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Best in Class Benchmarking

Load Factor:

· The proportion of seating capacity of an aircraft which is actually used.

· Load Factor = Average load ÷ Peak Load
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Operating Revenues:

· Net sales revenue and other amounts accruing from the primary business operations of a firm.
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Operating Expense:

· A day-to-day expense such as sales and administration, or research & development, as opposed to Production, costs, and pricing. 

· The money the business spends in order to turn inventory into throughput.

·  Operating expenses also include depreciation of plants and machinery which are used in the production process.

· On an income statement, operating expenses is the sum of a business's operating expenses for a period of time, such as a month or year.

· Operating Expenses = Operating Expenses ÷ Effective gross income
Historical comparison

Load Capacity

	Year ended
	 March 31, 2009*
	March 31, 2008** 

	 Number of passengers (in thousands) 
	74,447
	 74,795

	 Total passenger revenues (in €m)
	 18,832
	19,165

	 Income/(loss) from current operations (in €m)
	(21)
	 1,300


Operating revenue

Operating expense
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KLM:

http://corporate.klm.com/en/newsroom/press-releases/archive-2009/january-2009-traffic   
British Airways:
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http://www.britishairways.com/cms/global/microsites/ba_reports0809/financial/opfin_stats.html 

Benchmarking:

· An organizations strategic capability has to be assessed in relative terms since it concerns the ability to meet and beat the performance of competitors.

· A systematic and continuous process of measuring and comparing an organizations good, services and practices against leaders anywhere in the world to gain information that will help the organization to improve performance.

· Benchmarking helps managers and employees learn from others.

Types of benchmarking:


There are a number of different approaches to benchmarking, some more useful 
than others. 


1. Historical benchmarking. 

It is common for organizations to consider their performance in relation to previous years in order to identify any significant changes. The danger with historical comparison alone, however, is that it can lead to complacency since it is the rate of improvement compared with that of competitors that is important. 


2. Industry/sector benchmarking. 

Insights about performance standards can be gleaned by looking at the comparative performance of other organizations in the same industry sector or between similar public service providers. These industry norms compare the performance of organizations in the same industry or sector against a set of performance indicators. Illustration 3.6 shows 
such comparisons in the form of league tables (often the case in the public sector 
in the Ilk). Sonic public sector organizations have, in effect, acknowledged 
the existence of strategic groups by benchmarking against similar organizations 
rather than everybody. So local government services and police treat ‘urban’ differently from ‘rural’ in their benchmarking and league tables. School league tables acknowledge the difference between comprehensive and selective and so on. While it may make sense to compare like with like, an overriding danger of industry norm comparisons (whether in the private or public sector) is that the whole industry may be performing badly and losing out competitively to other industries that can satisfy customers’ needs in different 
ways. So a benchmarking regime should probably look wider than a particular industry or sector, as discussed below. Another danger with bench- marking within an industry is that the boundaries of industries are blurring through competitive activity and industry convergence. For example, supermarkets are (incrementally) entering retail banking and their benchmarking needs to reflect this (as does the benchmarking of the traditional retail banks).


3. Best-in-class benchmarking.
The shortcomings of industry norm comparisons have encouraged organizations to seek comparisons more widely through the search for best practice wherever it may be found. The potential for change is enhanced by (benchmarking) partnerships established across industries or sectors. Best-in-class benchmarking compares an organization’s performance against ‘best in class’ performance — wherever that is found. The real power of this approach is not just ‘beyond industry/sector’ comparisons. It is concerned 
with shaking managers out of the mindset that improvements in performance 
will be gradual as a result of incremental changes in resources or competences, 
which is not the reality that many organizations face in the twenty-first. 
· Process benchmarking - the initiating firm focuses its observation and investigation of business processes with a goal of identifying and observing the best practices from one or more benchmark firms. Activity analysis will be required where the objective is to benchmark cost and efficiency; increasingly applied to back-office processes where outsourcing may be a consideration.

· Financial benchmarking - performing a financial analysis and comparing the results in an effort to assess your overall competitiveness and productivity.

· Benchmarking from an investor perspective- extending the benchmarking universe to also compare to peer companies that can be considered alternative investment opportunities from the perspective of an investor.

· Performance benchmarking - allows the initiator firm to assess their competitive position by comparing products and services with those of target firms.

· Product benchmarking - the process of designing new products or upgrades to current ones. This process can sometimes involve reverse engineering which is taking apart competitors products to find strengths and weaknesses.

· Strategic benchmarking - involves observing how others compete. This type is usually not industry specific, meaning it is best to look at other industries.

· Functional benchmarking - a company will focus its benchmarking on a single function to improve the operation of that particular function. Complex functions such as Human Resources, Finance and Accounting and Information and Communication Technology are unlikely to be directly comparable in cost and efficiency terms and may need to be disaggregated into processes to make valid comparison.

· Best-in-class benchmarking - involves studying the leading competitor or the company that best carries out a specific function.

· Operational benchmarking - embraces everything from staffing and productivity to office flow and analysis of procedures performed.

The benchmarking process:

1. Defining the domain to be benchmarked – This includes a careful assessment of the organizations own products and processes that are to be compared to benchmark products and processes.

2. Identifying the best performers – For each function, process and product to be benchmarked. They may include organizations in the firms industry or other industries.

3. Collecting and analyzing data to identify gaps – Between the function, product or process being evaluated and that of the best in class organizations.

4. Setting improvement goals.

5. Developing and implementing plans to close gaps.

6. Evaluating results.

7. Repeating the evaluations as necessary. 

Task 8
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Porter’s Diamond Model:

Porter diamond:

The approach looks at 

cluster" 
clusters
 of industries, where the competitiveness of one company is related to the performance of other companies and other factors tied together in the value-added chain, in customer-client relation, or in local or regional contexts. 

1. Factor conditions:

· These provide initial advantages which are eventually built upon e.g. tight labour 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.

Task 9

1.

a) What is the potential influence of the national or regional culture on the organization strategies?

National culture:

The national cultural context influences the expectations of stakeholders directly. For example, Hofstede and Schneider and Barsoux showed how attitudes to work, authority, equality and a number of other important factors differ from one location to another. 


Regional cultures:

Attitudes to some aspects of employment, supplier relationships and, certainly, consumer preferences may differ significantly at a regional level even in a relatively small and cohesive country like the UK, and quite markedly elsewhere in Europe (e.g. between northern and southern Italy). There are usually big differences between urban and rural locations too.

b) What is the potential influence of the organizational filed on the organizational strategy?

Organizational filed:

Culture is also shaped by ‘work-based’ groupings such as an industry (or sector) or a profession. This cultural influence is better understood as the influence of the organizational field. 

A community of organization’s with a common ‘meaning system’ and whose participants interact more frequently with one another than with those outside the field.

Organizations within a field tend to share a common business environment such as a dominant technology, regulation or education and training. In turn this can mean that they tend to cohere around common norms and values.

c) What is the potential influence of the organizational culture on the organizational strategy?

Culture in four layers

1. Values – Are often written down as statements about the organizations mission, objectives or strategies. They tend to vague such as service to the community.

2. Beliefs - They are issues which people in the organization can surface and talk about. They might include a belief that the company should not trade with particular countries, or that professional staff should not have their professional actions appraised by managers. 

3. Behaviours - The day-to-day way in which an organization operates and can be seen by people both inside and outside the organization. This includes the work routines, how the organization is structured and controlled and ‘softer’ issues around the symbolic behaviors. 

4. Paradigm taken-for-granted assumptions - the core of an organization’s culture. They are the aspects of organizational life which people find difficult to identify and explain. Here they are referred to as the organizational paradigm. The paradigm is the set of assumptions held in common and taken for granted in an organization. For an organization to operate effectively there has to be such a generally accepted set of assumptions. These assumptions represent collective experience without which people would have to ‘reinvent their world’ for different circumstances that they face.

d) What is the potential influence of the functional and divisional cultures on organizations strategy?

Functional and divisional subcultures: 


In seeking to understand the relationship between culture and an organization’s strategies, it may be possible to identify some aspects of culture that pervade the whole organization. However, as mentioned above, there may also be important subcultures within organizations. These subcultures may relate directly to the structure of the organization. 
For example, the differences between geographical divisions in a multinational company, or between functional groups such as finance, marketing and operations, can be very powerful. Differences between divisions may be particularly evident in organization’s that have grown through 
acquisition. Also different divisions may be pursuing different types of strategy  and these different market positioning require or foster different cultures. 

 Differences between business functions also can relate to the different nature of work in different functions. For example, whether work tasks are routine or complex; short or long cycle times; inward or outward focused. So an engineering department developing major new manufacturing plants is vastly different from the public relations department responding to external scrutiny.

2. What is culture web?

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. 

3. How can we characterize the organizational culture?

Commonality between the strategies of different organizations in the same sector 
than might be expected. In some instances this may be deemed necessary to 
protect the interests of particular stakeholders and becomes enshrined in regulation or in corporate governance (for example, in pharmaceuticals or financial services). However, this uniformity is more often explained in cultural terms. 


Organizational culture is the basic assumptions shared by members of an organization, that operate unconsciously and define in  and beliefs that are a basic taken-for-granted fashion an organization’s view of itself and its environment. This taken environment for grantedness is likely to be handed down over time within a group and so organizations can be ‘captured’ by their culture.

Task 10

1. What is business ethics?

Business ethics is the behaviour that a business adheres to in its daily dealings with the world. The ethics of a particular business can be diverse. They apply not only to how the business interacts with the world at large, but also to their one-on-one dealings with a single customer.

Many businesses have gained a bad reputation just by being in business. To some people, businesses are interested in making money, and that is the bottom line. It could be called capitalism in its purest form. Making money is not wrong in itself. It is the manner in which some businesses conduct themselves that brings up the question of ethical behaviour.

2. What is ethical stance?

The ethical stance is the extent to which an organization will exceed its minimum obligations to stakeholders and society at large.

3. What is corporate social responsibility?

Corporate social responsibility is concerned within the ways in which an organization exceeds the minimum obligations to stakeholders specified through regulation and corporate governance.

Task 11

1. What is balance score card?

The Balanced Scorecard gives managers information from four different perspectives, while minimizing the number of measures used. Companies rarely suffer from having too few measures! More commonly they have a mass of measures, which increase every time a consultant or employee makes a worthwhile suggestion. 

However the Balanced Scorecard forces managers to focus on a handful of measures that are the most critical. 

The advantage of the Balanced Scorecard is that it brings together on a single management report many of the disparate elements of a company's competitive agenda. 

It also forces managers to consider all the important operational measures together, thus letting them see whether improvement in one area was achieved at the expense of another. 

2. What do the different perspectives of the BSC means?

1. The Financial Perspective
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In the example provided, a cash sum paid today is the equivalent of making three
annuity payments over a three-year period. The second approach to solving the prab-
lem of competing projects that have unequal lives s based on the annuity princigle.

Put simply, the equivalent-annual-annuity approach, as it is referred to, converts the
NPV of a project into an annual annuity stream over its expected life. This conversion
is carried out for each competing project and the one that provides the highest annual
annuity is the most profitable project.

To establish the equivalent annual annuity of the NPV of a project, we apply the
formula

-Annual annuity =

where i s the interest rate and # is the number of years,

‘Thus, using the information from the car loan example above, the annual value of
: an annuity that lasts for three years, which has a present value of £6,000 and where
the discount rate is 10 per cent, is:

Annual annuity

(Note: The small difference between this final figute and the one used in the example
earlier s due to rounding)

‘There are tables that make life easier by providing the annual equivalent factors for
a range of possible discount rates. An example of such an annuity table is given in
Appendix B at the end of this book.

OCR Lenguage: English



 

The Balance Scorecard still incorporates financial measures since they can provide managers with a good picture of the economic consequences of actions already taken. Managers still need to measure the financial performance of the company to be certain that the company's strategy implementation and execution are indeed contributing to bottom-line improvement. 

The financial measures commonly used are return-on-investment, return-on-equity, operating income for example. While financial objectives still need to be set, most organisations make the common mistake of using identical financial objectives for all their business units. They fail to realise that different business units may follow quite different strategies and a single financial target may not be appropriate across a wide range of business units. As with any other perspectives, the measures selected for the Balance Scorecard should translate the strategic objectives of the company. 

In the Balance Scorecard, financial measures play a dual role: they define the financial performance expected from the strategy and they serve as the ultimate targets for the objectives and measures of all the other scorecard perspectives.

The choice of the appropriate financial measures that the company will incorporate in its Balance Scorecard also depends on the business's life cycle and the strategic theme chosen for the financial perspective. 

[image: image11.png]PV of future cash flows
Profitability index = 57—




Finally, in addition to increasing returns, most organisations are concerned with the risk of these returns. Therefore, when it is strategically important, these organisations will want to incorporate explicit risk management objectives into their financial perspective.

As a conclusion, it is important to remember that eventually, all objectives and measures in the other scorecard perspectives should be linked to achieving one or more objectives in the financial perspective.  

2. The Customer Perspective
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This perspective aims at identifying the customer and market segments in which the business units will choose to compete. The managers should then determine the best measures of the business unit's performance for these targeted segments. In this perspective, managers must first determine core measures that will describe the successful outcomes of a well-formulated and implemented strategy. 

According to Kaplan and Norton, these core measures include customer satisfaction, retention, new customer acquisition, customer profitability, and market and account share in each specific segment. However, these measures present some of the disadvantages of the financial measures: they reflect past performance and are the equivalent of driving by looking in the rear view mirror of your car.  
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Therefore, it is important for managers to also identify what are the attributes that the customers value and choose the value proposition that they want to deliver to the targeted customers. 

Kaplan and Norton then suggest selecting objectives and measures from among three classes of attributes: product and service attributes (functionality, quality and price), customer relationship (quality of purchasing, experience and personal relationship) and, image and reputation.  
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The combination of the core measures and of the measures describing valued attributes helps managers focusing the organisation’s efforts on delivering a superior value to their customers.  

3. The Internal Business Process Perspective
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In this perspective, the managers must identify the internal processes that are crucial to their organization. Those critical processes are also the ones that should help them deliver superior value to their customers and achieve financial targets. This perspective is another example of the superiority of the Balance Scorecard upon traditional performance measures. 

The Balanced Scorecard go beyond the simple assessment of existing processes, it will usually identify new processes that the organization should implement in order to be successful. 

Also, according to Kaplan and Norton, the Balanced Scorecard should not only consider operations processes but also innovation processes. By incorporating innovation processes measures, the Balanced Scorecard provides managers with a set of tools that does not only reflect the short term, but also gives insight about the longer-term.  
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4. The Learning and Growth Perspective
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Finally, through the learning and growth perspective, managers identify the organizational infrastructure that would best fit strategic goals. While in the other three perspectives, the managers identified where the organization stands now and where it has to be in the future in order to be successful, this fourth perspective really tells them about how to get there. 

The learning and growth perspective has three dimensions: people, systems and organizational perspectives. With the financial, customer, and internal perspectives, managers were able to identify the gaps between existing organizational resources and the ones required to be successful. The only way to close those gaps is for the organization to judicially invest in employees and information technology and to design the most appropriate organizational structure that could support their strategy.

3. How does planning and setting targets and aligning strategic initiatives relate to internal business perspectives?

The Balanced Scorecard as a Strategic Management System 

The traditional Balanced Scorecard supplemented traditional financial measures with criteria that in addition measured performance from those of customers, internal business processes, and learning and growth. 

In recent years companies have moved beyond the early vision for the Balanced Scorecard and discovered its value as the cornerstone of a new strategic management system. The new Balanced Scorecard translates a business unit's mission and strategy into tangible objectives and measures. The measures represent a balance between external measures for shareholders and customers, and internal measures of critical business processes, innovation, and learning and growth. When the Balanced Scorecard is used in this way it addresses a serious deficiency in traditional management systems, that is their inability to link a company's long-term strategy with its short-term actions. 

The Scorecard succeeds in overcoming this by introducing four new management processes:

1. Clarifying and translating the vision and strategy

2. Communicating and linking strategic objectives and measures

3. Planning, set targets, and aligning strategic initiatives

4. Enhancing strategic feedback and learning 

Clarifying and Translating the Vision and Strategy 
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In the beginning of the Scorecard process the executive management team must work together to translate its business unit's strategy into specific strategic objectives. They must set both financial and customer objectives, as well as objectives and measures for their internal business processes as the Balanced Scorecard should translate a business unit's mission and strategy into tangible objectives and measures. 

To set financial goals, the team must decide on alternatives to emphasize like revenue, marketing growth, or profitability. From the customer perspective, it must be explicit about the customer and market segments the organization has decided to compete. After both financial and customer objectives have been established the objectives and measures for the internal business process should be identified. This represents one of the principal innovations and benefits of the Balanced Scorecard as it highlights those processes that are most critical for achieving breakthrough performance for customer and shareholders. This can lead to the identification of entirely new internal processes that the organization must excel at for its strategy to be successful. 

Going through the above process help managers build a more consensus around the organization's vision and strategy, and contributes to the solution of the problem. The Scorecards objectives become the joint responsibility of the executive management team and that way creates a shared model of the entire business to which everyone has contributed.

Business Planning
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The Balanced Scorecard has its greatest impact when it's used to drive organizational change. The change is represented by targets which are set three to five year out, and that if achieved will transform the company. 

The very exercise of creating the Balanced Scorecard forces companies to integrate their strategic planning and budgeting processes and therefore helps to ensure that their budgets support their strategies. Management must select measures of progress and set targets for each of them and the targets should represent a discontinuity in business unit performance. 

When the strategic objectives and targets have been clarified, the critical drivers have to be identified. Once this has been achieved, managers can align their strategic quality, response time, and reengineering initiatives for reaching the breakthrough objectives. It is through this that the Balanced Scorecard influenced managers to concentrate on those processes most critical to the organization's strategic success. This is how the Balanced Scorecard most clearly links and aligns action with strategy. 

The last step in connecting strategy to actions is to establish specific short-term targets, or milestones, for the Scorecards measures. Milestones are some tangible expression of managers' beliefs and in establishing them, managers are expanding the traditional budgeting process to incorporate strategic as well as financial goals. Through this planning and target-setting management process, the organization is able to: Quantify the long-term outcomes it wishes to achieve Identify mechanisms and provide resources for achieving those outcomes Establish short-term milestone for the financial and non-financial measures on the scorecard  
4. How does clarifying and translating the vision and strategy relate to the financial perspective?

The Balance Scorecard is much more like a "network" of linked indicators. The strategy of an organization usually is articulated around a set of causes-effects relationships. A well-built scorecard should reflect the intrinsic connections between each aspect of the strategy and each of the measures chosen to assess it. Also, the Balance Scorecard has the advantage that it provides managers with both leading indicators and lagging indicators about their companies. This explains the term "BALANCED" scorecard: it balances and links financial and non-financial indicators, tangible and intangible measures, internal and external aspects, performance drivers and outcomes. 

The advantages of the Balanced Scorecard are:

First, the measures incorporated in the Balance Scorecard are grounded in the organization's strategic objectives and competitive demands. Therefore this set of critical indicators helps the organization focus its efforts on the strategic vision. 

The four perspectives of the Balance Scorecard enables companies to track financial results while simultaneously monitoring progress in building the capabilities and acquiring the intangible assets they need for future growth. The Balance Scorecard then becomes the cornerstone of the company's current AND future success. Also, by balancing external and internal measures, there is no trade-off among key success factors. 

Finally, managers can use the Balance Scorecard to:

· Clarify and gain consensus about the strategy;

· Communicate the strategy throughout the organization;

· Align departmental and personal goals to the strategy;

· Link strategic objectives to long-term targets and annual budgets;

· Identify and align strategic initiatives;

· Perform periodic and systematic strategic reviews;

· Obtain feedback to learn about and improve strategy
5. How does feedback and learning relate to the innovation and learning perspective?

Feedback and Learning
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The final process is what the probably the most innovative and most important aspect of the entire scorecard management process. What this process provides, is the capability for organizational learning at the executive level through what is called strategic learning. The managers have now, through the Balanced Scorecard, the ability to know at any point in its implementation whether what they have formulated is in fact working, and If not, why. What strategic learning consist of is gather feedback, testing the hypotheses on which the organization's strategy was based, and when necessary making the necessary adjustments. 

The process of strategic learning can be looked at as the following: Clarification of a shared vision that the entire organization wants to achieve The communication and alignment process, mobilises all individuals into actions directed at attaining organizational objectives. The planning, target setting, and strategic initiative process, defines specific, quantitative performance goals for the organization across a balanced set of outcomes and performance drivers. 

When management compares the desired performance goals with current level, a performance gap is established that strategic initiatives can be designed to close. In that sense the Balanced Scorecard nor only measures change, but also fosters change. Under all circumstances, the Balanced Scorecard will at least have stimulated key executives to learn about the viability of their strategy, if not more. This capacity of the Balanced Scorecard to enable organizational learning at the executive level is what distinguished it and make it invaluable for those who wish to create a strategic management system. 

Through the scorecard a framework for managing the implementation of strategy while also allowing the strategy itself to evolve in response to change in the company's competitive, and technological environments have been provided. 

6. How does communicating and linking strategy objectives and measures related to customer perspective?

Communicating and Linking
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Here managers communicate their strategy up and down the organization and link it to departmental and individual objectives. The communication signals to all employees the objectives that must be accomplished if an organization's strategy is to succeed. 

The communication process within the company can be distributed through several different channels. For instance, newsletter, bulletin boards, videos, email, etc. 

The Scorecard gives managers a way of ensuring that all levels of the organization comprehend its long-term strategy, high level objectives and measures. Once this is understood, local objectives that support the business unit's global strategy can by established and it made sure those departmental and individual objectives are aligned with it. To better align individual performance with the organization's overall strategy there are generally three activities that are undertaken:

Communicating and educating - When implementing a strategy the beginning is to educate those who have to execute it.

Setting Goals - The mere awareness of employees of corporate goals is not enough to change their behaviour. Somehow, the organization's objectives and measures must be translated into objectives and measures for operating units and individuals. 

Linking rewards to performance measures - This bring up the question whether organization's should link their compensation system to the balanced scorecard measures. Some organization's find that attractive but other not. The latter argue that as attractive and powerful such a linkage seems to be it carries a lot of risk, such as whether the organization has the right measures on the scorecard. 

At the end of the communication and linkage process, everyone in the organization should understand the long-term goals, as well as the strategy for achieving them. Based on those, individuals should have formulated local actions and all organizational efforts and initiatives aligned to the needed change process. . If the management team does not successfully accomplish this step, it will lead to both a lack of commitment among the employees as well as the balance scorecard will not be successfully implemented. 

Task 12

1. What is the purpose of learning organization?
A learning organization is a company that facilitates the learning of its members and continuously transforms itself. Learning organizations develop as a result of the pressures facing modern organizations and enables them to remain competitive in the business environment. A learning organization has five main features; systems thinking, personal mastery, mental models, shared vision and team learning.
2. What does learning objective have to do with shared leadership?

Shared leadership:

In learning organizations, responsibility for making decisions, operations and achieving organizational goals is shared among all employees.

Everyone is encourages to find ways to improve the organization and its products.

Empowerment provides a way to integrate tasks and allow employees to buy into the organizations goals.

3. What kind of cultural characteristics can one expect in the learning organization?

1. Community – Learning organizations develop a sense of community and trust. Everyone works together, respecting each other and being able to communicate openly and honestly.

2. Continuous learning – Learning organizations can’t succeed without employees who are willing to learn and change. One of the most successful ways of learning is through empowerment which requires more involvement and learning that does simply having someone else make all the decisions.  Formal training is another way to ensure continuous learning. For managers in particular, continuous learning is essential to develop the competencies needed by generalists who are knowledgeable in several areas as opposed to specialists who understand only finance, production, marketing or some other function.

4. What kind of strategies does the learning organization purpose?

Customer focused strategy – Learning organizations add value for customers by identifying needs in some instances even before customers have done so and then developing ways to satisfy those needs. Customer focused strategies reflect a clear understanding of how important customers are to the organizations long term success and serve as the basis for aligning all its major activities.
5. Does the learning organization need a special organizational design?

The design of learning organizations often reflects their emphases on organic rather than mechanic systems.

1. Teams – To encourage the free flow of ideas, teams may be formed as needed on a project by project basis. Team members have considerable autonomy to make key decisions and can take action without waiting for requests to go through a bureaucratic decision making process.

2. Strategy alliances – Many learning organizations use strategic alliances with suppliers, customers and even competitors as a method of learning.

3. Boundary networks – Network structures, maximizing the linkages among organizations. Such linkages in turn provide learning opportunities and generate innovation in goods and services.
6. How does the learning organization use its information?

For organizations to be effective they must undertake extensive scanning, be measured oriented and foster shared problems and solutions.

1. Scanning the environment – In learning organizations managers strive to be creators of change. Large amounts of information are obtained from the external environment about how customers are reacting to current goods and services, how customers compare them to those of competitors and whether new competitors may be on horizon. Such information is essential to judgments concerning the need to create new products to meet customer demand.

2. Measurement oriented – Organizations learn in order to improve. In learning organizations employees have access to data about customer satisfaction, profit and loss, market share, employee commitment and competitor’s strategies among other things.

3. Communication – Numerical data (measurements) aren’t the only type of information considered important in learning organizations. Tactic knowledge or gossip is valued too. By sharing information about the problems they face and the solutions they discover, employees minimize the number of times they.

Task 13

1. Define credit management?

Involves the policies and practices retailers follow in receiving payments from their customers.
2. What is the purpose of credit management?
The purpose of the Credit Management System is to provide a standard approach to the collection of revenue in the organization, through an integrated financial package linked to PeopleSoft Financials. 
The objective is to eliminate the myriad of satellite receipting systems and point of sale systems, providing a single integrated platform for revenue collection. Further, the projects objective is to provide transparency of all revenue collections, with tight financial and audit controls.
3. What are the activities of credit management?

The five Cs of credit:

1. Capital – The customer must appear to be financially sound before any credit is extended. 

2. Capacity – The customer must appear to have the capacity to pay amounts owing. Where possible the payment record of the customer to date should be examined. 

3. Collateral – In may be necessary to ask for some kind of security for goods supplied on credit. When this occurs the business must be convinced that the customer is able to offer a satisfactory form of security.

4. Conditions – The state of the industry in which the customer operates and the general economic conditions of the particular region or country may have an important influence on the ability of a customer to pay the amounts outstanding on the due date.

5. Character – It’s important for a business to make some assessment of the customers character. The willingness to pay will depend on the honesty and integrity of the individuals with whom the business is dealing. Where the customer is a limited company, this will mean assessing the characters of its directors. The businesses must feel satisfied that the customer will make every effort to pay any amounts owing. 
Task 14
1. What is the relation between corporate communication and ethics?
Ethics refers to the values that guide a person, organization or society the difference between right or wrong, fairness and unfairness, honesty and dishonesty.

Corporate communication is 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).

2. What is the importance of corporate social responsibility?
Corporate social responsibility is closely related to ethical conduct of an organization defined as the social norm. This norm holds that any social institution, including the smallest family unit and the largest corporation is responsible for the behavior of its members and may be held accountable for their misdeeds.

A list of social responsibility categories which include the following:

1. Product lines – Dangerous products, product performances and standards, packaging and environmental impact.

2. Marketing practices – Sales practices, consumer compliant policies, advertising content and fair pricing.

3. Corporate philanthropy – Contribution performance, encouragement of employee participation in social projects and community development activities.

4. External relations – Support of minority enterprises, investment practices and government relations.

5. Employment diversity in retaining and promoting minorities and women – Current hiring policies, advancements policies, specialized career counseling and opportunities for special minorities such as physically handicapped.

6. Employee safety and health – Work environment policies, accident safeguards and food and medical facilities.

3. The relation between public relations to corporate social responsibility?
Public relations is judged on its impact on society. Public relations social utility is enhanced when:

1. It promotes the free ethical competition of ideas, individuals and institutions in the marketplace of public opinion

2. It reveals the sources and goals underlying attempts to influence.

3. It enforces high standards of conduct.

Social utility is diminished when:

1. It suppresses or otherwise limits competition of ideas.

2. It hides or describes to others the true sources of public relations efforts.

3. It leaves unchallenged incompetent or unethical practice.

4. Describe the pros and the cons of corporate social responsibility?
Positives:

1. Public relations improves professional practices by codifying and enforcing ethical conduct and standards of performance.

2. Public relations improves the conduct of organizations by stressing the need for public approval.

3. Public relations serves the public interest by making all points of view articulate in the public form.

4. Public relations serves our segment, scattered society by using communication and mediation to replace misinformation with information, discord with rapport.

5. Public relations fulfills its social responsibility to promote human welfare by helping social systems adapt to changing needs and environments.

Negatives:

1. Public relations gains advantages for and promotes special interests, sometimes at the cost of the public well-being.

2. Public relations clutters already choked channels of communication with the debris of pseudo-events and phony phrases that confuse rather than clarify.

3. Public relations corrodes our channels of communication with cynicism and credibility gaps.
FINANCE

LECTURE

&

WORKSHOP

Financial Management Lecture 5

Making Capital Investment Decisions Further Issues

Profitability Index:

Also known as profit investment ratio (PIR) and value investment ratio (VIR), is the ratio of investment to payoff of a proposed project. It is a useful tool for ranking projects because it allows you to quantify the amount of value created per unit of investment.

The ratio is calculated as follows:
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NPV:

The net present value (NPV) of a 

series" 
time series
 of cash flows, both incoming and outgoing, is defined as the sum of the present values (PVs) of the individual cash flows. In case when all future cash flows are incoming (such as coupons and principal of a bond) and the only outflow of cash is the purchase price, the NPV is simply the PV of future cash flows minus the purchase price (which is its own PV). NPV is a central tool in discounted cash flow (DCF) analysis, and is a standard method for using the 

value of money" 
time value of money
 to appraise long-term projects. Used for capital budgeting, and widely throughout economics, finance, and accounting, it measures the excess or shortfall of cash flows, in present value terms, once financing charges are met.

The NPV of a sequence of cash flows takes as input the cash flows and a discount rate or discount curve and outputting a price; the converse process in DCF analysis, taking as input a sequence of cash flows and a price and inferring as output a discount rate (the discount rate which would yield the given price as NPV) is called the 

(finance)" 
yield
, and is more widely used in bond trading.

Annual annuity:

The term annuity is used in 

theory" 
finance theory
 to refer to any terminating stream of fixed payments over a specified period of time. This usage is most commonly seen in discussions of finance, usually in connection with the valuation of the stream of payments, taking into account 

value of money" 
time value of money
 concepts such as interest rate and future value.[1]
Examples of annuities are regular deposits to a savings account, monthly home mortgage payments and monthly insurance payments. Annuities are classified by payment dates. The payments (deposits) may be made weekly, monthly, quarterly, yearly, or at any other interval of time.

r = the yearly nominal interest rate.

t = the number of years.

m = the number of periods per year.

i = the interest rate per period.

n = the number of periods.
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WS Financial Management

Profitability Index:
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Assuming that the cash flow calculated does not include the investment made in the project, a profitability index of 1 indicates breakeven. Any value lower than one would indicate that the project's PV is less than the initial investment. As the value of the profitability index increases, so does the financial attractiveness of the proposed project.

Rules for selection or rejection of a project:

· If PI > 1 then accept the project

· If PI < 1 then reject the project

For example, given:

· Investment = 40,000

· life of the Machine = 5 Years

CFAT Year      CFAT

      1        18000

      2        12000

      3        10000

      4         9000

      5         6000

Calculate Net present value at 10% and PI:

     Year      CFAT      PV@10%       PV

      1        18000      0.909      16362 

      2        12000      0.827       9924   

      3        10000      0.752       7520

      4         9000      0.683       6147     

      5         6000      0.621       3726

              Total present value    43679

              (-) Investment         40000

                         NPV           3679

                         PI =  43679 / 40000

                            =  1.091

                            = >1 

                            = Accept the project

Net present value:

The Net Present Value (NPV) of an investment (project) is the difference between the sum of the discounted cash flows which are expected from the investment and the amount which is initially invested. It is a traditional valuation method (often for a project) used in the Discounted Cash Flow measurement methodology, whereby the following steps are undertaken:
1. Calculation of expected free cash flows (often per per year) that result out of the investment
2. Subtract /discount for the cost of capital (an interest rate to adjust for time and risk)
The intermediate result is called: Present Value.
3. Subtract the initial investments
The end result is called: NPV.
So NPV is an amount that expresses how much value an investment will result in. This is done by measuring all cash flows over time back towards the current point in present time.
If the NPV method results in a positive amount, the project should be undertaken.
Although NPV measurement is widely used for making investment decisions, a disadvantage of NPV is that it does not account for flexibility / uncertainty after the project decision. 
Annual annuity:

Examples of annuities are regular deposits to a savings account, monthly home mortgage payments and monthly insurance payments. Annuities are classified by payment dates. The payments (deposits) may be made weekly, monthly, quarterly, yearly, or at any other interval of time.

r = the yearly nominal interest rate.

t = the number of years.

m = the number of periods per year.

i = the interest rate per period.
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n = the number of periods.

Financial Management Lecture 6

Financing a business

External Sources of Finance

When considering the external sources of finance, it is helpful to distinguish between long-term and short-term sources of finances. The major external sources of finance are:

Long-term sources of finance
(A) Ordinary Shares

Ordinary share capital forms the backbone of the financial structure of a company. It represents the risk capital of a company. The ordinary shareholders will only receive a dividend if profits available for distribution still remain after other investors (the preference shareholders and lenders) have received their returns in the form of dividend payments or interest. 
Because of the high risks associated with this form of investment, ordinary shareholders will normally require a higher rate of return from the company. 

Ordinary shareholders have a limited loss liability which is based on the amount they have agreed to invest in the company. 
Ordinary shareholders will exercise control over the company: they are given voting rights and have the power both to elect the directors and to remove them from office.
There is no requirement to pay dividends to ordinary shareholders even though profits may be available for this purpose. 
(B) Preference Shares

Preference shares offer investors a lower level of risk than ordinary shares. Providing that there are sufficient profits available, preference shares will normally be given a fixed rate of dividend each year and preference dividends will be paid before ordinary dividends are paid.
Where the company is wound up, preference shareholders may be given priority over the claims of ordinary shareholders.
Because of the lower level of risk associated with this form of investment, investors will be offered a lower level of return than that offered for ordinary shares.

Types of Preference Shares

There are various types of preference shares which may be issued by a company. These types are:

· Cumulative preference shares;

· Non-cumulative preference shares;

· Participating preference shares;

· Redeemable preference shares.

Cumulative preference shares give investors the right to receive arrears of dividends which have arisen as a result of the company not paying dividends in previous periods.
Non-cumulative preference shares do not give investors the right to receive arrears of dividends. Thus, if a company is not in a position to pay the preference dividend due for a particular period, the preference shareholder loses the right to receive the dividend.
Participating preference shares give investors the right to a further share in the profits available for dividend after they have been paid the fixed rate due on the preference shares and in conjunction with, or after, ordinary shareholders have been awarded a dividend.
Redeemable preference shares allow the company to buy back the shares from shareholders at some agreed future date. 
(C) Loan Capital and Debentures

Most companies rely to a greater or lesser extent on the use of loan capital to finance their operations. Loan capital differs from share capital in so far as the claims of lenders on the business are limited to the amounts which are set out in the terms of their contract with the company. 
If a company is successful, the lenders will not benefit from this success beyond the fact that their claim will become more secure.

If a company is not successful, the lenders may receive less than the terms of their contract with the company.

The major risk facing those who invest in loan capital is that the company may default on interest payments and capital repayments. To protect themselves against the risk of default, lenders often seek some form of security from the company. This may take the form of a fixed charge or a floating charge on particular assets. 
Lenders may seek further protection by means of loan covenants included in their contract. Such covenants may include:
· Right to receive particular financial reports
· Obligation to insure the assets which are offered as a security
· Restriction on the right to issue further loan capital without prior permission
· Restriction on disposal of certain assets held by the company
· Restriction on the level of dividend payments
· Minimum acceptable levels of liquidity or maximum acceptable levels of gearing

(D) Leases

There are three types of leases: finance leases, operational leases and sales and lease back agreements

Finance lease

A finance lease is, in essence, a form of lending. Although the legal ownership of the asset remains with the financial institution (lessor), a finance lease agreement transfers virtually all the rewards and risks which are associated with the item being leased to the business (lessee). The reasons for businesses to adopt this form of financing are:
· Ease of borrowing

· Cost (leasing agreements may be offered at reasonable cost)

· Flexibility (leasing can help provide flexibility)

· Cash flows (large cash outflows can be avoided, because the cash outflows are smoothed over the asset’s life)
Operational lease

With the operating lease, the rewards and risks of ownership stay with the owner. This type of lease is short-term in nature. An example is where a builder hires earth-moving equipment for a week in order to undertake a particular job.
Sale and lease back agreement

A sale and lease back agreement involves a business selling freehold property to a financial institution in order to raise finance. However, the sale is accompanied by an agreement to lease the freehold property back to the business to allow it to continue to operate from the premises. 

Short term sources of external finance
(A) Bank Overdraft

The bank overdraft represents a very flexible form of borrowing. The size of the overdraft can be increased or decreased according to the financing requirements of the business. It is relatively inexpensive to arrange and interest rates are often very competitive. Furthermore, a bank overdraft is fairly easy to arrange (sometimes it can be agreed simply by a telephone call to the bank!). 
The banks may ask for forecast cash flow statements from the business to see when the overdraft will be repaid and how much finance is required. The bank may also require some form of security. 
The main disadvantage of this form of finance is that it is repayable on demand. This may pose problems for a business which is not liquid. 

(B) Bills of Exchange

A bill of exchange is similar, in some respects to an IOU (promesse bond). It is a written agreement which is addressed by one person to another, requiring the person to whom it is addressed to pay a specified amount at some future date. Bills of exchange are used in trading transactions and are offered by a buyer to a supplier in exchange for goods. 
The advantage of using a bill of exchange is that it allows the buyer to delay payment for the goods purchased, but provides the supplier with the opportunity to receive immediate payment from a bank if required. 
(C) Debt Factoring

Debt factoring is a form of service which is offered by a financial institution (a factor). Many of the large factors are subsidiaries of commercial banks. Debt factoring involves the factor taking over the sales ledger of a company. There are two main forms of a factoring agreement:
1. Recourse factoring, where the factor assumes no responsibility for bad debts arising from credit sales;
2. Non-recourse factoring, where the factor assumes responsibility for bad debts up to an agreed amount.  

A company may find a factoring arrangement very convenient. It can result in savings in credit management and can create more certain cash flows. It can also release the time of key personnel for more profitable ends. 

However, not all businesses will find factoring arrangements the answer to their financing problems. That is because of the high set-up costs. 
(D) Invoice Discounting

Invoice discounting involves a business approaching a factor or another financial institution for a loan based on a proportion of the face value of credit sales outstanding. Invoice discounting may be a one-off arrangement whereas debt factoring usually involves a longer-term arrangement between the customer and the financial institution. 
Internal Sources of Finance

When examining the various sources of finance available to a business, it is useful to distinguish between external and internal sources of finance. This part of the lecture will discuss the different internal sources of finance. These sources usually have the advantage that they are flexible. They may also not be obtained quickly and may not require the permission of other parties. 
The major internal sources of finance are:


    Long-term


  
    Short-term

(A) Retained Profit

Retained profit is a long-term source of internal finance and is the major source of finance for most companies. By retaining profits within the company rather than distributing them to shareholders in the form of dividends, the funds of the company are increased.
If profits are reinvested rather than distributed to shareholders, this means that the shareholders cannot reinvest the profits made in other forms of investment. They will therefore expect a rate of return from the profits reinvested which is equivalent to what they would have received if the funds had been invested in another opportunity with the same level of risk. 
The retention of profits is something which is determined by the directors of the company. They may find it easier to retain profits rather than to ask investors to subscribe to a new share issue. Retained profits are already held by the company and therefore the company does not have to wait to receive the funds.
Some shareholders may prefer profits to be retained by the company rather than distributed in the form of dividends. By ploughing back profits, it may be expected that the company will expand and share values will increase as a result. 
(B) Tighter Credit Control

By exerting tighter control over trade debtors, it may be possible for a business to reduce the proportion of assets held in this form and to release funds for other purposes. To remain competitive, a business must take account of the needs of its customers and the credit policies adopted by rival companies within the industry. 

(C) Reducing Stock Levels

Reducing stock levels is an internal source of funds which may prove attractive to a business. If a business has some of its assets in the form of stock, there is an opportunity cost as the funds tied up cannot be used for more profitable opportunities. By liquidating stocks, funds become available for other purposes. 
(D) Delaying Payment to Creditors

By delaying payment to creditors funds are retained within the business for other purposes. This may be a cheap form of finance for a business. However, there may be significant costs associated with this form of financing. 
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Financing a business – Raising Long-term Finance

Stock Exchange:

· As a primary market its main function is to enable businesses to raise new capital.  
· Also enables businesses to raise funds through the issue of loan capital and debentures.
· As a secondary market, the function of the Stock Exchange is to enable investors to transfer their securities (that is, shares and loan capital) with ease.  It provides a ‘second-hand’ market where shares and loan capital already in issue may be bought and sold.
Advantages of a stock exchange listing:

1. Raising its profile, which may be useful in dealing with customers and suppliers;
2. Ensuring that its shares are valued in an efficient manner (a point to which we return later)
3. Broadening its investor base;
4. Acquiring other businesses by using its own shares as payment rather than cash;
5. Attracting and retaining employees by offering incentives based on share ownership schemes. 

Disadvantages of a stock exchange listing:

1. Raising finance through Stock Exchange can be costly business.  

2. Share issues that arise from the initial listing of the business are known as an initial public offering (IPO).  

3. To make such an offering, a business will rely on the help of various specialists such as lawyers, accountants and bankers.  
Share issue:

· These may involve direct appeals by the business to investors or may involve the use of financial intermediaries.

· Methods of share issue are as follows:

1. Right issues are made when businesses that have been established for some time seek to raise finance by issuing additional shares for cash. A right offer usually allows existing shareholders to acquire shares in the business at a price below the current market price.

2. A bonus issue is achieved by transferring a sum from the reserves to the paid-up share capital of the business and then issuing shares, equivalent in value to the amount transferred, to existing shareholders.

The effect of a bonus issue may be to reduce the reserves available for dividend payments.  A number of reasons have been put forward to explain this type of share issue, which includes the following:
· Share price
· Lender confidence
· Market signals
3. An offer for sale involves a business, trading as a public limited company, selling a new issue of shares to a financial institution known as an issuing house. The issuing house will, in turn, sell the shares purchased from either the business or its shareholders to the public.  The issuing house will publish a prospectus that sets out details of the business and the type of shares to be sold, and investors will be invited to apply for shares.

4. A public issue involves a business making a direct invitation to the public to purchase shares in the business. An offer for sale and a public issue will both result in a widening of share ownership in the business.

5. A placing does not involve an invitation to the public to subscribe to shares.  Instead, the shares are ‘placed’ with selected investors, such as large financial institutions.  This can be a quick and relatively cheap method of raising funds because savings can be made in advertising and legal costs. Usually, businesses seeking relatively small amounts of cash will employ this form of issue.

Venture capital:

· Venture capital is long-term capital provided to small and medium-sized businesses wishing to grow but which do not have ready access to stock markets.  

· Types of investment
Venture capitalists provide share capital and loan finance for  different types of business situations, including the following:

1. Start-up capital

2. Other early stage capital

3. Expansion (development) capital

4. Refinancing bank borrowings

5. Secondary purchase

6. Buy-out capital

7. Buy-in capital 
· The venture capital process
Venture capital investment involves a five-step process that  is similar to the investment process undertaken within a business. 

Step 1: Obtaining the funds

Step 2: Evaluating investment opportunities and making a selection

Step 3: Structuring the terms of the investment

Step 4: Implementing the deal and monitoring progress

Step 5: Achieving returns and existing from the investment 
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