profit margin relates the net profit for the period to
the sales revenue during that period. This ratio is often
regarded as the most appropriate measure of operational
performance for comparison purposes as differences
arising from the way in which a particular business is
financed will not influence the measure.

NPM = Net profit before interest and taxation x 100
Sales Revenue

Fin.Mgt/Lecture-3/gkn
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4. Gross profit margin:
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Calculating the Ratio

4. Gross Profit Margin (GPM)

The gross profit margin relates the gross profit of the
business to the sales revenue generated for the same
period. Gross profit represents the difference between
sales and the cost of sales. The ratio is therefore a
measure of profitability in buying and selling goods before
any other expenses are taken into account

GPM = Gross profit x 100
Sales

Fin.Mgt/Lecture-3/gkn
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2. Efficiency: Efficiency ratios measure the efficiency with which certain resources have been utilised within the business. They are also referred to as activity ratios.

1. Average stock turnover period:
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alculating the Ratio

average sto measures the average
number of days for which stocks are being held. A business
will normally prefer a low stock turnover period to a high
period as funds tied up in stocks cannot be used for other
profitable purposes. The formula is as follows:

Average stock held x 365 days
Cost of Sales

Fin.Mgt/Lecture-3/gkn





2. Average settlement period for debtors:
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calculates how
long, on average, credit customers take to pay the amounts
which they owe to the business. A business will normally
prefer a shorter average settlement period than a longer
one as, once again, funds are being tied op which may be
used for more profitable purposes.

Trade debtors  x 365 days
Credit sales revenue

Fin.Mgt/Lecture-3/gkn





3. Average settlement period for creditors:
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alculating the Ratio

measures how
long, on average, the business takes to pay its trade
creditors. This ratio also provides an average figure, which
can be influenced by the time taken to pay one or two large
suppliers.

Trade creditors x 365 days
Credit purchases

Fin.Mgt/Lecture-3/gkn





4. Sales revenue to capital employed:
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Calculating the Ratio

(or net asset turnover ratio)
examines how effectively the assets of the business are being used to
generate sales revenue. A higher sales to capital employed ratio is
preferred to a lower one, because a higher ratio will normally suggest
that the capital is being used more productively in the generation of
revenues. However, a very high ratio may suggest that the business is
undercapitalised (insufficient long-term capital to support the level of

sales achieved).

Sales revenue
Share capital + Reserves + Long-term loans

Fin.Mgt/Lecture-3/gkn





5. Sales revenue per employee:
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Calculating the Ratio

5. Sales Re

ratio relates sales
revenue generated to a particular business resource, that
is, labour. It provides a measure of the productivity of the

workforce.

Sales revenue
Number of employees

Fin.Mgt/Lecture-3/gkn





3. Liquidity: It is vital to the survival of a business for there to be sufficient liquid resources available to meet maturing obligations (that is, debts that must be paid in the near future). Some liquidity ratios examine the relationship between liquid resources held and creditors (payables) due for payment in the near future.

1. Current ratio:
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Calculating the Ratio

pares the ‘liquid’ assets (cash and those assets held
be turned into cash) of business with the current liabilities
(cfedﬁors due within one year). A result of 1.5 times means that the current
assets cover the current liabilities by 1.5 times. In some texts, the notion of
an ‘ideal’ current ratio (usually 2) is suggested for businesses. However,
this fails to take into account the fact that different types of businesses
require different current ratios.

The higher the current ratio, the more liquid the business is considered to
be. As liquidity is vital to the survival of a business, a higher current ratio is
preferred. The formula is as follows:

Current assets
Current liabilities

Fin.Mgt/Lecture-3/gkn





2. Acid test ratio:
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Calculating the Ratio

represents a more stringent test of liquidity.
It can be argued that, for many businesses, the stock in hand
cannot be converted into cash quickly. As a result, it may be
better to exclude this particular asset from any measure of
liquidity. The formula is as follows:

Current assets (excluding stock)
Current liabilities

Fin.Mgt/Lecture-3/gkn





4. Financial Gearing: This is the relationship between the contribution to financing the business made by the owners of the business and the amount contributed by others in the form of loans. The level of gearing has an important effect on the degree of the risk associated with a business. Gearing is therefore, something that managers must consider when making financing decisions. Gearing ratios tend to highlight the extent to which the business uses loan finance.

1. Gearing ratio:
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Calculating the Ratio

1. Gearing

measures the contribution of long-term
lenders to the long-term capital structure of a business. This
ratio reveals a level of gearing which would not normally be
considered to be very high. The formula is as follows:

Long-term (non-current) loans
Share capital + reserves + long-term
(non-current) loans

Fin.Mgt/Lecture-3/gkn





2. Interest cover ratio:
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Calculating the Ratio

2.

interest cc measures the amount of profit
available to cover interests payable. The lower the level of
profit coverage, the greater the risk to lenders that interest
payments will not be met. The formula is as follows:

Profit before interest and taxation
Interest payable

Fin.Mgt/Lecture-3/gkn





5. Investment: Certain ratios are concerned with assessing the returns and performance of shares held in a particular business from the perspective of shareholders who are not involved with the management of the business.

1. Dividend payout ratio:
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Calculating the Ratio

1. Dividend Payout Ratio

The dividend payout ratio measures the proportion of earnings
which a company pays out to shareholders in the form of
dividends. This ratio is normally expressed as a percentage.
The formula is as follows:

Dividend payout ratio =
Dividends announced for the year x 100
Earnings for the year available for dividends
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2. Dividend yield ratio:
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Calculating the Ratio

2. Dividend Yield Ratio

The dividend yield ratio relates cash return from a share to its
current market value. This can help investors to assess the
cash return on their investment in the company. The formula is
as follows:

Dividend yield ratio =
Dividend per share / (1 -t) x 100
Market value per share
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3. Earnings per share:
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Calculating the Ratio

3. Earnings Per Share

The earnings per share of a company relates the earnings
generated by the company during a period and available to
shareholders to the number of shares in issues. The trend in
earnings per share over time is used to help assess the
investment potential of a company’s shares. The formula is as
follows:

Earnings per share =

Earnings available to ordinary shareholders
Number of ordinary shares in issue
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4. Price/earnings ratio (P/E):
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Calculating the Ratio

4. Price/Earning Ratio (P/E)

The price/earnings ratio relates market value of a share to the
earnings per share. The ratio is, in essence, a measure of
market confidence concerning the future of a company. The
higher the P/E ratio, the greater the confidence in the
future earning power of the company. The formula is as
follows:

Price/Earnings ratio =

Market value per share
Earnings per share
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WS Financial Management
	Profitability:
	

	1. Return on ordinary shareholders funds (ROSF)
	Net profit before interest & dividend ÷ Total equity × 100

	2. Return on capital employed (ROCE)
	Net profit before interest & taxation ÷ Total equity + longterm loans  × 100

	3. Net profit margin (NPM)
	Net profit before interest & taxation ÷ Sales revenue × 100

	4. Gross profit margin (GPM)
	Gross profit ÷ Sales × 100


Ratios:

	Efficiency:
	

	1. Average stock (inventory) turnover period
	Opening stock + closing stock ÷ 2 ÷ Cost of sales × 365

	2. Average settlement period for debtors
	Trade debtors ÷ Credit sales × 365

	3. Average settlement period for creditors
	Trade creditors ÷ credit purchases × 365

	4. Sales revenue to capital employed
	Sales revenue ÷ Total equity + Longterm loans

	5. Sales revenue per employee
	Sales revenue ÷ Number of employees


	Liquidity:
	 

	1. Current ratio
	Current assets ÷ current liabilities

	2. Acid test ratio
	Current asset - stock/inventory ÷ current liability


	Gearing:
	 

	1.Gearing ratio
	Longterm (non - current) loans ÷ Total equity + Longterm loan × 100

	2. Interest cover ratio
	Net profit before interest & tax ÷ Interest payable


	Investment:
	 

	Dividend payout ratio
	Dividend per share ÷ Market value per share × 100


Financial Management Lecture 4

Making Capital Investment Decisions

Investment:

· Involves making an outlay of something of economic value, usually cash, at one point in time, which is expected to yield economic benefits at some other point in time.

Investment decisions tend to be of crucial importance to the business because:

1. Large amounts of resources are often involved.

2. It is often difficult and/or expensive to bail out of an investment once it has been undertaken.

Methods of investment appraisal:

1. Accounting rate of return (ARR).

· The average accounting profit which the investment will generate and expresses it as a percentage of the average investment over the life of the project.
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Preparing projected financial statements

Figure 2.3 Steps in preparing projected financial
statements

Identify factors that provide a
framework for the projected statements

7

Prepare sales forecasts

v

Prepare forecasts for remaining
Elements of financial statements

¥

Prepare projected financial statements
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Advantages:

· ROCE is a widely used measure of business performance, and it may, therefore, seem sensible to employ a method of investment appraisal which is consistent with this overall approach.

· ARR is a measure of profitability which many believe is the correct way to evaluate investments.

· ARR produces a percentage return which managers understand.

Disadvantages:

· Almost completely ignores the time factor.

· When measuring the performance over the whole life of a project, it is cash flow, rather than accounting.

· Profit which is important (cash is ultimate measure of the economic wealth generated by an investment).

· Has drawbacks when considering competing investments of different size.

2. Payback period (PP).

· The length of time it takes for an initial investment to be repaid out of the net cash inflows from a project.

Advantages:

· This method is quick and easy to calculate.

· This method can be easily understood by managers.
Disadvantages:

· This method is not concerned with the profitability of projects – only concerned with their payback periods

· (cash flows arising beyond the payback period are ignored).

3. Net present value (NPV).

· All the costs and benefits of each investment opportunity and makes a logical allowance for the timing of those costs and benefits.
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Net Present Value
The

takes account of all the
costs and benefits of each investment opportunity and

makes a logical allowance for the timing of those costs

and benefits. The formula of the present value is as
follows:

Actual cash flow of year n
(1+r)n

There are three reasons why businesses would see £100 to be
received in a year’s time as unequal in value to £100 to be paid
immediately. These reasons are(1) Interest lost (2) Risk (3) Effects of
inflation.
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Why the NPV is superior to ARR and PP:

NPV is a better method of appraising investment opportunities than either ARR or PP, because it fully addresses each of the following:

· Timing of the cash flows;

· The whole of the relevant cash flows;

· The objectives of the business.

4. Internal rate of return (IRR).

· The discount rate which, when applied to the future cash flows, will make them equal to the initial outlay.

· The IRR is closely related to the NPV method as it also involves discounting future cash flows.

Advantages:

· All cash flows are taken into account.

· The timing of the cash flows is logically handled.
Disadvantages:

· It does not address the issue of wealth maximization.

· It has difficulty handling projects with unconventional cash flows.

WS Financial Management

Methods of investment appraisal:

	1. Accounting Rate Of Return (ARR)

· The average accounting profit which the investment will generate and expresses it as a percentage of the average investment over the life of the project.

	Formula:  Average Annual Profit ÷ Average Investment To Earn That Profit × 100

	Advantages
	Disadvantages

	·  ROCE is a widely used measure of business performance, and it may, therefore, seem sensible to employ a method of investment appraisal which is consistent with this overall approach.

· ARR is a measure of profitability which many believe is the correct way to evaluate investments.

· ARR produces a percentage return which managers understand.
	·  Almost completely ignores the time factor.

· When measuring the performance over the whole life of a project, it is cash flow, rather than accounting.

· Profit which is important (cash is ultimate measure of the economic wealth generated by an investment).

· Has drawbacks when considering competing investments of different size.


	2. Payback Period (PP)

·  The length of time it takes for an initial investment to be repaid out of the net cash inflows from a project.

	Advantages
	Disadvantages

	· This method is quick and easy to calculate.

· This method can be easily understood by managers.
	·  This method is not concerned with the profitability of projects – only concerned with their payback periods

· (Cash flows arising beyond the payback period are ignored).




	3. Net Present Value (NPV)

· All the costs and benefits of each investment opportunity and makes a logical allowance for the timing of those costs and benefits.

	Formula: Actual Cashflow Of Year N ÷ (1+R)N

R = Discount rate.

N = Number of periods until payment.

	Advantages
	Disadvantages

	 NPV is a better method of appraising investment opportunities than either ARR or PP, because it fully addresses each of the following:

· Timing of the cash flows;

· The whole of the relevant cash flows;

· The objectives of the business.


	· Requires an estimate of the cost of capital in order to calculate the net present value.

· Expressed in terms of dollars, not as a percentage. 




	4. Internal Rate Of Return

· The discount rate which, when applied to the future cash flows, will make them equal to the initial outlay.

· The IRR is closely related to the NPV method as it also involves discounting future cash flows.

	Advantages
	Disadvantages

	·  All cash flows are taken into account.

· The timing of the cash flows is logically handled.

	·  It does not address the issue of wealth maximization.

· It has difficulty handling projects with unconventional cash flows.
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Preparing the projected statement

Figure 2.4

Issue or
redemption of
shares and loans

]

Taxation and Cash inflows
dividends and outflows

Operating
activities (sales
and expenses)

Purchase or sale
of non-current
assets
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Accounting Rate of Return

The method takes
the average accounting profit which the investment
will generate and expresses it as a percentage

of the average investment over the life of the
project. Thus:

Average annual profit x100 %
Average investment to earn that profit
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