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Thorough economic planning should t

: )€ part of everyone's business life as
well as private life. Someone who does not have a "business plan' is likely to
face serious consequences that May go as far as private bankruptcy

A person '.'f/h'o IS competent in 'business p'(’ﬂning', however, will certainly do
better in hl.S job, gm look forward to a brighter career and will enjoy a more
successful life. This is our promise.

The target group of this book includes all those
that has commercial or economic consequences ~
up an enterprise or organise a party for their clu
activities, a business plan should be drawn up.

people who do something
no matter whether they set
b. For any of these business

Members of our target group are:

= entrepreneurs and business managers

»

company founders / promoters

= heads of company divisions and departments, and

S

key employees with planning competence.

Thus this book is different from most other books on ‘business plans’, which
focus almost exclusively on newly-founded enterprises.

Focused preparation for the EBC*L Level B exam

Naturally, the target group also includes those people who want to prepare

themselves for the EBC*L exam. For them this book will certainly be of great
help.

This book is structured in line with the Catalogue of Learning Objectives of
EBC*L Level B. Its centrepiece is the 'business plan’ and its wide range of
planning and analytical instruments. Once you have studieq the book tho-
roughly, you will be skilled enough to draw up suitable business plans and
know how to present convincing (sales) arguments.

In addition - after working through the EBC*L books Levels.A and B - y(:u
will be familiar with the majority of all commonly-gsed business terms. In
other words, our books may be your stepping stone into your new career or
the foundation of your new enterprise.

o
EBC*L - Level B
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Introduction

You may want to look into the English version of www.wikipedia e
3 x “14.01g tor
additional information. S fo

Didactic structure

In order to provide practical and clear insight into the entire procec.

f N f 3 ; k 11cpc ’ O & $
business planning, this book uses a concrete case study: the 'Bocci p:.
"N Fll2e

ria’, a restaurant that is operated by Mr and Mrs Bossi This case <ty
used to demonstrate .
= that it can be lethal to run an enterprise without thoroysh b 1sin
planning
= how a business plan is drawn up for a special project (= realisation s
a new business idea). :

The 'Bossi Pizzeria' case provides important practical reference and js easy
to understand. The story about the Bossis is highly realistic and told
lively style, and the readers may actually sympathise with the characters
when they get into trouble. Furthermore this case may offer guidelines
enterprises in their start-up phase, for existing firms and for any projects
that need to be realized.

Layout
> Layout = The Bossi case study is printed in italics for easier identification.

= On the page margins, you find references to the topic at hand, refe-
rences to examples and other notes.

el
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Additional measures taken to facilitate comprehension

= In general, this book uses the univers

o 4 al "he’ exclusively for the sake of
simplicity and e

'd easier comprehension.To compensate for this, a woman
(Mrs Bossi) is actually the main character of the Bossi case study.

= Companies trade in goods and services. In this book
‘product’ is often used as a synonym for an
offer.

the expression
ything a company has on

Tips on how to use this book

Please use this book as intended: it is your personal study guide in which you
may highlight and underline text elements as you like.

For people with basic knowledge of business administration, this book will
be sufficient for their EBC*L exam preparation. For everyone else, attending
a course at an accredited EBC*L educational institute is recommended.

For further information please refer to
www.ebcl.eu

and

www.easybusiness.at

We wish you all the best for your EBC*L exam preparation and for your
professional career.

Vo Pl
business
EBC*"L - Level B ‘

Introduction

Note i




General Learning Objectives

> Being able to explain the goals, contents and structure of a business plan

> Being able to explain analytical and planning instruments of business manage-
ment and give examples of how they are applied

%
)




P ¥ BaSiC,S,,_q_f,“B__l{Siness Plan DeSIgn ...........

Learning targets:

> Being able to explain the

_ _ _ goals of g business plan
sions and situations for

which business pl

> Being able to identify potential business
goals

and identify occa-
ans need to pe designed

plan users, their interests and

> Being able to explain questions and issues that

arise and explain the
fundamental structure and design of <

a business plan

> Being able to explain the criteria which decision mak
Ing business plans, the ryles to be followed
made in business plan design.

€rs use in assess-
and the potential mistakes

> Being able to explain the term critical success factors'

» Being able to explain how to draw up a clear and attractive business
plan

> Being able to explain the difficulties in and limits to entrepreneurial
planning

1.1. 1. WHAT IS A BUSINESS PLAN GOOD FOR?

In order to provide practical and clear insight into the entire process of busi-
ness planning, this book uses a concrete case study: the 'Bossi Pizzeria'. The
story is supplemented by the business project 'Bossi’s Pink Sauces’ which
will be followed throughout our book (and is printed in italics for easier
identification).

Bossi Pizzeria: What went wrong?.

Bossi Pizzeria has been a well-established enterprise in its area forrref7
years. After the usual start-up difficulties, it has always been in the b/dt(/k;
which makes its owner, Mr Bossi, incredibly proud. He know$ that in /k/
restaurant and catering industry, restaurants come and go. Many l;ophe; nl;/
owners find themselves in bankruptcy in no time and all thgy /e;a\//e le, o
is piles of debt. So far, Mr Bossi has made fun. of his unsuuess( uhl([([))I/)ow
parts, and he is convinced that such a thing will never happen to :

that he has been in the business for all these years.

. ” b

[
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Basics of Business Plan Design — What is a business plan good for
a ) g S

He is all the more shell-shocked when his tax advisor 2ls him to tar,
He is a ‘

the bad news: Bossi Pizzeria has suffered a substantial loss oyer the p..,
}/(‘u‘f
Mr Bossi refuses to believe this and is enraged: "This is not possible - p,,. .

on earth could we have produced a loss? We have alwa Vs ’(
. > ‘110 3 11 f mo $ i
pay our bills and there was even enough money left for me to iy

company car.”

The tax advisor tries to explain to Mr Bossi that while all that may
looked quite pleasing, it was simply the result of a positive cash i

was generated. The truth is, though, that the company is making losses -,

tha.'(/‘(s business future is highly uncertain. As impulsive Mr Bossi does ,

know what to do with this information, they make an appointment His 2 4
advisor intends to offer a detailed explanation in all peace and quiet - s

this is possible, given Mr Bossi's state of mind. |
Ansy

At their meeting, the tax advisor points out that there have been him

tions of the firm's poor financial results. Mr Bossi has apparently faile fo plish

notice that his business has been heading south for some time. i

4y

In an intense, four-hour talk, the tax advisor makes clear that the situatiy; to gr.

of Mr Bossi's enterprise is far from rosy. Because of the recent loss, the "Bus,

firm's income-to-equity ratio has turned negative and its liquidity is in jeo- Rimse

pardy. In fact, a liquidity squeeze is imminent. The open invoices, includine stratic

the open instalments for the company car that was bought a year ago, car them.

probably not be paid without external financial support. This means that

Mir Bossi will most likely have to apply for a loan with his bank. In view of The t:

the firm's meagre 15 percent equity ratio, it is highly questionable, how: fembl

ver, whether the bank will grant this loan. ;gf“:;;

After the meeting, Mr Bossi is totally desperate and a picture of misery

“What am | supposed to do now? Should I close down my business rngh

away? How will my wife and my loyal employees react?”

At this point, the tax advisor feels that Mr Bossi needs some reassurd

Her analysis may have been a bit too drastic — and she certainly Jth‘;" ~

want to lose her client. She therefore points to some of the firm's posit*®

features: the beautiful restaurant and its favourable location, many ¢

customers, its friendly personnel, and more.

It is time, though, to reconsider what formerly was a set of approP™/

business ideas but is somewhat obsolete now. Mr Bossi would be We'™

vised to spend a number of days working on the design of a new f"

concept and draw up a business plan for his enterprise. In doing >

should not shy away from tackling basic questions, such as:

w3 EBC*"L - Bu
7
14 EBC.L_gusmc’SSP;




What is a business plan
a business plan good for? ~ Basics of Business Plan Design
4

* Do guests still want to

eat pPizza these days?
prefer the lighte

Will they perhaps soon
2r Asian cuisine?

= Do people still like e iting out, or do th
eC / 12 out, o thev prefer » b 25
¢ ut, or do they preiler eating at home?
= [s the number of regular customers rising or declining?
> - 5
= /s there Jny{/)/f.';; the competition does better?

= Can the employees live up to the customers' new expectations? Have iy
' , ave

they had proper training?

= Are there any ideas of how to make the firm's product portfolio more e

= “.‘ y
attractive? iy
|
= Are sufficient funds available for the necessary investments? :‘,.

= and many more

Answers to these questions may clarify where Mr Bossi's journey will take

him and show his employees what lies ahead and what needs to be accom-

plished. -
;
Ultimately, Mr Bossi will need a sound business plan to convince his bank s
to grant him the loan he needs. a2
e »
- > 4
"Business plan? I've heard about business plans,” Mr Bossi mumbles to 2]
himself. He has always tried to avoid all the issues of business admini- N
stration but must now admit to himself that he can no longer do without S
them. o

The tax advisor hands Mr Bossi a list of questions (which happens to re- :
semble the list of learning targets of EBC*L Level B) and instructs him not T
to waste any time now. She advises him to neglect his day-to-day business

for the time being and work through the questions in detail.

sy hucine 19
EBC*L ~ Business plan 5




1.1. 2. WHO NEEDS A BUSINESS PLAN?
WHO ARE ITS POTENTIAL USERS?

The story above clearly shows how important it is to kn

“pe ' . . ()""' 7()\” '.')_,’ n
itinerary’, i.e. to have a business plan. Enterprises th ‘

at don't Nave

: A One k- ._
no future either. Business plans are drawn up for the followine o

gt o \.faSlf;r-:

Setting up an enterprise

> Business plan: goals, Very often banks are addressed by optimistic business Promoters why ,
: ‘ : Who appj,
occasions and users for a loan but have nothing but a business idea and cannot answer an, .
the questions the credit expert usually asks at the interview, which m

include:

= Are there really enough potential customers for the product?
= If so, how can potential customers’ attention be attracted?

* Has anyone else had the same idea but benefited from more adyant..
geous conditions, such as more funds and / or experience?

k]

How much will it cost to make the idea into a reality?

= Costs arise almost instantly. At what point, however, can revenues bz
expected?

@

What happens if things don't proceed as planned? How easily can
various setbacks be coped with?

When a business is established, the potential users of a business plan are

= the business promoters themselves
< = banks that have been approached for a loan

- = investors who need to be convinced that the business is promising
i investment opportunity

* public funding authorities

20
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Busingss Plan users -

Looking for creditors’ funds Or owners’ fynds (=

Mr Bossi will have no other chance but to
vince it to grant his business a bridging loa
prepared to do so unless it can expect the
interest. For that reason, banks more and r
business plans in addition to the usual collatera, g
offer a detailed business outlook th

equity Capital)

address hjs bank angd try to con-

: uch business plans should
at includes information about:

= industry trends and market changes
= the competition

= marketing plans

B

financial planning
* production and personnel capacities

= and more.

Business plans are also required if a loan is not needed to solve a liquidity
crisis but if new investments are intended to be financed. If a firm wants to

yield more than it costs,

Of course a solid business plan also serves the purpose of convincing inve-
stors to put their money into the enterprise and thus to strengthen its capital
base.

Applying for national and international funding

Many inexperienced small enterprises have been unpleasantly surprised when
they tried to collect ‘quick money' through national funding or E.U. grants.
In order to become eligible for such a grant, an enterprise must work ‘out a
detailed business plan, in which it has to outline that the tax money it has

applied for will leave a lasting imprint.

When a business applies for public funding, it frequently compgtes »_wth
hundreds of other enterprises and institutions which want to be ﬁnfancrally
supported as well. The ones most likely to succeed are those_ wh:chfi:n
submit the best business plans and, in particular, meet the key criteria of the

funding authority.

‘?& DUsSIiness

EBC*L - Business plan
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Basics of Business Plan Design - Business plan users

Financing intra-company ideas and projects

When employees of large enterprises in the past thought they had , font
idea, they first presented it — in most cases verbally - to their Supeflor,JT;'.J
latter either looked into it personally or passed on the idea to the COmpam‘j
operations research unit. That meant little mental work for those who f‘e:

come up with the idea but also greatly reduced their influence on Whethe, b
the idea would be followed up on. ’
Today the situation in many firms is different. If someone has a project (e
which he wants to realize, it is he who has to design a business plan that ge
his superior sufficient background on which to base his decision. The Dusines
plan has to outline the goals of the idea or project and must carefully Ug a
its benefits against likely costs. X
ol
Such a project need not be a revolutionary innovation but may very wel| pe flj
of small dimension, such as a company presentation at a fair, the organizing gi
of a customer event, the purchase of a new computer or software syster,
or renting a new office.
M
Users of such business plans are ultimately corporate financial planners who -
are in charge of providing the funds for the project. They may be the imme. ;"‘
. . - g Ql
diate superiors of the visionary employee or decision makers at the group’s -
headquarters thousands of miles away. fin
he
Whoever presents the most solid and positive cost-benefit-analysis is the per- acc
son likely to beat his intra-company competitors (other employees with their har
own project ideas) to a share of funds from the company's tight budget. yoL
rea
Wit
fing
A.new oven? Rejected!
Mr Salt, the cook of Bossi Pizzeria, has been struggling with an oven I"-f:'
Is no longer state-of-the-art for quite some time. Because of its resocer
capacity, guests must wait endlessly for their pizzas at peak times. In auJ
tion, its defective electronic system requires almost constant maintenanc
. » VO
service. By the time a repair person comes by and takes care of the r"‘“\
blem, an entire day may have passed. During this time, of course, no f';:‘;
can be made. After this happens once more, the cook has had enoug ";m'
asks Mr Bossi to invest in a new oven. Mr Bossi, however, has his L ihis ’d
blems and couldn't care less: "What do you want? Look, it's working 35
Besides, aren't you a master of improvisation?"
EBC*L -

EBC'L - BusiﬂCSs p!"'n
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Business plan us

X : ok Al D ) '
wnce again, Mr Bossi has Succeeded in takine the

wind out of Mr Salt's
AAr J j » ¢
It Mr Salt had been able to present tangible figures of th Jot 4
| | SetC ligures of the detriment ¢ iused
Dy the oven’'s frequent failuroc )
by the ¢ requent failures, he Mmay have had much better chances of
being heard Pt s

Financing private projects

As most people don't have abundant funds, they should think about draw-
ing up a business plan for major private projects that cost money or could
produce income. Better stil|- they should have one on paper because even
private individuals must follow a basic economic principle: It's the efficiency

rule, which says that you should generate the maximum output with the
given input,

Mrs Pepper’s house in the country: A pipe dream?

Mrs Pepper, the waitress, has been dreaming about a house in the country
for ages. There is too much noise and too little space in their city apart-
ment. Besides, the rent is exorbitantly high. After years of looking, she has
finally found the house of her dreams. All she needs to do now is convince
her husband. She wants to do precisely that during a nice dinner. What she
accomplishes, though, is exactly the opposite and the evening ends in dis
harmony. "Do you know what this will cost us? How can we afford it? Are
you crazy? Our apartment gives us everything we need.” Her husband's
reaction couldn't have been more discouraging.

Without well-prepared answers to her husband's questions Mrs Pepper will
find it difficult to make the house of her dreams real.

aar

g
1

EBC*L - Business plan

JE

-

€rs - Basics of Business

s Plan De sign

23




24

TP
Basics of Business Plan Desigr

sess planning

GOALS OF OPERATIONAL / BUSINESS
1. 1.3

PLANNING

Success can be planned ; -es of accomplishing h
. oreatly enhances a person’s chances of accomplishing his gogjs
a plan gredtly © 7

This is true for any private individual and fo.r any business organisation as
This f tru ate individual, however, has a significant advantage in that pe
wel T pr.i:;;&ov;rgee his personal circumstances. An enterprise, regarq.
.CeJ;: :fi“},gt‘hcl:lnt is a small business or a group of co.mpanifes, Operates in 5
iﬁghx’){ complex environment and is exposed ‘to = variety o Cxtely:nal forces.
it must therefore be more flexible than ever in its response to changes ang

Having

new challenges.

For that reason, a business plan must always be examined critically. It js
advisable to review it at least once every quarter to make sure the company
is still on track and has not deviated from it.

In view of incredibly fast developments which businesses are exposed
to - globalization is just one of the buzzwords - also the general goals of 2
business plan need to be questioned regularly (at least once a year).

Realize projects that make sense - stop those that don't

Frequently ideas that are doomed to fail from the very beginning are putinto
practice. Valuable energy is wasted, financial disasters are pre-programmed
and, in the worst case, the enterprise is pushed out of business. Personal
hardships such as job losses and health and family problems often result for
the individuals involved.

This is only one side of the scenario, though, and the damage that is created
because many brilliant ideas are not putinto practice is probably much greater.
Opportunities are wasted because a number of ideas are not documented in
writing and fall into oblivion as quickly as they popped up.

Yet it w .
erilwouldhe quite easy to draw up an initial business plan which can show

whether to continue workin ' |
0on a project e
e o e g Project makes sense or whether the

EBC*L - Business pl&"

i e’ . i il et
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Goals o 25s pl i
) of business planning - Basics of Business Plan Design
4

Select the best alternative

Wishes and brilliant ideas are legion, byt nobody in the world has access
to unlimited resources. Most people lack money, some don't hav;e;ou h
time, and thus people again and again have to choose between altemati%e
decisions. Here a business plan can serye People well and provide them with'

information that is crucial for making business decisions which generate the
maximum output with the given input, 3

Inform and convince investors |

In order to realize most projects, third parties need to be convinced to make
the necessary means available. They won't be prepared to do so, however,
unless they are sure that it is sensible to invest their money and / or time. A
well-designed business plan has a far better chance to convince a bank, a
superior, your husband or your wife than a verbal plea, no matter how much
effort and charm you put into it.

7% 25
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Basics of Business Plan Design - Structure

> Structure and design
of a business plan

Executive summary

» Critical success
factors

ExampleQm

26

1. 1. 4. STRUCTURE OF A BUSINESS PLAN

There is no generally accepted rule of how to structure

a business olan &
frequently business plans consist of the following items:
= Executive summary (short summary of the project)

= Starting position / Actual analysis (of enterprise, business €NVironmen,
business team) ‘
= Marketing plan
= Project plan

= |Investment analysis and assessment of economic efficicncy

-

Financial plan

= Appendix / Notes to the business plan

Executive summary

Decision makers often have little time and, secondly, too little interest tg

be bothered with details. They want to receive a quick overview, which i
their first criterion in deciding whether to deal with the project personally or

delegate it to others.

This highly important part of the business plan determines the direction of
what follows, even though it should not be longer than one or two pages
This may frustrate the author of a comprehensive business plan which com-
prises perhaps more than one hundred pages ("What did | go through z
that trouble for?").

Still, the people who make the decisions have designed many business plans
themselves and have accepted or rejected dozens if not hundreds of others
They know precisely what the one to two pages of a business plan m-ff
hold and which factors determine the success or failure of a project. In mos
cases these are not highly sophisticated issues but simple business-relate¢

questions in connection with the target group, the market situation or th¢
planned costs:

= Are you sure that there are people who would actually spend moné}
on that? | wouldn't Pay you anything for it

- n unwer
= What do you intend to do if the market leader considers you an u‘ 4 of
come rival and uses an aggressive pricing policy to push you oUt

the market before you have even started?

EBC*L — Business P¥*
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Structure ~

= Are there any alternatiy

es that are more ece
to nearly the sdme resy/

ts? Nomical and cou

Id lead

This list could be continued endlessly

policy, personnel and Production ca
location and many more.

: : to as cr!tical success factors ang include those
crucial elements which haye & particular inflyence on the success or failure
[

of an enterprise. For that reason, one must be famijiar with them and pe

prepared to answer questions which are almost always asked when

: a business
plan is presented.

Starting po-ition / Actual analysis
(of enterprise, business environment, business team)

Only a person who knows about his present

and take appropriate steps to realize them.
needs to start from a solid actual analysis.

position can set realistic goals
This is why any business plan

The business organisation itself and the business team need to be examined
thoroughly. Accounting statements such as the balance sheet and the profit
and loss account as wel| as cost accounting results provide the necessary data

Still, you need to look beyond your nose as well. It is not just your own
enterprise, the department and the project that must be anal;_'sed, L.>ut also
the business environment in which the enterprise operates (including 'the
Competition, the legal framework and predictions of future trends) requires
scrutiny.

Marketing plan

Eventually projects must also be marketed, so that‘ they reach. tl‘l(ieocnus/t\i:w:.r
and contribute their share to the success of the busmes; org.;tamsain détan-
rough marketing plan ought to take care of the following items :
= consider the needs of the customers
= design a product suitable to meet those needs o
i i osts
= work out a pricing strategy / figure out the associated c

’
EBC*L - Business plan ~°
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plan Design - Structure

Basics of Business

- communicate the project, 1.€. develop a strategy that makes the custq,

mers accept the project

Project plan

Realizing a project nee
ces. A project plan must present and explain the major project stages a

estones and must not ignore possible restraining factors.

ds detailed planning of time and the necessary resoyr.

mil

Investment analysis and assessment of economic efficiency

A project should always yield more than it costs. It should be profitable. It
i< the task of an investment analysis and / or an assessment of economic

efficiency to demonstrate just that.

Methods include a number of different procedures, which range from the
simple static calculation of the break-even point to the construction of sophi-
sticated dynamic models by means of the calculus of probability.

Financial plan

The best ideas and the most profitable investments cannot be realized if
the enterprise cannot afford them. It happens quite often that a firm runs
out of financial means and has to step on the brake when it is only half way
through a project. It is therefore crucial to determine whether or not there
will be sufficient funding for the project.

Appendix / Notes to the business plan

In order to keep the core of a business plan concise, additional information

should be added in an appendix.

£BC*L — Business P



Structure ~ Basics of Business Plan Design

Examples of the basic structure of a business plan

The table below shows you in cue words how a busine

projects can be put together:

= establishing an enterprise

= bridging loan for an existing enterprise

= company-internal project

TEstzi_M}éhing aT

! enterprise

|

ss plan for the following

K>
Exampm

Bridging loan for an
existing enterprise

Company-internal—
project

;
Executive

| summary

e

! Creat idea. We are the first
and only ones in the market
to offer the product. Con-
ditions couldn’t be more
perfect.

Will be in the black in three
years at the latest.

The enterprise that has
been successful for years is
facing difficulties because of
the unexpected bankruptcy
of a major customer.

Will be profitable again in
two years at the latest.

Half of the loan can be
secured by collateral.

Because of higher capacity
and better quality, the new
machine will eliminate the
supply shortage which has

already cost us many custo-
mers.

The investment will pay off
in 24 months at the latest.

’ Actual analysis

The entire industry is suffe-
ring from ...

In the course of working on
...the idea of how to solve
this problem came up.

Competing products cannot
be expected to be offered
any time soon. Require-
ments are met because of
years of experience in the
business.

My partner has the neces-
sary skills in business admi-
nistration.

The enterprise has been
producing  high-quality
merchandise for fifteen
years. Most of its products
are at the beginning of their
life cycle.

The firm has been able to
build a considerable custo-
mer base and secure a 20%
market share in an expan-
ding market. The personnel
is well-trained and highly
motivated. The manage-
ment has excellent inter-
national business contacts
and has the necessary
experience in entering new
countries.

The old machine does not
have the necessary capacity
to meet orders in time.

In addition, its high failure
rate results in full-day pro-
duction losses.

In such cases, workers are
idle and must be paid expen-
sive overtime at a later point
in order to compensate.

EBC*L ~ Business plan A%. | usin »




Marketing plan

;
4

Establishing an
enterprise

As the product may help
enterprises save hundreds
of thousands of euros,
demand for it is huge

It is an innovative product
that requires quite some
know-how and it will not
be easy for possible com
petitors to imitate it

It will therefore be possible

to apply a skimming pricing
policy, i.e. to sell the pro- |
duct at a high price

Distribution will be to custo-
mers directly.

| The target group will be
| addressed by PR articles
| In special magazines and
direct mailings.

; Project plan
!

30

| The planning phase will be
| completed in two months,
| atwhich point realization of
the project will start.

The following four stages |
are the milestones of the
project: ...
|
|
|

Interim results can be
expected on the following |
dates: ...

Completion of the project is |
scheduled for ...

Bridging loan for an

existing enterprise

Demand for IS Se¢

for years to come.

urec

Market potential is particu-
larly high in the following
countries

The products are regu
larly adapted to customer

requirements.

A skimming pricing policy
can be maintained because
of the outstanding quality
Effective distribution is
guaranteed because of our

Company-int-:-m.:‘
project

nere s ne dank
nere is no doubt that sk,

will be sufficien

t demand ., Investmen|
the larger number of g lysis and a
that can be produced ;'.-, : ment of ec
result of higher cz efflc:cnc.}.

can expect prices to roma.
stable, and our sales tas-
can finally guarant

customers supply

7

Of the
desired quantity.
Customer satisfaction ar
loyalty will thus further
increase

business partners’ excellent |

contacts with customers

| Once the bridging loan has
| been granted, our company

will instantly address and
move into the target mar-
kets ...

Our first investment returns
can be expected at the fol-
lowing time: ...

Financial pl

Asdeliverycanbee
four months at the earbest

the new machine s
ordered instantly. Putl
into operation will take ¢

month. (For this proce

followng

workers with the folio
qualifications are neevts

| ﬁ-n"’
gnal M

After one additi
at most, trial operation
start

Appendix

The machine will b€ "
operational after sX T
from the date of 97

3
=
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Structure - Basice of Business Plan Design

Establishing an Bridging loan for an

| : Company-internal
enterprise | existing enterprise project
IIn\/'estmjnt ana- Annual fixed costs are . The loan amounting to ,.H Aéqun;xtnor{ c;sts 7for‘thc
sis and assess- . woul i i
y : S : Variable costs will be ... would secure the existence equipment amount to
ment of economic . _ of the firm for years to | euros
efficiency | The price of the product will | come.
be... |

| If the loan is not granted :ﬁ:ﬂ’;:pwty "';0‘:“ s
) : P B E é b ut Dy ... units. In addi-
: Z:Crc:gﬂe‘;z\t/cn S:ilt:t will ‘ Insolvency of the business | tion, variable costs can be
. cannot be ruled out. In this | lowered by 20%. Repair
case, the bank would lose | and maintenance costs can
‘ part of the current invest- | be reduced by 40%.
| ment credit amounting to
.. as well as a client who
could bring lucrative future
business (in the form of
export transactions, for

| example). L

This means that the invest-
ment will pay off in 24
months at the latest.

S a2
Financial plan

For starting the business, | Because of the additional | We are aware that invest-
the following investments | loan, our current equity | ment activity has been gre-

amounting to ... are | ratio of ... percent would | atly reduced as a result of
required. | temporarily drop to ... per- | the financial situation of the
- . t ise.
We have equity capital cent enterprise
amounting to ... Current expenditure can be | Because of the short amor-
A § | covered by our cash flow. | tization period, however, |
| et e In 18 months at the latest | "€ &XPect the projectio be
We will be profitable as early | feasible.
z : : we can start repayment of
l as in our third business year, |
: : the loan.
' in which we expect the rate
of return to be ... percent.
This figure will jump to ... |
percent in the fourth year.
| In year five we will be able |
) to repay the entire loan. 21 2 : : s
* Apper;dix AL lﬁ;i;dcd in the appendix: | Included in the appendix: | Included in the appenéux,
- CV = annual accounts of = cases of malfunc_tuon
| = results of market | the most recent years / days of downtime
' | analyses = CVs of board ' over the past year
| B datayanalyses | members = technical description
| | - etc = customer lists ‘ of the new
| : = press reports | equipment
‘ o cost estimate | 55

31
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o yccess 1aciv
Basics of Business Plan Design = SUcC

ING A
" CRITERIA FOR ASSESS
e 5USINESS PLAN — SUCCESS FACTORS

: tlined above, you can distinguish between two basic users of a bus ness
As outlined & )

plan:

« the person designing the business plan

: A - itment to provide financi v
« institutions and people whose cor‘nmltmc t pA ancial or any
other sort of support is sought; in other words, those to whom yq,

have to sell the business plan

in order to convince the latter, you need to consider the follo-.wng in

advance:
« What are the goals of the institutions?

« What are the goals and needs of the decision-making individuals in
those institutions?

Possible goals of the institutions:

> Assessment criteria = Banks pursue two goals: Firstly, they want to offer loans to as many
clients as possible so as to make a profit through interest income
Secondly, they have to make sure the money lent is not lost. In order
to protect themselves, they demand that the borrowers secure their
loans (through mortgages, guarantees, etc.) and they thoroughly exa-

h | mine the businesses to which they lend. The basis for such scrutiny is
' l a business plan.
i

“ - Thg same is true for investors who are asked to put money into 2
,' busnness. They _have to be convinced that the potential return on their
, mvestmgnt justifies the risk and that a certain investment income in the

form of interest or share in the profit can be expected.

| = National and international funding authorities want the available tax

| mo’l‘ey to be used most effectively so that economic and socio-politica

‘g)?:vzctant:e treached. In each case they want to make sure they can
O Ine taxpayers that their i oF arly and
used wisely, money is administered properly
=

i | Finally, management teams v
|.ts c.ontribution so that priorit
liquidity are reached and saf

ould like each and every project to make
y business goals such as profitabihty and
eguarded.

1 These goals m :
' ust be eviden ; 2
i continuous reference to tthroughout a business plan, and there must &

the goals, how the project can contribute to accomplishing

EBC*L - Business plan



Success factors Basics of Business plan Design I

Coals of individuals:

Outside observers often

overlook that bankerc : i
: : €rs, investor [
business executives are also human beings - even i T i

; f they are b si “ori

ented. Accordingly, they too often trust the; . usiness-ori-
X eir gut f

decisions and are therefore influenced by: gUt feelings when they make
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= the prestige and image which a project signals

Examples: "
= a banker who can pride himself on having facilitated the idea of £ %
the century or having saved an important community business and xamples

= @ managing director who announces in a
his leadership, business o

have been opened

= the head of a data processing department who is proud to tell the
members of his team that their firm’s IT system is the most sophi-
sticated and user- friendly equipment in the entire region

press release that under
utlets in as many as ten new countries

L S T T e P
S ITS MR - .

Those who manage to present business arguments convincingly and at the =
same time meet the individual requirements of the decision maker will have
the highest chance to succeed. .

Some individuals, however, are prejudiced because of some bad experienc-e
they had in the past. Business people, for example, often gllege that_techm-
cal engineers focus only on technically perfect solutions without paying any
attention to the economic goals of a project.

Itis therefore worthwhile to be aware of such prejgdices anq to ma:<e g\t/ezrly;
effort to refute them with appropriate arguments in the business plan its
and in the course of its presentation.

. ibution mar-
Corectly used business terms, such as break-even poin, contrbuton mar-
gin, etc., will certainly have a surprising and positive effect o
makers.

{ .' ” ; 33
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an Design

Success factors

nefits instead of features s
e arketing” and "Sales Management” will deal wigp,

rs "M : | i
Although the Chiptfoughly later on, one point sholfid be MENUCHCE S
this issue more tho s be the tangible benefits of a product or a projey
v:ey A camera is not bought because it has eight Mega
ase. he large number of pixels enable a person to

Emphasize b

early stage: It will al
that lead to its purch : o
u
ixels (= feature) but beca . 1 2
tp;:: f7rmt pictures he can really enjoy (= benefit)
C 5 C
y, a business plan should use arguments that emphasize the bene.

Accordingl
fits of a project.

Business plan design

Even if the basic structure of a business plan most frequently resembles the
one introduced earlier on, there is no general norm that determines what
business plans must look like. You are well-advised, however, to follow the
structures that are familiar to the institutions to which you intend to apply.
In doing so, you make it easier for decision makers to find their way through

your business plan.

This means that before you address banks you may want to find out whether
they have business plan forms that can simply be filled in. If you apply for
public funding, this will most certainly be the case. Also enterprises often
have models which the applicant is advised to follow when he designs his

business plan.

The right length

As a rule, a two-page business plan will be too short and is likely to signal

that you ha\_/e not dealt with the subject matter thoroughly enough. On the

sther hand, |.f decision makers receive a volume of a hundred pages, they wil
€ equally displeased because of the time pressure they are subject to.

N general, five to twenty-five Pages, depending on the complexity and size

|
g J€CL, should be sufficient to allow outsiders a good view into the

g
'Y.Q\ i
" B T EBC*L — Businessplan
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The right language

It often happens that decision m
C akers don’
background knowledge. If possible. difficuln Al il te(;hnical
plicated details should therefore be left o o
> ut o : i
simple and comprehensible manner. 4 (0 the Aymanin a

ttechnical expressi

As mentioned above, correctly-

used business expressi
_ , essions cr ;
onal impression. P create a professi

In addition, long compound sente

Finally, spelling mistakes make an
can be detrimental to a business pl
should therefore use a spell-check com
skills of a third party to eliminate all mistakes.

Realistic assumptions and correct figures

The purpose of a business plan is to dccompany its designer and help him

accomplish his goals. The underlying project must be described and presented
in a neutral and realistic manner. The rules are

= to make only realistic assumptions; don't exaggerate

= to design a best-case / base-case / worst-case scenario, i.e. calculate
the project on the basis of excellent, average and poor circumstances

= to check your calculations. Miscalculations are one of the killer argu-
ments that can rule out any further favourable treatment of a business
plan.

Visual stimuli

Charts, diagrams and pictures may help to present issues and relation-
ships in a more comprehensible and attractive manner.

EBC*L - Business plan -~
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Basi :
SICS of Business Plan Design - Success factors

Reasons for rejection

> Business plan design: There are various reasons behind the rejection of a business plan. The figs .
mistakes topped by: b
= "being at the wrong place at the wrong moment”

= the project doesn't fit with the enterprise’s strategy and / or it ,,
porate vision

= the features and characteristics of the project are brilliantly describeq
but its benefits are unclear or have been poorly presented

= there is an imbalance between cost and benefit; the costs are not
justified by the return

= the business plan offers a vast number of details but doesn't focys o
what really counts

= number mysticism instead of clear and concise calculations

N e T

Tl
de
ca

Doi
high
bec

Itist
tion,
the sc
One |
whett

Goals,

explair
and pk
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”
Difficulities and limits

1. 1. 6. DIFFICULTIES IN AND Liy7s 1o
ENTREPRENEURIAL PLANNING

The future is the major Problem of Planning

ltmay very well happen that the futyre circumstances that influence a project
- - X

turn out to be completely different from what was assumed in the business

plan. It is of paramount importance to remember that

In practice, it happens far too often that those who have spent quite some
time on planning a project thoroughly are unaware of such changes or,
perhaps, don't want to notice them. They refuse to let go of all those data
and numbers they have calculated, figured out and defined with such great
care, and want hold on to them at al| cost (in the proverbial sense)

Where do the (correct) data come from?

The past and the present may also pose significant problems to business plan
design. In particular, collecting the data necessary to make certain assumptions
can be arduous, and answers to the following questions must be sought:

= What is the real size of our target group?

“

What are their real needs?

= How successfully do the competitors operate?

What goals do my partners / my employees pursue?

"

Have costs been calculated properly?

Doing research on the market and on your own business situation may be
highly time-consuming and expensive, especially when research studies must
be commissioned or when external consultants need to be brought in.

Itis true that the Internet represents an easyly accessible source of informa-
tion, but you may easily get lost in it. Besides, all data retrievgd - regardl.es.s of
the source of information — must be taken with a decent portion of scepticism.
One can never be sure whether the random sample was selected properly,
whether the questions asked were unbiased, etc.

Goals, content elements and basic structure of a business plan ha‘vc nowl b::;
explained. The following chapter will introduce the most important analy

and planning instruments of business management.

EBC*L - Business plan 9
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Learning targets:

» Being able to explain the goals

: and stry
nesses analysis Ucture of

d strengths / weak-

> Being able to explain the goals and
: - O~di> dNda stryct :
analysis ure of an Opportunities / threats

» Being able to explain the 80als and stryctyre ofas

A : WOT analysis
> Being able to explain the 8oals and stryct,

€ of a scenarip analysis

> Being able to explain the 80als and structyre of a portfolio analysis

> Being able to explain the 8oals and structyre of a life cycle analysis

> Being able to explain the goals and structyre of an ABC analysjs

> Being able to explain the term “creativity technique”

> Being able to explain the term "bra/'nstorming ¥

Business management has developed a number of tools which greatly support
an enterprise's business analysis and planning processes and offer people
valuable help in personal / private situations as well.

The most significant aspect is that the application of these tools forces peo-
ple to put thoughts and plans which otherwise exist only in their minds into
writing. Once on paper, everything can be put into a certain order and can
be displayed with such clarity that it is apparent at first sight which decisions
need to be made.

The application of these tools plays an important role for the planner§ o2
well as for decision makers, who request it or even consider it a pre-requisite
because it enables them to make quick decisions based on solid fundamen-

tals.

In the following, this book introduces a wide range of tools \;Vhl(':hd(i:jir(;ubael
applied in business plans and project plans in general or usedrisr;r;vcra, 7
Projects. Depending on the complexity of the problem scegla_ o
these tools can be combined (as in the case of setting UPIa 'u?:rethep"Sum-
only one suitable tool may be selected (as for an ABC analysis

mer Party for Regular Customers” project).
S i ort us in
The Bossi Pizzeria and the entrepreneur Mr Bossi himself will supp

presenting these tools.

o
4
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Analytical and Planning Instruments

¥ 2.9 STRENGTHS / WEAKNESSES ANALYSIS

= ‘e beer nese scholar who saic .
A long time ago therem ust have been a Chi s aid, "Th ou

» Strength Weak- tr ‘"t'](‘” our strcngths and \'/Pc‘k('n YOur weal 5

nesses analysis hout your life try to strer o eak.
nesses

This wisdom certainly applies to everyone Still, in order to follow this ryle

Yz » = - 114
you need to analyse what your strengths and weaknesses actually are

pPerforming such an analysis, which focuses on an enterprise’s internal stre g
and weaknesses is easy and comprises the following steps

« Step 1: Analyse strengths and weaknesses.
In addition, you may try to determine and categorize the significance
or weight of individual strengths and weaknesses.
- Example: 1 = highly significant, 4 = insignificant

= Step 2: Plan measures to reinforce your strengths and eliminate or
mitigate your weaknesses.

Bossi Pizzeria: Strengths / Weaknesses analysis

A c - TRENCTL
SIGNIFICANCE | MEASURES TO REINFORCE STRENGTHS

Certain activities should encourage the
| 1 guests to do even more word-of-mouth
‘ ‘ promonon

L | Mr Bossi is very popular with his guests, Mr Bossi should spend a considerable
many of whom come because of }m.x, 7

amount of time with his guests and dele-
— 2 T R et \ ,,ate other tasks as far as possible.

| The pizzas are known for their quality. g

7 Tdke measures to secure quality.
| The rcaular stafflg lo / 2 5 ' i N

ya and h/uhly Make y 0

lake sure that the good working

| motivated. 3 ;
7’_/_ | atmosphere is maintained. e

1€ location of the restaurant /s excep- .
L tionally favourable. F 1 . No measures necessary.

A guest praised the assc YR — —
€ assortment of fine f the
| wines. L 3 Find out whether other guests are Ol
Rty N _Lsﬂl_n’ Op/n/on.

40

plan

EBC*"L - Business f



Strength Neal
S/ Weaknescec 1 Roea
[4 Weaknesses analysis - Analytical and Planning Instruments

WEAKNESSE

e S

SICNIEIA A BTV T
: , : “RE | IVIEASURES TO ELIMINATE WEAR ;
The financial situation of the firm | y ‘
Win-Is " Find creditors
tense. :
k- *" T —— e — + ———— —t 2 S - < <
The menu has not been changed fo ‘ [ O ! o o 1
scd ior | Offer new dishes at least on the menu of |
/e4ars 7
yed ! the day and plan medium term changes
3 e S s 2o to the general menu
Mr Bossi runs the business autocr- ‘ e e T 1
\ ,.[ C ' { tocrats 7 | Mr Bossi should attend a leadership traj-
cally. -
call) 7 — | ning seminar.
2h ' JOr 1 ) y | B il% 72 e 2 2 =T R e ci 73 el
Labour turnover is high . | Hold staff talks and put planned measy-
|
, res into effect \
A e S e e e Vg 18R S RTES S — |
The kitchen equipment and the pizza > Ask for cost estimates for new equip-
oven frequently need repairs, | | ment.
Residents complain about noise pollu- ‘ 5 | Offer a free meal to local residents once |
|
tion and smell. a month 1
The storage basement needs repainting. 3 [ Ask for cost estimates

These lists of points are themselves enough to offer excellent insight into the
business and give ample advice for future activities. On top of that, one must
remember that the external business environment will present the enterprise
with a number of positive and negative surprises as well.

41
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n
’ ] Analytical and Planning Instruments - Opportunities / Threats analysis

1.2.2. OPPORTUNITIES / THREATS ANALYSIS

A second basic rule is to seize opportunities and to protect yourself .. B
risks as well as you can or to take precautionary measures.

> Opportumties /
Threats analysis

T
Ihers

The opportunities / threats analysis which focuses on externg| aspecs
developed in a similar manner as the strengths / weaknessec analyeic

cnam |

comprises the following steps: in Bos
= Step 1: Analyse opportunities and threats. | A i
- At this point you may categorize according to two criteria- atax ||
1 a) Significance: How important is the opportunity / how serio, Seall
! risk for the future of the enterprise? e
| b) Probability: How likely is the opportunity / the risk to occyr 1 and wi
1 = highly significant / highly probable ol
4 = insignificant / highly unlikely A new
the prc
= Step 2: Plan measures to seize the opportunities and avoid risks ‘ ?”w‘”"f
ime is
e Bossi Pizzeria: Opportunities / Threats analysis
OrrORTUNITIES SIGNI~ | PROBA- | MEASURES TAKEN TO SEIZE OPFORTU!
FICANCE BiLITY 2
: A rival business goes bankrupt. Chan- Intensify promotional activities
‘ | ces are good of winning their custo-
mers and recruiting their excellent 2 2 Initiate talks with the cook.
Cook.
{‘\ large eqterprise with 500 employees Talk to the company managemen!
is re/o;atmg to Bossi Pizzeria's immedi- 1 1 with reference to arranging lunch '
ate neighbourhood. the employees.
One can bid for a special bottle opener Bid for it.
| on the Internet. 4 2
- EBC*L - Busin
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Oppo

| Risks

| | Siom

rtunities / Threate analysis - Analytical and Planning Instruments

I’J(l‘

BA- Measures TAKEN TO GUARD AGAINST RiSks
- — l FICAN BILITY
g e L A R G|
| There are rumours that a U 5 P’-’/d T ‘ /ntenSIIy market:m: dnd PR offorts |
‘ chain is planning to open a re Staurant EiSy 3 | to prevent the rival from realizing its |
| in Bossi'’s immediate ne 18hbourhood. 2 plan. Take particylar care of regular
R e RN | ‘ customers
[ A tax audit has been d”"()“”wd ‘”’d | ‘ Make an dppomtment with the tax |
l a tax liability of as much as 30,000 Nt o3y 1 | consultant ;
| euros may have to be xc'f{/cd | ‘4 ‘
| The crime rate in the d/sm(t IS rising, ‘ Better parking lot lighting,
| and women dare come to the restau- 2.2
rant only with chaperones + 3 |
A new building will be (O!?Sifu(fed on | Renovate the unused inner yard as an
the property next to Bossi Pizzerja’s alternative. Talk to the builders and
’ outdoor dining area. Construction . 5 arrange for construction to be discon-
| time is expected to be two years. ‘ | tinued on weekends, to guarantee
’ | | undisturbed outdoor dining for that
’ | S 1 time. !
AL
L -
4
»
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Analytical and Planning Instruments = SWOT analysis

1.2.3.SWOT ANALYSIS

ow what is hiding behind the abbreviation <,
d combination of

SWO7T
SWQO

Alert readers may already kn

1 » SWOT analysis .
analysis’: Itis @ sophisticate

| « the strengths / weaknesses analysis and

= the opportunities / threats analysis. |
* Both analyses are presented in a so-called SWOT matrix that is designe '
follows:

E

| x

INTERNAL ANALYSIS T

SWOT b

analySis Strengths Weaknesses ' R

| N

: A

x !

: S-O strategies: O ot »
iz Pursue new opportuni- R eHELCRICS A
O o] . imi aveaknecon

R | Opportunities | . inat gowell with the | ST WK | N |
N company's strengths. JERE=Ew opportunt | A |
A e
L | v |

S

4 [

: A S-T strategies: W-T strategies L |
'4. L Threats Make use of company's Develop d(:efc-‘,rc ’

‘ Y strengths to fend off as not to allow existing [ |
: S threats. weaknesses to become e
' | targets of threats.

E s

The two most important areas to focus on are:

= the combinati
bination of good opportunities and major strengths and

= th PR ]
e combination of major threats and major weaknesses.

Lt
ﬂ' EBC*L -

44 .
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INTERNAL ANALYSIS

SWorT analysis -

Analytical and Planning Instruments

———
———

i

EBC*L - Business plan

ANALYSIS S e ———
TRENGTHS =
St Weaknesses

S: Bossi Pizzeriz | : Dr

it et era is an employer of | W: Bossi Pizzeria is suffering from low
E gy i liquidity.
X O: The ri .
T | Oprorrumimes | = "€ "val b“?’ ness goes bank- | O: The neighbouring business outlet
: rupt c?nd (here is the chance to becomes vacant.

recruit their excellent pizza cook.
R = No activity
N = Seize the unique
A opportunity
L
A
N S: Bossi Pizzeria offers pizza deli- | W: Because of high costs, Bossi Pizzeria
A very service. cannot win a price war.
L
X | T: More and more people want to | T: A pizza chain is planning to open a
S THREATS eat their pizzas at home or at the | new restaurant in the neighbourhood
/ office. and offer their food at dumping prices.
3 = Fxpand the delivery service = increase promotional activities to

draw the customers' attention to
outstanding quality
45

o
R 1
A
o




» Scenario analysis

|

T - » analysis
| £ ments Scenaric

A o | Planning Instrumer

\"."."‘.'fl(.ﬁ and Pla 5 y

1. 2. 4. SCENARIO ANALYSIS

Businessmen as well as any other people who are highly
projects of all kinds frequently distinguish themselves from
of one outstanding characteristic: they think positively.

ii(tive rlnd Star
others becaye.

= From the moment of establishing their enterprise, com
see themselves taking a bath in millions of doll|
Scrooge McDuck,

Pany promof.
ars Just like Digng,.
ey's

= Employees who have a stroke of genius visu

alize holding a top positi.
in their enterprise very soon.

= Homebuilders expect their multi-store

y house plus SwWimming Pool anq
electric awnings to dppear in no time.

If it weren't for such people, there would be no enterprises, no innoy
and no beautiful houses.

ation
Still, you must not forget that thousands of enterprises g0 bankrupt, tens
of thousands of projects fail and many homebuilders must sel| the house of
their dreams when it is only half-finished. A simple scenario analysis could
have spared all those people a lot of woes and suffering.

A scenario analysis is quite similar to an opportunities / threats analysis. In
order to design such a scenario analysis, you need to set aside a couple of
hours or days and think seriously about what can g0 well and what can go

wrong with a particular project. The rest is again a simple approach that can
comprise the following steps:

Step 1: Draw up a best-case scenario

ive aspects have been listed, you could allow realism
to set in and try to figure out how likely these scenarios actually are to Cfiv.'
(estimate the probability of occurrence). Particular attention will then be paid
to those scenarios with a high probability of occurrence.

T = highly probable

4 = highly unlikely

: v the
Finally you can think about what You can contribute in order to allow ¢
"“best case” to become reality.

EBC!
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Scer r Nalysie An C ne Ming nstr ments
Ao anq 15 -  { f t
vs lylica and 1 ) I t

BOsSi Pizze ra: Bect

LdSe ¢, Cnario
PHTE .,
BOSSs
BEST-CASE < ENARIO |
| [ P "BABILITY o Possiare "WEPORTIVE Acy TIES
| ‘ URRENC o
» Pizzas become fashionaple / /H."/I/y
popular again, 3 Create new P122a prodycts and thus raise

[z y | lurnovey further
| Two competitors £0 h.mk/upf '

, Win new ustomers

!
e — g | Recruit cook of hrmlv./u/)[ competitor
[ The ec onomy fs bommng and people

| have enough money to « end 2
16T money & pend. | like *fish weeks",

I M,lrkc-hm:

| The number of pizzas sold can pe r/us—cd
| by 10% and Prices by 20% )

i

Step 2: Draw Up a worst-case scenario

After you have drawn up the best-case scenario, you should stil| have some
energy leftin order to tackle that part of the scenario analysis that js probably
the more important one: listing all those horror events that could occur in the
worst case. This collection of atrocities is referred to as worst-case scenario,

As with the best-case scenario, you can estimate the probability of occurrence
here as well.

1 = highly probable

4 = highly unlikely
In addition, there is a second important step to be taken. You need to con-

sider

= what you can do to prevent some of these scenarios altogether

and
~ what measures you can take so as to keep the damage to a mini-

mum.

EBC*L ~ Business plan »
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Analytical and Planning Instruments - Scenario analysis

WORST-CASE SCENARIO

PROBABILITY OF

POSSIBLE MEASURES

ano

OCCURRENCE
| Increasing health awareness makes piz- 5 Cre'*ate MW pizza products such 35,
‘; zas less popular. “pizza light” line.
| The U.S. pizza chain "Superpizza” Reduce prices, take greater care i
: opens a restaurant in the immediate 2 lar customers, offer wider selection rJ
L. neighbourhood. address new target groups. :
The economy is going downhill, unem- Offer low-price "pizzas to go”.
. ployment is increasing and people have 4
no money to spend at restaurants.
The restaurant is devastated by a fire. Take necessary precautionary measy-
-4 res against fire and take out sufficient
insurance.
The number of pizzas sold drops by Analyse target groups and win new
20% although prices were reduced by P customers.
15%. Provide special services such as delivery
of meals for lunch.
Step 3: Draw up a base-case scenario
Finally, one can try to deduce a highly realistic scenario (= base case scen
from the best-case and worst-case scenarios.
Bossi Pizzeria: Base-case scenario
: ; be raise’
The quantity of pizzas sold remains unchanged. The prices ¢ar
by 5%.
P2
- .)4; / : Y
48 i DUSInNegss




Portfolio analysis —

1. 2. 5. PORTFOLIO ANALYS|S

Portfolio analyses are 3 won

be used by an enterprise in \, B¢ decision-making and can

ferent areas.
This important planning instrument of business m
help anyone towards better time m
first explaining what an “importanc

; anagement can, for instance,
anagement. We want to approach it by

€ / urgency portfolio or matrix" i

Importance / urgency portfolio

Many of you know the problem of days being too short for you to take care
of everything that needs to be done and to work off the pile of to-do items.
This situation is frequently aggravated because people again and again pay
too much attention to insignificant problems and, as aresult, lack the time to
face what actually are the major challenges that urgently need attention.

An importance-urgency matrix may help in such cases. It requires the
following steps to be taken:

= Step 1: Prepare a to-do list.
= Step 2: Evaluate the importance of the to-do items.

= Step 3: Evaluate the urgency of the to-do items.

Bossi Pizzeria: Scheduling Mr Bossi's day

Without any portfolio analysis, Mr Bossi would have spent his day as
follows:

= 9:00 a.m. Appointment with the restaurant furniture representa-
tive

= 10:30 a.m. Visiting the cell phone store around the corner

= 17:00 a.m. - 2:00 p.m. Routine restaurant activities

= 3:30 p.m. Rushing to the wine fair to check out new products

=  6:00 p.m. - midnight Restaurant activities

' : ed to be done
oh. there was something else that needed tc

”“”2 wi n U) la n /ld”!
for the D Hlt { e lax consu
C ( al)[ (0] = :

v

and then ...

preparing everything f R P
because of the upcoming tax audit. Mr Bossi,

for that now.

EBC'L - Business plan ¥
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Portfoli

Meaningfulness and clarit

Y are enhanced ;
in two-dimensional form further if

: th ivit
N a so-called Xy matrix: ¢ activities are presented

y

4
2 Chair upholstery Tax consultant
z
e
e e
= :
E| New cell phone | Wine fair

L » X
Urgency

= The horizontal axis, known as the x-axis, shows the urgency of the
to-do items.

= The vertical axis, known as the y-axis, shows the importance of the
to-do items.

= The plane that is created by the two axes is divided into four regions,
called quadrants.

= The upper right quadrant holds those items that are both important
and urgent. They have to be given priority.

= |tems that are neither important nor urgent and can thus be ignored
are located in the lower left quadrant.

= The upper left quadrant includes to-do items that are important but
can be postponed to a later time.

= |tems that are urgent but of no great importance a(ekp:jacgg(;: ::
bottom right quadrant. For each of these items, a Guic eci s
to be made: whether to take care of them instantly or not to take

of them at all.

‘e folio
Market attractiveness / competitive strength portfoli

amework in business manggement 'f
trix of the 'Boston Consulting Grou;;
trix is a later and more adva‘nce

developed by the Mc Kinsey

The best-known portfolio planning fr

the market growth-market share ma i
management consultancy. The McKInsey

4 s
form of the BCG growth-share matrix and wa

EBC*L - Business plan
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5 ic
nning |nstruments = portfolio analys!

Analytical and Pla

consultancy incC

o-operation with

General Electric. In the McKinsey
eplaces market growth and competitive stre;

market attractiveness r
used instead of market share.
Such portfolios serve enterprises as a basis for decision-making and help i,
to determine which products occupy @ strategically important position
which products can be ignored or even eliminated. Below, a combinatiq,
the BCG and McKinsey matrixes is used.
-
(3
i .,5.9_5.5..!‘.E.t.zz.e.f..@.:..M.@A.r.k.e..t...cz.t.tca.gt..l'y.c:nm..{ _competitive strength portf
We focus on four products of the Bossi Pizzeria and evaluate their n
attractiveness and competitive strength. A
MARKET COMPETITIVE BRIEF COMMENTS
ATTRACTIVENESS STRENGTH £
h
4 ... VERY HIGH 4 ... VERY HIGH ¢
7 ... VERY LOW 7 ... VERY LOW 0
| Regular pizza e
Bossi Pizzeria is known for making !
1 4 best pizzas in town. Still, the marxe!
| , s . ]
(1 | determines the prices and customer
§ 1 = are v P b roes
“ | 1 Pizza d'art ery sensitive to price ;#7; 1ges
Y -
[ | The idea that the pizza toppings (W't
bt ‘ exclusive ingredients) should resemp
‘ 4 4 famous paintings is well received are
customers are willing to pay douv’s
the regular price. After all, this 15! '
b Catering you get only at Bossi's.
‘s Recently Bossi Pizzeria included ¢ (€
| 4 ’ ring service (for company meetins’
Christmas parties, etc.) in its portio
Exclusive This service is profitable but cO™/¢
A tion is fi
Vornes n is fierce. B
1 Orders for 400-euro wines are placet
\\ { th.ree times a year at the most. I
l\\ wine merchant around the corme’ ™"

more attractive prices.

52
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Portfol y
10 analysijs - Analytical and Planning Instruments

Following the above evaluation, another two.-dime
The y-axis shows market attractiveness ang the
and the products are placed in the m '

nsional chart is produced.
X-axis competitive strength,
atrix dccording to their evaluation,

y
24
L
c
L
= :
Y] : : ¢
g O Catering = ? : O Pizza d'art = Star
S R S
e e
x : .
< | © Exclusive wines = Dog O Regular pizza

: = Cash Cow
——— — X
Competitive strength

Among other things, this particular portfolio became known because of the
highly distinctive names and symbols used for the four categories of products:
cash cow, star, question mark and dog. This portfolio gives clear guidelines
of what to do with the products in the four categories.

EBC*L ~ Business plan




Analytical and Planning Instruments =

portfolio analysis

the BCG terms, their evaluation, examples gf Boss

The table below lists X
es.
products and recommended strategi
: Strate
BCG name / | Evaluation Product 8y
symbol ERE SRR : ‘ =
vet attrac- | Regular pizza | To be kept in portfolio. Benefit from W
Cash cow tL.ow ma\rbet ;'gh been built up over the years. No major invest.
iveness but hi : ;
3t s (such as expensive promotional ;
(lower right competitive strength :‘“eee':; t(() BE made.p P Campaigng) |
quadrant) . i |
Star High market attrac- Pizza d'art Such products are desirable becausg of a bright
tiveness and high fgture that promises success. Securing and expan. |
(upper right | competitive strength dmg SL.JCh positions are necessary (and require
major investments).
quadrant)
Question | High market attrac- Catering The decifion must be mafifz whether to invest in
mark tiveness but low com- order to umprgvc competitive strength (i.e. move
petitive strength to the upper right quadrant) or to leave things as
(upper left they are.
quadrant)
Dog Low market attrac- Exclusive Eliminate from the product portfolio instantly so
tiveness and low wines as not to tie up any resources.
(lower left | competitive strength
quadrant)
Additional aspect: Quantitative significance
Ygu may have noticed that the circles in the portfolio have been drawn in
different sizes, which demonstrates an additional important feature. In 04
particular case it is the sales volume.
_Tthe_regu/a, pizza is accompanied by the largest circle, which implies e
; ‘“d(OUnrs for the major portion of the enterprise’s turnover and that the
Z,,O ”d;"”“ under no circumstances be neglected or even eliminated fro"
w;t;zfsmi(; uct portfolio prematurely. The small circle next to the excus'™
§ ._’, | owever, .sllows that this product line produces pm(!/cdﬂy no sale
and should be eliminated instantly
Y.
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Portfolio analysis - Analytical and Planning Instruments

analysis is easy to understand, but things become
into greater detail and must find answer to the

whether a market is really attractive?
ompetitive strength?
B

:lection of assessment criteria:

ize of competitors
;barri'ers for new competitors

ntensity of market activity
rofitability, profit contribution
us forces (such as legal requirements, dependence on weather,

3 o mpetitive strength

: _éttractivenessKnow-how / Erfahrungspotenzial
now-how and experience
w) cost of production

cial strength
“Access to financial and other investment resources
® Channels of distribution / Logistics

= Customer service

Procurement strength

EBC*L - Business plan




Analytical and Planning Instrume

» Life cycle analysis

1.2. 6. LIFE CYCLE AN |
< the way of all flesh and moves through iffeen;

(Almost) every product goe

life cycle stages:

< Phase 1: The be
the so-called int
bation stage is S

« Phase 2: Once @ produc

always difficult and a product has to sypy;
roduction stage- (The preceding development or i ve
ometimes seen as part of it.) cu-
t has overcome market introduction, it ente

the growth stage: The product catches on and sales increase. P

« Phase 3: Atsome point, growth will stall and it will no longer be possib|
to raise sales and profits. The product is well established in the mafk:t

and, if things g0 well. this position (frequently characterized by a high
market share) can be maintained for a long time. The product is nogw

in its maturity stage.
= Phase 4: Once all target groups have been supplied with th
; € product
market saturation has been reached. The product is ini i
ration stage. 3 MOW IS satu-

< Phase 5: During the decline sta
ge, demand decreases, the
becomes obsolete and soon nobody will care about it ar;ymorF::mduCt

ginning 1S

= Phase 6: The logical consec i I
uence is to withdraw the pro
market. The preduct elimination stage has been reafhe((:UCt "

EBC*L — Business P
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Life cycle analysis = Analytical and Planning Instruments

Sales

duction ~ Growth

make sure not to hold too many products in their portfo-
ast their prime, have already passed through their saturation

: now obsolete. If that happens, the enterprise as such may
0 obsolescence and may not be able to hold its position in the

1 the early stage of the growth phase may result in a liquidity crunch and
lead to the firm’s demise.

EBC*L - Business plan
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Maturity Saturation Decline

Elimination
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Analytical and Planning Instre™

REGULAR PIZZA

P1zzA D'ART

5iS
ents — Life cycle analy

C « Sl.i
. product ife cyele analE

_____ si PizZ me pizzeria’s product mix could be designey M
r 3

fe cycle analysis fo

CATERING

EXCLUSIVE WINES

CIGARETTES

HARD DRINKS

Ali
follows: f{_{/-————'—
R SATURATION/ ELimimar
F_’_”/,/onowm AATURE, DECLINE o
INTRODUCTION i S e 7 = |
[ HERERSR
T SRR
/ \q
// :
= X [l = — |
;’_'——_'-‘——__’-_”-4
X R
| X
n—"’-’——-‘—— \4
e X
R —
e e | X
u___’_,__,__-m————’ SR -y
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of Bossi Pizzeria's products, including

] hows that the majority zeria ict
This table show beyond their prime. This is a clear

its lead product (regular pizza) are
signal that there is need for action.
In the past twenty years, market dynamism and market globalisation haye
radically cut product life cycles. From the 1950s to the 1980s companies were
able to sell numerous products (with only marginal adaptations) for decades.
The classical example is the VW Beetle which was sold in 1938 for the first
time and whose production (in its original version) was discontinued as late
as 2002. In 64 years an impressive 22 million Beetles were sold.

Teday you may expect product life cycles to last no longer than a few months,
if not a few weeks.

= Cell pho.nes are most probably the best example. Today's state-of-the-
art mobile phones are old fashioned in six months at the latest. After
one year they are completely obsolete.

= Software products th

) at are introduced in Europe today are internatio-
nally available as pira

ted copies after a few weeks.
- A nNew generation of shoes, w
lions of euros, is instantly an
@ modified or even an impr

hose R&D costs perhaps amounted o mil-
alysed by competitors who may introduce
oved version of the product in no time.
This means that co
had to spend on de
reason, some industries allow

that are beliey
ed to pay
record a profit). ekl

mpanies h

"1€S have less and less time to earn the money they
‘Jel()pmg’ p

roducing and marketing new products. For that
Only those products to make it to the markets
Within a few weeks (i.e. cover all the costs a1

£BC*L — Business P4




ABC analysis = Analytical and Planning Instruments

Examle

computer)
(replaced by MP3 player and music mobile

analysis is another very simple yet effective planning > ABC analysis
make a valuable contribution to facilitating a business

-making process. It tells you to take care of what is actually

nimportant issues are put at the end of your to-do list or

altogether.

lysis can be used in almost any situation in life and is of particular
for businesses that have to make major strategic decisions.

EBC*L ~ Business plan




the three categoges into which the b
n subdivided. item
L At' r?efzd to be analysed ar€

ities tha
activities t

- A...very important

_ g... important

oG less important

a: My BOSSLS ABC analysis.of his.to:do ttems.

3055.':.E.’:Z.?.?f@.:....‘.... | |
Jook at Mr Bossi's to-do list but expand the t:meframe
; ;

4 ;gai{;;at’:f do items are waiting for Mr Bossi's ACEHEEHIEES Coming
The following T

week: ‘

d staff talks, negotiate new cell phone terms, appointment vt

= hol cosnsu/tant visit wine fair, have new business cards deSigne dand

;t:arfnted organize Christmas party, redo menu, buy new PC, loan iego-
tiations with bank

Given all these activities and tasks, it is quite obvious that Mr Bossi cannot
possibly tick off all the items from the list in the course of one week. It is
simply a lack of time that won't allow him to take care of everything.

< For that reason Mr Bossi has to concentrate on those items which

may in fact be crucial. They are of highest priority and known as A
activities.

= |f there is any time left, Mr Bossi may turn towards other activities

which are also important but are not perceived as having highest
priority. They are referred to as B activities.

The remaining tasks should be tackled only if no A and B activi-
ties are left. These activities with lowest priority are labeled C. It

is highly unlikely, though, that Mr Bossi will have time for them
because for the company management new A and B tasks are added

constantly. C tasks should therefore be ignored or delegated to
others.

o8

A ¥




ABC analysis — Analytical and Planning Instruments

i can apply this ABC analysis to his own time management.
ibels all the activities with one of the letters and then puts them
» proper order.

ks
t with tax consultant
ristmas party

54
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C method may help a person to manage his own time schedule but
frequently applied to analyse important business situations quickly.
ples are the cost analysis and the customer analysis.

L

st analysis

i Pizzeria: Mr Bossi’s false victory

....................................................................

e Mr Bossi has received the bad news that his business made a loss last
it is obvious what must be done: Costs need to be cut.

led on his desk this morning couldn't have
ter a lot of searching and talking to people
t will reduce costs by 30%.

come?

A3
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|ysi§
_ABCan?

e suumcnts
cal and Planning I

pe confirmed by applying ' ana ;
s are Jisted according to thi:
one bill makes up only 0.1% of m’,’

wnip " and can gy ickly

s ' ]
Lt enterprisé s cost item

] /| the :
Iys,s'ngtfces instantly that tge telep
‘c):sets and must be jabelled C-

Bossi.P..fzz.e.r.f;a.f.s..gq.s.t.m!

CosT IN EUROS |

7 ITEM
Sct:;f (permanently employed) ;2;, zzz
procurement of food and beverages ,
Temporary staff 40,000
Operating Costs 15,000
Van, gasoline 4,000
Insurance 3,000
Telephone bill 500

With the same time input, Mr Bossi could have achieved a multiple in cost
reduction if he had thought about measures of

= how to use personnel more effectively or

......

= how to obtain better conditions from his suppliers.

Reducing procurement costs by only 2% would produce savings which far
exceed the amount the 30% cut in telephone costs resulted in.

= Reduction in procurement costs by 2% = 4,000 euros
* Reduction in telephone costs by 30% = 150 euros

The ABC analysi
Ysis presen
and mana presented above clearly shows why businessmen, controllers

gement consyl R
cost reductions ultants alike first take a good look at personnel when

{ ns are inevit
SEIVICes sector — staff cojtts)lzéeln 'ma?y e o oo e
Simply the largest cost i
item.

62
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nth business anniversary and thank
dinner banquet. He sends out invita-
stored in his data bank. In no time
s seating capacity is exhausted, which
dying the registrations more thoroughly,
1em don’t belong to his regular customers

1€ regular customers after the event either.
oyal guests are now upset. They either
t they would be welcome even without
ance. Unfortunately Mr Bossi must tell
& available. In reaction, some of the regulars
d not see them again any time soon as there

ms could have been avoided if a prior ABC ana-
According to the familiar method, guests would
A, B or C customers (very important, important,

ink about which criteria to apply when making your

t turnover and profit contributions only or do you also

to consideration (image boost through presence of a pro-
ty of customer relationship, etc.)?

EBC*L ~ Business plan
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siS
Instruments = ABC analys!

d Planning
Analytical an ’REA
g b
tomers. il
pizzeria; ABS analysis.of SU3Z25 y,
Bossi Pizzelld:. === T
CUSTOMER CATEGORY & |
'/;’ﬂ Turnover, comes every week
ot ”T’ Turnover, has lunch regularly
w"’" '—'T‘ The cook’s best friend R
G. Blake e oy |
- e n
"aL’T/ B Comes regularly but doesn’t spend
F. McRoug e
C R R Life and soul of every party
£ o t come often i
't com
J. Thompson Doesn b |
J. Hill [ & Unpleasant type & |

Once an ABC analysis has been conducted, Mr Bossi can first invite his A
customers, then his B customers and think about including C customers only

if there is still seating capacity.

For sales people, an ABC analysis can be crucial because many of them fai
to allocate their most precious resource of "time" appropriately and waste it
on customers who yield little. Consequently they don't have the time which
important A customers would deserve.

Additional application scenarios for ABC analyses:
= Product mix analysis:

Does ?hg pr.oduct mix include too many C products, whose turnover
doesn't justify the effort put into them?

= Inventory analysis:

A .
"¢ too many spare parts in stock which are needed once a year at the

most but occupy valuable space?




CHNIQUES

pecial solutions and in order to find those, crea-
vity can take its own course, methods have to
ning is initially excluded and where there are
. Creativity techniques can make the discovery

» which people become mired means the demise of
reater time pressure and stress deprive people of the
d allow their souls to wander. Not only is that a pity,
cause many of the best ideas of mankind have been

ithdraw to a place where one is undisturbed. The famous
and looking "beyond one’s nose” may be quite effective.

RAINSTORMING

1e best-known and most frequently applied creativity techniques
ing: People gather in order to contribute their ideas about a

ubject.
storming must follow the simple principles outlined below:

Basic principle 1: Everyone is allowed to say what comes to his mind.
‘No matter how absurd a thought may be, it may and should be pre-
sented.

b Basic principle 2: Nobody may interrupt another person and it is strictly
forbidden to comment on or offer feedback to somebody else’s state-
ment.

= Basic principle 3: All ideas and thoughts are written down.

EBC*L - Business plan
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» Creativity techniques

» Brainstorming
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er this brainstorming sSession is over wil
d scrutinized. For this process an 5

4: Only aft o
analysis or a portfolio analysis can beyhu;ﬂ&

nalysed an
as an ABC

of brainstorming ideas, one can use

t on which an assigned person takes notes or
. a o

attached to a pin board.

antage that suggestions and flashes of inspiration are not

goth offer the adV e who participates in the meeting can rememp,,

ed and that everyorn

e at has been said.

more easily wh

Bossrs,Einkéay.c.e.s,.:.ﬁn.§b§y.(4..id§§.?.

After talking to his tax advisor, Mr Bossi knows thgt f_we has to put his cards
on the table and inform his wife, who has been building their firm with him
from the very beginning, and his two most loyal employees, Ms Pepper and
Mr Salt, about the present difficulties. In their first reaction, they are quite
stunned. Instead of blaming each other, however, they all quickly decide to
join forces and look for promising solutions. In order to facilitate their efforts,
Mrs Bossi rents an apartment in a country hotel to which they can withdraw
for several days and where no one can disturb them. They even turn off their
mobile phones and have the TV taken out of their meeting room. Instead of
it, a flip chart is put up and two pin boards are mounted. Ms Pepper turns
on her laptop and off they go. Mr Bossi opens the meeting and explains how
important it is for him that they can jointly work on finding solutions and
think about where the road will take them from here.

f& the course of the next hour, the other three notice how difficult it is for
r Bossi to abandon the principles he has relied on so far. Furthermore, fe

is not really able to relinquish hi ; ' t
: srole as b any idea tha
is presented by the others. oss and interrupts any

Just 1
Cordb/:-’jszg:/s'empioyees have had enough and are about to depart in %
ssi takes over and introduces the instrument of "b,aingtormiﬂg

as a means Ing i

following d: f Sf’nd/ng ideas. This works miracles, and in the course i
¥$ a completely new business idea is born

During her vacatj

onin Thai B ; : e
tomato sauce for 4 'ailand, Mrs Bossi discovered a spice that 81Ve* ?

1€Ir pj . p y
thrilled by this Lok Pizzas an Incomparable taste. Bossi's guestS a,eslmpf)

eptio &
*auce is primarify ptional flavour but don’t know that this one spice " p

res : ¢ ;-
Ponsible for it. They attribute the taste to the Pz ®
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Brainstorming — Analytical and Planning Instruments

a whole and in particular to the excellent toppings.

If the Bossis want to draw the guests’ attention to the sauce, they have to be
creative. One way to achieve this would be to apply food colouring to the
tomato sauce. After lengthy discussions, they agree on the rather courageoqs
colour of pink. This means that almost the entire pizza would radiate this
unusual colour, which is certainly something that takes time to get used to.
On the other hand, it would allow the Bossis to distinguish their pizzas from
other, ordinary pizzas of their competitors.

There is more to this idea, though:

The Bossis could of course consider producing this special tomato sauce not
only for their pizzas but also for other dishes such as pastas, etc. Eventually
the sauce itself could be offered as a new product (= new strategic business
area), and - filled into bottles — sold to

= other pizzerias (which are located outside of Bossi Pizzeria’'s terri-
tory) or

= private households (directly or through the retail system).

Unfortunately the spice comes from a protected plant that cannot be culti-
vated outside its natural habitat. For that reason Mrs Bossi can obtain only
very limited quantities which hardly suffice to satisfy their own pizzeria's
demand. It would thus be ideal if the plant extract could be produced in a
chemical laboratory. Purely out of curiosity, Mrs Bossi has inquired at the
University of Natural Resources and Applied Life Sciences whether this would
at all be possible. After his first analysis, Professor Sour is quite sure - alt-
hough he can't guarantee it — that lab production would indeed be possible.

It would take some intensive research and lab work, but with a budget of
about 30,000 euros he could see himself doing it.

This amount naturally dampens everyone's enthusiasm for the unique busi-
Ness proposition and brings everyone back to reality. The mood becomes
€Ven more sombre, because in addition, a bottling facility and related equip-
ment would drive up the total investment amount to almost 100,000 euros.
Considenng the Bossi Pizzeria's tense financial situation, no bank

would be
willing to finance this project. They all know that.

Mrs Boss;. however, refuses to be discouraged. From now

do anything to turn "Bossi’s Pink Sauces’
even without her husband.

on, she is willing to
"into a success story — if necessary,

EBC*L-p
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SINESS IN TELEGRAM STYLE

METHODS AND INSTRUMENTS OF BUSINESS PLAN DESIGN

i Learning targets
sllowing keywords and concise descriptions gi i
| BIve an overview of the EBC*
v:’v':i.hT;zyr goupo:j. ;wwever, offer detailed explanations of the buiinLcsl;ct:‘rrl :
quired for Level B exams). For those, please see the business tc::

ples in this book. In addition, we advise vo i i i
s world ~ for further progress. e B e

: and explain the goals of a business plan and identify occasio
ich business plans need to be designed

iness plan goals:

out success strategies

ize projects that make sense — stop those that don't

ct the best alternative

aform and convince creditors / investors

ns and situations for

siness plan occasions and situations:

ing up an enterprise

poking for creditors’ funds or owners' funds (= equity capital)
» Applying for national and international funding

» Developing and presenting intra-company ideas and projects
» Planning private projects

r Identify potential business plan users, their interests and goals

" Banks: interest and security (collateral)

s Investors: profitability of investment, share in the profit

_« Company management: accomplishing major corporate goals

"« National and international funding authorities: support for economic and
socio-political goals

» Explain questions and issues that arise and explain the fundamental structure and

design of a business plan.
Questions: ‘
« Where do we want to move from here? What do we want to accomplish?

(Strategic planning)
» How can we realize our goals? (Operational planning)

Issues: See business plan occasions and situations

Structure: A
e Executive summary (short summary of the project)

» Starting position / Actual analysis (of enterprise, busin
» Marketing plan

» Project plan

» Investment analysis and assessmen
* Financial plan

» Appendix / Notes to the business plan

ess environment, business team)

t of econemic efficiency

&£/ A, PN
business
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Does he have the i :
» Does it give a quick overvie
« Does the project enhance corp

hip favourable?
: erall company strategy? :
and presented the business plan be trusted?

Rules for successful business plan design:

: ;:e "52: :;:g::;ge no difficult technical expressions and complicated details
e Theri ‘

« Realistic assumptions :

« Correct figures: no calculation
« Correct spelling

e Visualization

« What really counts must

mistakes

be emphasized, details ignored

Violations of these rules lead to typical mistakes (such as excessive length, unrealistic assump.
tions and calculation mistakes) and may result in business plan rejection.

> Explain the term 'critical success factors’.

Factors which determine the success or failure of a project:

* Are there enough customers who will actually spend money on a certain product?

» |s there (fierce) competition?

» Are there any alternatives that are more economical and could lead to nearly the same
results?

* Are there enough resources and capacity to carry out the project?

* Do the employees have the necessary qualifications?

* Is the business location suitable?

* Does the pricing policy make sense?

> Explain how to draw up a clear and attractive business plan.

. C!car strgc:tfye and logical design (See: Rules for successful business plan design)
* Visual stimuli such as charts, diagrams and pictures
* Attaching additional, highly informative material

» Explain the difficulties in and limits to entrepreneurial planning
. Tne un - ] : :
predictable future is the major problem of planning: future circumstances

(CUSTOI- ers, co lp(.'t tO S (OStS et , t li n d !u“
” J g ’ g » GRL. I c J

_ assumed today
* Collection of relevant and correct data may be difficult

> Explain the goals and structur,

e of a strengths / w .
Perform a thorough analysis of 8 eaknesses analysis.

& company’s strengths and weaknesses (= internal aspects)

* Step 1: Analyse strengths an

categorize the sipnifi

: gnifi

* Step 2: Plan measures to rej
weaknesses.

Slwcaknessgs. In addition, you may try to determine and
nftonrce Or weight of individual strengths and weaknesses.
€€ your strengths and eliminate or mitigate your

EBC*L — Business PI4"



» Explain the goals and structure of an o

Perform a thorough analysis of o
encounter.

PpPortunities / thre
Pportunities and threats an e |

ats a”ﬂl)’SlS

Significance: How important i P
s the o i i
Srluerlag S Portunity / how Serious is the risk for the

Probability: How likely is the o i
; Pportunity / the ri
« Step 2: Plan measures to S€ize opportunities am)ﬂ/ avoiedr:issi:o i

> Explain the goals and structure of a SWorT

The 'SWOT analysis’ is a sophisticated co
and the opportunities / threats analysis.

analysis

mbination of the strengths / weaknesses analysis

» Explain the goals and structure of a scenario analysis.

Possible future scenarios are drawn up. One can distinguish between:
* best-case scenariq: What could the most favourable development be?
* worst-case scenario: What could the most unfavourable development be?

* base-case scenario: What is the most realistic scenario (deduced from the best-case and
worst-case scenarios)?

Scenarios can be categorized according to importance and probability of occurrence

> Explain the goals and structure of a portfolio analysis

Such portfolios serve enterprises as a basis for decision-making and help them to determine
which products / markets are strategically important and which products / markets can be
ignored. They are presented in two-dimensional form in a so-called XY matrix.

The market attractiveness - competitive strength matrix shows four product categories:

* cash cow (low market attractiveness - high competitive strength)
* star (high market attractiveness — high competitive strength)
* question mark (high market attractiveness — low competitive strength)
* dog (low market attractiveness — low competitive strength)

This concise portfolio allows conclusions to be drawn easily / decisions to be made quickly.

» Explain the goals and structure of a life cycle analysis.

Products are categorized according to the life-cycle phase they are in.
* Phase 1: development and introduction

* Phase 2: growth

* Phase 3: maturity and saturation

* Phase 4: decline

* Phase 5: elimination

The product mix must be well balanced. An enterprise needs established products Infs i
but must also work on product innovation.

» Explain the goals and structure of an ABC analysis.

This planning instrument helps to set priorities and allocate
"‘°"§Y. storagge space, etc.) gffectively. The items or activitie
subdivided according to importance:

A = very important

B = important

C = less important

scarce resources (such as time,
s that need to be analysed are

EBC*L ~ Business plan
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plan design = Easy Business in telegram style

f what is very important if resources are |eft
' over they ¢
an be

One should first take care O
s in the other two categories.

allocated to items or activitie
lain the term "creativity technique”

Creativity technigues ought to be applied when problems cannot be solved with

meghods The basic rule for finding creative solutions is to detach oneself f,l radition,
business, One of the most important creativity techniques is brainstorming el Everyday

> Exp

» Explain the term " brainstorming”

Rules for a brainstorming session:

» Everyone is allowed to say what comes to his mind.
« Nobody may interrupt another person or comment on somebody else’s stat
ement

. gll ideas and thoughts are written down.
« Only after the meeting will the statem
ents be analysed and scrutini
ized. For this
process

an ical instru
analytical instrument such as an ABC analysis or a portfolio analysis can b
€ used
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Learning targets:

. : Learning tar t
> Being able to explain the 8oals and structyre of a project plan S

> Being able to explain the term “target planning” /\/\/

> Being able to explain the term “resource planning”

> Being able to explain the term “project team ™

> Being able to explain the term "project realization planning”
> Being able to explain the term “milestones "

> Being able to explain the term "project activities planning"”
> Being able to explain the term “(project) time planning"”

> Being able to explain methods of project plan illustration

> Being able to explain what mistakes may be made in project plan
design

Bossi’s Pink Sauces: Project planning

Mrs Bossi has determined the basics of the marketing strategy for Bossi’s
Pink Sauces and has used her sales skills to convince Mr Bossi of her idea to
produce the Pink Sauce on a large scale. Now the time has come to put all
the measures that have been planned into effect

Her goal is to start selling the Pink Sauce in ten months at the latest. She
knows that this is an ambitious target but firmly believes it can be reacheq.
Given the huge size of the project, it has become clear to her that it will b(."d
long road wifh hundreds of little steps. Without a plan, there is a substantial
risk that she may get lost on the way.

o “ 9 d : {
For this reason, Mrs Bossi begins by identifying the first Sft‘l)ﬁ/’”t”’f’ BRJES
’ ‘ estones:
Planning process and determines the following important milestone

an \ (pur-
= Milestone 1: Complete the business plan with g/l I/(Sadem,if,,l,;:,,,,
pose, business analysis and analysis of the externa uwr;’o i H/,
Costs‘ profit expectation, liquidity planning, calculating financi:
ratios, etc.) and adapt it if necessary. .
: g eeded to do the
= Milestone 2: Convince the bank to grant the loan neede

project

M j Sl()[)' (o], 1’()‘(“,(‘5/()” Ifitis (/(’( f(/(’(lf() ,’"() dhedd, t/)(‘/)
e S!OI’O

23
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2.1.1. GOALS AND STRUCTURE OF A PROJECT PLAN

Mrs Bossi's idea to launch a completely ngw proc.juct line is mos_t definitely 2
large-scale project that is almost on par wuth‘ setting up a smf'ill firm. As even
small projects can fail without sufficient planning and preparatlon,. professional
planning is an indispensable prerequisite for the success of major, complex
projects. Still - even though enterprises have always regarded planning as
highly important ~ the notion that the core competence of professional plan-
ning should not be exclusively in the hands of top management is fairly new.
Today it is believed that any corporate team member may play a key role in
project planning, provided that he or she has the required skills.

“Project management” is the subject of dozens of thick books and many
of tpday's bu'siness seminars. This book will restrict its focus to the basics of
project planning and the most frequently-used technical terms.

(Recommended literature: "pr,

. (0] 'ed M 3 " . ,and
Karin Schubert, Many) { anagement® by Christopt BEEE

In her first draft, pMr '
: , VIrs Bossi h ‘
i i o as already taken the most basic elements of

following, nsideration. She has jdentified and laid down the

* Project goal

and project spongor /the Party planning or commissioning the project
S/ creditors who provide the necessary funds
ding the start and finish dates of the project

Within this schedule
he project

* project schedule, Incly

- | i
Mportant Milestones

* COmposition, of t

and thejr tasks team (= those who participate in the prOJEC')
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Goals and structure - Basics of Project Planning

= starting date of Operative planning activities

Some explanations in connection with these points:

A project is a set of tasks / a complex task which

= pursues certain goals

and finish dates), and

= is often a new and one-time e

vent that i :
organization’s everyday activities IS not part of a business

Project initiation may be due to:

= new strategic decisions

u

problems that have appeared
= internal suggestions for improvement
= new ideas, or

= new technologies.

Once a project idea has come up, the following steps are to be taken:

= Performing a feasibility analysis

= Which resources (staff, time, know-how, physical and financial assets)
are necessary?

= Performing an economic (feasibility) study
- Will the project pay off?

= Drawing up a written project application

= Presenting the project application to the principal (company manage-
ment, creditors)

= Making a stop- or go-decision (Also referred to as go- or no-go-
decision)

As soon as the strategic decision for a project has been made, the operative

planning activities may start. The project team is Ptg tﬁ?t‘i‘:jther' tasks ane
activities are determined and precise time frames are defined.

/"f 77
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2. 2. 1. TARGET PLANNING

The most (?ssentlal element of any project is a clear definition of the project
target, which has to be agreed upon with the party requesting the pro!ect
and the one financing it. If goals are not set and laid down in writin 1ro-
blems with the project principal and the project team members A
to arise.

are certain

As outlined in the chapter on business analysis, the goals must meet the so-
called SMART criteria, which are:

= S specific, i.e. the goals must be precisely formulated

= Mmeasurable; i.e. it must be possible to produce and record quanti
fiable results

= Aattractive; i.e. it must be worth supporting the goals
= Rrealistic; i.e. realizing the goals must be feasible, and
= Ttime-bound; i.e. a time must be identified by which objectives have

to be reached.

It may also make sense to stipulate clearly what are not the goals of the pro-
ject (= non-targets). This helps the parties involved in the project to protect
themselves against inflated expectations.

If an “image campaign"” projectis commissioned, it is advisable to stipulate

that an instant rise in profits is not one of its goals.

EBC*L - Project planning
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Planning Steps ~ Resource planning, proje

» Resource planning

> Project team

> Milestones, project
activities planning,
time planning
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ct team, project realization plan

2.2.2. RESOURCE PLANNING

In order to carry out a project, it is necessary I prove
n

- staff that has the required know-how and time

= physical assets, and

= financial assets.
The specific demand for and scope of these resources must be defineg and
secured by an appropriate budget.

2.2.3. PROJECT TEAM

Although certain projects can be done by one person only, there are normally
several people who form teams that work on and complete projects.

If a team is in charge of a project, a project manager is selected who is
responsible for the entire project procedure and its results. He has to have all
the appropriate competencies such as the right to request results from team
members and - if results are not presented - the right to react accordingly by
eliminating and replacing project team members. All project team members
are given clearly defined tasks.

2.2.4. PROJECT REALIZATION PLANNING

Projgct realization includes identifying milestones, project time planning and
detailed planning of activities.

T:e so-called n.1ile'stones divide the project realization process into different
51 ;a;es and define IMportant interim results that are supposed to be achieved
€ course of project realization These milestones have to be reached by

C : .
h(i?srt::: deadfl.mes and serve as checkpoints that help the project manager and
M 1o find out whether Project work is on schedule.

d

* which activities are to be performed
= by whom, ang

* by when.

EBC*L - Business planning
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2.2.5. PROJECT PLAN ILLUSTRATION

Project plan illustration - Planning Steps

in order to illustrate project schedules, tables and diagrams can be designed > llustration of a

with the help of simple software programs (such as Excel) or complex, spe-
cial-purpose project planning programs.

project plan

Often project activities
= have to be performed and completed simultaneously and

= are dependent on one another.

In order to start Activity 5, Activities 2 and 4 have to be completed.

LT
A so-called Gannt chart is a type of bar chart that is drawn up to illustrate a anmpw

project schedule. It shows which activities overlap and - with some restrictions
- which ones are dependent on each other.

Simplified Gannt chart:

:\\ Moaonths |
: ~ 7
| Activities ‘

—

C\ G
sample table showing time schedule and activities plan Example ™\
Sets of tasks ‘
g Task Start | Finish By whom By whom By whom By whom
geeps 7l date | date ) ) (3) 4)
Activities ' *
Business plan : ?
Negotiate bank loan ? | |
R | 5 S TR | |

s

Activity 1

| Acdtivity 2

Activity 3

Activity 4

Activity 5

L = Business plann ng




planning Steps = project plan illustration

s

the entire project time of eight mo
and ends in month 4. eis

Explanations:
- Activity

- Activity 2

« Activity 5 st
pleted) and ends inm

1 stretches over

starts in month 2

arts in month 6 (after activities 2 and 4 have b
€ been

com.

onth 8.
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" 2.3.1. REASONS WHY PROJECTS FAIL

There are various reasons why projects fail:

o

= Mistakes are made in the early stage of defining the project targets. > Mistakes made in
project plan design

= The creditors or other parties involved are insufficiently informed.
= The project does not receive full management support.

= The project manager does not have sufficient competencies to carry

out the project and / or lacks the necessary qualifications such as tech-
nical know-how and social competence (to motivate the project team
members, for example).

= The project team has been composed improperly. Some of the team
members lack the technical know-how, while others are not sufficiently
motivated (perhaps because they derive no personal benefit from the
project and regard it as additional stress besides their regular job).

R S a1

= Project planning has been unrealistic (timeframe, budget), which may
cause a drop in motivation as the milestone deadlines are never met.
Worse, schedules may not be adapted to the new situation.

= Projects are rejected and torpedoed by external parties who feel that
their interests could be constrained.

FRC»
L*L - Business planning
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ASY BUSINESS IN TELEGRAM STYLE

OJECT PLANNING
g keywords and concise descriptions give an overview of the EBC*L Level 8

objectives. They do not, however, offer detailed explanations of the business terms /\/\/

Learning targets

texts (which are required for Level B exams). For those, please see the business texts
s in this book. In addition, we advise you to identify practical examples from the
iness world - for further progress.

g ain the goals and structure of a project plan
For professional planning and preparation of a project a written project plan is indispensable.

a plan is needed to optimize the input-output relationship and reach pre-defined project
s within a set schedule.

sct plan structure:

ource planning
ect team, including tasks and responsibilities
realization planning

» project time planning, including important milestones

ancing party that must accept the project and provide (financial) resources.

¥ 9
® Droje:

Explain the term "target planning”

project goals must meet the so-called SMART criteria, which are:
5 specific, i.e. the goals must be precisely formulated
M measurable; i.e. it must be possible to produce and record quantifiable results
A attractive; i.e. it must be worth supporting the goals
R realistic; i.e. realizing the goals must be feasible, and
T time-bound; i.e. a time must be identified by which objectives have to be reached
HiEmay also make sense to stipulate clearly what are not the goals of the project (= non-targets).

= » Explain the term "resource planning”

In order to carry out a project, it is necessary to provide
» staff that has the required know-how and time

* physical assets, and

* financial assets.

* The specific demand for and scope of these resources must be defined and secured by an
appropriate budget..

:‘.'" » Explain the term "project team”

~ Aproject team consists of-
2 * the project manager and
g * project team members.

Before the start of a project, competencies and tasks must be clearly defined

Success of the project largely depends on the project manager who needs to have
€xperience in project management
* business know-how

* product know-how

*® perseverance and resilience

* social and communicative skills

EBC*L - Business planning




jzation planmng":
t time planning an

oct real 4d
etailed planni
Ing of activities,

m "pro

the ter” :
ncludes projec

» Explain
project realization !

’nu!cs(ones"
de the project realization process !
help to find out whether proje

interim resu'ts:
s planning” and " (project) time planning*

roject activitie
determin€s which activities are to be performed
by whop,

< into different phases and def;
ct work is on schedule‘.’ i"'Nﬂam

jain the terms “p

» Exp
plan

A project activities
and by when
resentation.

ods of project plan P
trate project schedules.

» Explain meth
sed to illus

Tables and diagrams are U
Bar charts show which project activities overlap and which ones are d
each other. ependent o,
',_—'—'——[_,—-—f-,_,—h_—_
Steps Sets of | start | Finish [ By whom | By whom
tasks date | date | (1) Q) By whom | By whor
Tasks (3) @
:j Activities

) T L
Explain what mistakes may be made in project plan design

. I:e project targets are poorly defined
» The creditors or oth i i
r other parties involved are insufficiently informed which
ich results in proj
oject

rejection.
¢ The proj
* The Z?ECE e does not have sufficient competenci
i Pro'cc‘t /| ]c team has been composed improper! s -
ject planning is unrealistic (timeframe bu%gc%) Overall LEd
: vet).

EBC*L ~ Project plan™"é



ACTUAL ANALYSIS

Overall Learning Objectives

> Being able to explain and analyse one’s current (business) situation as a starting
point of a business plan

> Being able to explain the goals and methods pertaining to a company analysis

» Being able to explain the goals and methods pertaining to an analysis of the exte(-
nal business environment including industry analysis and competitive (or competi-
tion) analysis

g
%
2




| Analysis - Overview

L .

--------------

rocess ought to start from solid actual analysis. Only
ows about his present position can set realistic goals
to realize them. There is little sense in setting the
global market if today your enterprise is still small,
esn't have an outstanding business idea.

part of an actual analysis are

9 LN

E = Analysis of the economic sector or subsector in
nterprise operates)

vaﬁilysis (also: competition or competitor analysis)

FActual analysis

Analysis of external
business environment

Industry analysis Competitive analysis

£ above are of interest for company promoters and company management
as for all those who want to suggest a project to company manage-
Only if the project suggested fits into the overall strategic business
imework of the enterprise, will there be the chance of realizing it.

"€ proposal of an expensive investment project, for example, will have little

hance of being accepted by a superior if the financial situation of the firm
15 tense at the moment.

EBC*| - Actual analysis
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Learning targets

o

ab[e; to explain the business idea and strategic business areas of
erprise

ne ,aélg to explain the term "USP” (unique selling proposition)
able to explain the term "corporate identity "

ng able to explain the term "corporate vision”

ng able to name and explain strategic goals of an enterprise

ng able to name and explain financial goals of an enterprise

ing able to explain the criteria to be observed when setting goals
eing able to explain the term “shareholder value”

eing able to explain the term "stakeholder value”
eing able to explain the term “corporate social responsibility” (CSR)

ing able to identify the different legal forms of business organisa-

tions and the parties who have the power of representation and rights
 to make business decisions

> Being able to name and explain factors relevant for the description of
- entrepreneurial teams and project teams

> Being able to name and explain factors relevant for location analysis

5
+
x,

,2. 1. INTRODUCTION TO COMPANY ANALYSIS

»l

the questions that need to be answered in the course of a company
‘analysis can be categorized under four major focal points:

- 1. What actually determines a business organisation?

™ What is the basic business idea?

= What are the critical success factors of the business? What is its USP?
How does it distinguish the enterprise from other companies?

= What are the strategic business areas of the enterprise?

= What determines the enterprise's corporate identity, corporate vision
and corporate mission?

EBC- : : ;
L - Actual analysis "




Company Analysis = Introduction

strategic goals?

» What are its
| goals?

- What aré its financia

2. Who'is behind the business organisation?
ners / shareholders and what expectations 4
0 they

< Who are the oW oe
have with respect t0 the enterprise:
erest groups (= stakeholders) are girecy
or

= What other people / int 4 Toupe
indirectl influenced by the €n erprise? at are their )
4 rise? EXpectation,

with respect to the enterp
he enterprise subject to (legal form o,
Usj-

« What legal regulations is t
of representation, rights to make pyc
SlneSS

ness organisation, power
decisions).
3. What are the enterpris

 What does the business team look like? Who is responsible for
management? What are the competencies of m anagers andc;)trpftf);ate
alt

e's staffing and location prerequisites?

« Where is the enterprise located? Is it the id i

: - eal lo
requirements? Satioffo meet 5
4. Is the enterprise’s financial situation sound?

= |s the enterprise permanently liquid? | -
in the business? y liquid? s tnere SutREiSHEREIN Capital

= |s there suffici ' '
cient and long-term financial planning?

If plans are
made to set u )
p a busine ,
future relevance, incly e ss, all these questions are, of course, of

What should the US
5 U ;
SP of the enterprise be? What will the owners expect from

the business? w
: ? Who sh 3
be financed? ould be in the business team? How will the enterprise

This chapter wi
will now e '
Xplain the technical terms and relationships that have

been introd
. 1Introduced above and
"y why these basic po ink Sauces”, so as to demonstrate even more

(EBC*L Le
VEI A "
Plannine* « ~ Accounting" "
mg and "g |ng and RatiOS" and EBC'L Level B “Financial

detail) Nancing" deq| with
'th corporate financial issues in 8reat"

EBC*L - Actual analyss



Business idea, goals and values — Company analysis

success, any enterprise needs a business idea that > Business idea

nterest. When you analyse your business idea and the
rvices resulting from it, you always need to remember the
customers and keep an eye on the competition.

= products and services) should a
be customers willin

1 the following proverb:

ppeal not just to you,
& to spend money on it, which is aptly

st relevant criterion to be paid attention to is the competition.

: up to competitors only if you are better, faster, more attractive,
able, more modern, or friendlier than they are.

: The business organisation and its business idea, respectively, > USP
unique as possible and distinguish themselves clearly from the

. The technical term used to describe this uniqueness is unique

roposition or USP.

ment Talk: What is the USP of your product / project?

cases a business organisation wants to be unique in several areas: > Success factors
bility, quality, friendliness, speed, etc. If you want to perform excepti-

Ilin several categories, however, you run the risk of mastering none

It therefore makes perfect sense to focus on one or a few success

nly: drop the idea of being the fastest in exchange for producing

ng quality. In this case, your customers may have to wait a bit longer

receive products of exceptional quality.

usinesses offer not just one product, but entire product ranges which > Strategic business
‘comprise thousands of individual products. Within the entire product A

some groups of products may be of crucial importance for the enterprise.

are referred to as strategic business areas and require the company's

attention. Products that don't fall into these areas are at risk of being

ninated from the portfolio should their sales figures be disappointing.

EBC*L - Actyal analysis 1:;‘ -




» Corporate goals and
values system

>
Corporate vision

94

ities cou

ess activ 1d be car repairs and sales of ¢,
These services @ o offered, however only if they don's SPare
from the stra tegic business areas and thys ;'ga,-,,

UCe

and values system

t was wasted on a corporate go
by-product of charismatic cc,gm?)l::;?enlues
standing characteristic of a business Tders.
rprise as well. If a managing director had the fepu::(-ier
this feature was also attributed to his enterprise l:mn
o to be highly conservative, this attitude was .tra:sn

Corporate goals

. not much though
ply came as a

system. It sim
eived as the out

What was perc
reflected on the ente
of being innovative.
entrepreneur was know
ferred onto the business.

more enterprises are formulating their own
oals

system that allows them to steer a certain course and to getgall thzn'd -
persons moving in the same direction. In the absence of any pre-detmvoyved
?:ectlon, ,the temptation will be huge to take the path of least re:i:tnamed
Iegz |an§$|th? outhr?e may be a zigzag course that attempts to circumczei

ictions, violates the environment, ex 4

: , EXposes wor

to stress, puts suppliers under pressure, and mpz)re ke

Today, more and

Such practi -
& theploic;(;z; a_'e Ettr_"ca”)’ rf?prehensible and lead down the wrong track
known and causezacrj;c,:larly if any corporate misconduct becomes pgubliccl
made it into the headline:1 ﬁict: L fCOl’POFate image, N e havz
; ) use of ta : .
accounting practices are well-known e::::;?lcc‘dent& chil (G
es.

Corporate s¢
andals of ' ive
that kind drive customers away and also cause negative

reactions amon
g emplo
that mak 5 émployees. Who actu
es profits at the expense of ou?lclr\imanti to wor (QREREr"™
ren’

Such negative examples show

of corp
vision, ues. The tec

that it
hnicall tfzrakes alot of sense to establish a syste™
m used most frequently is corporaté
of corporate . u
ik vision: comprises clearly defined d
ed common goals that shoul

iEVEd in d wa h d
t al mai | t S
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lity, which should ideally
though, by protecting the
ployees whom we want
jobs. We are aware of our

e: ic suppliers. Our company and its
nbers of our target group, which is

i g’,.cgl_fporate mission are adhered to and
s likely to develop its own corporate identity

nd everyone else involved can instantly associate
‘with the company's name. Ideally these associa-

 nature because it requires quite some effort and
ate negative associations caused by inferior quality,

e perceived as a unit within the company and by the
Jnique optical or other features are necessary prerequi-
e the brand name, the logo, one or more company colours,
n a company uniform or a company song.

A
i

&
- EBC*L - Actual analysis

‘ - Business idea, goals and values - Company analysis

ExampM

» Corporate mission

Examp%&

» Corporate identity

» Corporate design




goals and values

Company analys's = gusiness 193

neral image of the compaiie deteH
Now that the € 4 design: the enterprise can set concrete goals
ssiodrlT n financial goals. ;
ded IN

l’ate
2 o
vision, m! o e
be subdivi
an be articulated as follows:

Typical strategic goals €

- We want to becom
e shou

e the market leader within two years.
Id double within two years.

» Strategic goals

» Our market shar
« We intend our company
from NOW.
« Our enterprise must exp
industry.
 We want to operate in emerging markets and withdraw from
markets in time. E

to be present in twenty countries two
Yearg

and its position as leader in innovatj,
N in it

» Financial goals Things become even more concrete when companies set the financia|
they want to achieve. Major, superordinate goals enterprises focus their agt(;als
en-

tion on are:
« to reach appropriate profitability
- to secure liquidity
= to secure competitiveness through high productivity
These goals are supported by relevant key ratios:
= The income-to-equity ratio should be at least 12%.
= Return on equity should not drop below 8%.
= The cash ratio should always be above 100%.
= The equity ratio should not be below 25%

= The return on sales
: ‘ should :
immediate competitor. 2ways be 15% higHEREESNIIof tie

These superordi
n
S ate goals can be achieved by setting subordinate goals

* raising sales by 20%
* lowering laboyy cost by 159
(]



Examples

: s of reaching another one.
mage results in higher employee satisf-

e

th Jg,g_oals.
es has no influence on cutting the cost

ulating goals, one can distinguish > Setting goals

only if they are appropriately defined and
rev SMART, a mnemonic device used in project
hich criteria must be observed when goals are set

A method or procedure has to exist which allows the tracking and
recording of the results of the objective. They must be quantifiable.

EBC*L - Actual analysis 97



» Shareholder value

98

[ ] W TTTTT————

eca able of reaching the objectives 4

people PU 1 ﬂ:::/igle are not taken seriously and cause de-motjy,.
that ar€
tion. :
- relevart t are € ot actually have aen i:?;{:eav‘:n‘:n dng,
The 8"atls g;;;ectives. i they don't, theY & !
orporat€
5 t'me-b?un o needs to be st stipulating by when an objective hyg
A time fram
be reached :
t by people Of groups of people. “{h‘Ch takes-us to the secong
Objectives ar€ 5¢ ; yhat concern the actual analysis of a business enterpric
tion :

3.2.2.WHO IS gEHIND THE ENTERPRISE?
%% NTERESTS OF VARIOUS PARTIES

This is an absolutely essential question because it makes a difference whether

the owner of an enterprise is

+ an individual who runs the business organisation in the fifth generation
and considers it his life’s work

« an investment fund, whose fund manager's task it is to achieve the
highest return on investment within a minimum time or

« anot-for-profit organisation which measures its business success in terms
of how many people’s lives its business activities saved in Africa.

What they all have in common, though, is the efficiency rule, which says
that one should attempt to

= achieve the maximum output with a minimum of input.

Today the owners of a business are frequently referred to as shareholders in

t i i
he w@er sense of the word. Their return, i.e. the profits from their invest-
ment, is known as shareholder value.

In recent
Criticiz:d y:zrr:‘ ttthe sule concentration on shareholder value has been widely
-Admittedly, shareholder value may be the best for the oWners of 2

corporation, often re v .
the highest possible presented by investment fund companies whose 804

enough for them to (jhort-term) return. One disappointing quarter M/ o
In another enterprise tump their stake in a certain company and add shares
therefor o their portfolio instead. Many management decis®™

€ emphasize divi ;
e dividend payments to shareholders so as to maximz




parties behind the enterprise = Company analysis

mphasis away from the > Stakeholder value
ow including the interest

A_s'tfb:eneﬁt relationship
to be re-elected

» Corporate social

responsibility (CSR)
exercise significant influence on enterprises and
ess.
world-wide pleas by environmental protection
npeace) and other NGOs (Non Governmental
y products of certain companies that distort the
busin 99




» Legal forms of busi-

100

ness orgamsation

s form, and pec 5

legal busine ;
thoroughl

ese 1SSUES are more

me, @
rises need @
gnterpr!  side world. All th

gBC L Level A- ' |
. ynit focuses only on the implications which the legal bu
This unit foc or the interests of those peo ‘
S oprietorship. a general partnership ﬁfﬁﬁi&d

T umed that in €as€ the firm runs into financial diffic ll’i}rt-
nership, it &7 " < will have to put his head on the choppi Ulties,

limited liability for the debts of the em o e
the firm’s success and to avoia‘ﬁﬁi{km;,tc;s =

ic asole pr

he will do his utmost to
s the rights of decision-making and the o
nd t s

s organizatio
lways restricted to the sole traderand*(general) > even®

In these husines
almost a

of representation are

partners.
y, the risk of liability is generally reduced. In smal)

In a private limited compan
however, there will always be somebody who is

private limited companies,
liable at least for the money owed to banks.

limited companies, which in many cases are
al liability is no longer an issue, and the same

fully

In large, international private

subsidiaries of a group, person
is true for public limited companies.

In_small pri.vate limited companies, the largest and most influential shareholder pause 1002
W|||'n.’IOSt likely be a managing director as well and thus make all important os1 mOIOYE!
decisions and represent the firm to the outside world.

Th ing di i

I :n maannaglng directors of large private limited companies are most probably

i Z ECin i::)rrl\'\prl]oyees who are in charge of the day-to-day business. When

) o s have to be made, though, they must seek the consent of major
ers by whom they have been appointed.

The issue of decisi e

panies, whergiﬂloenlgalkmg is even more complex in public limited com-

processes: the annual m: St.Of authority may influence the decision-making * Qulifi

management board (th eting of shareholders, the supervisory board and the
at represents the company to the outside world) o

We are now movin

gontot
o wo more factors that can determine the SUCCESS

an enterprise: _
prise: the (business) team and the location '




Staffing and location — Company analysis

> Team
ess team analysss therefore
'.,lllg to the following criteria.
 plays a major role depends on the > Location

S fthe enterpnse caters to the casual

0 a__bn is located in the middle of a pede- B f
over is competitor whose shop is 30 meters Example

location may play an inferior role, particularly
_ chnology enables firms to communicate with
e[§.s|ght unseen over thousands of kilometres.

abour is the factor that determines the attractive-
 the examples of low-cost computer program-

EBC*L - Actual analysis business 101
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Our USP - what can we do that others can't — can be explained

BUSINESS ANALYSIS

’ Pzz[R/A.
izl . Mr Salt and Mr Pepper Mr Bosi

,W,ml/wr; z)";{f(’;u re, the catalogue of questions
this /

s of great help-

TogetherV
his firm. For :
from the tax advisor !

: , a 7

What is BOsS! Puzer{a..fs...by..s.m,e:.s.s.,.tdgéﬁ........ ______
(hat 15 802" zefles

trategic business aress

pout the business jdea or the purpose of

We intend to make outstanding pizzas a

duct. We should rather make perfect

ty of dishes of mediocre quality.

The question @
wered quickly:
entirely on this pro
offering a great varie

We want to offer our guests @ pleasant atmosphere. They .
fortable at our restaurant. In addition, our pizza-caterin

introduced three years ago should enable our customers to ¢ e

cious pizza at home as well.

Thus our two strategic business areas are:

= pizzas and beverages at the restaurant

= pizzas and beverages catering service

qQuickly:

Because of our secret recipe, our pizzas have been acknowledgedas the best
ones in the world, which was also confirmed by a gourmet guide test

Bossi Pizzeria’s corporate identity, vision and mission

Even if nothing
that Mr Bossi hi
identity.

His customers see

What IS more, pmr
He \ :

alize with jt ;

‘

has been explicitly said or written down, everyone agrees
mself accounts for a large part of Bossi Pizzeria's corporate

him as the driving force behind:
- th
€ permanenty excellent taste of the pizzas

- {f ] f
e Ol/fsrandlng qlla/ity 0 a” the IngredientS
may [ _’SdeUO/J 0] CUStO/nef WI.Sh
Uik es fegafdless O, ho“ u lt

= the deirh’n(
aniiness of the busin
ess from the kitch .
en to the basement

Bossi has 4
SO made i i }
ue chef's hat almost Zpefsonal impression on his guest

dy and night an immor-
Newspapers Several times, ; 4 ey

uniq

N local




/de the catering service,
loyees is going to last.

0ssI Pizzeria as an undisclosed partner
 into the business. Her expectations are
> see her investment pay a decent return of
d @id: ayield of 10% - a modest expectation
i : e rning 10,000 euros without moving
modest. Mrs Leek, however, has always made
' ke -immediate_ use of her contractually
firm and to re-claim her original capital
ent circumstances, though, Mr Bossi cannot afford
simply does not have the necessary liquid funds.

has always been completely satisfied. Fvery year Mr
tion to pay her the amount of 10,000 euros and when
vell it was even 15,000 euros.

g s

éAsiwation is bleak as a result of the enterprise’s losses.
act to this bad news? Will she actually withdraw her
e enterprise? This could certainly lead to the demise of

e shareholders Mr and Mrs Bossi to expect something
 well.

: money they have put into the business to produce a

n the business day and night, they want an appropriate
y could certainly make their valuable time and know-how
Jother restaurant against decent pay — and there would
offers for them out there.

ts. however, their pizzeria is their life’s work and, together
hildren, their purpose in life. That is why they want to
o to secure the business now and in the immediate and

£
o

[ al :
" y siness
EBC*L - Actual analysis bus
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as you may see from thezlemow

rm’ k, suppliers, the sta
mploye€s: the firm’s ban PP e state ang the

w customers: €
commun/t)’

re are also the neighbouring r.esidents Who wap;
and quiet (@nd definitely no outdoor dining area), no ajr .
peace

18 < chicient parking SPace (and no blocked driveways). Fypyy,.

Jution, SU - be summoned eve
more, the police have 1% desire to ry day becays,

of disturbing noise.

™ Um‘ortunate/}’ the

Legal bu_sI.'.f.?@.S..S.fq..r.m,...l.eg.él..f?.zzc@.s.en.t.é.t.ign.

ing ten years ago, the legal business form of g, i

he very beginn :
From the very of a private limited company.

Pizzeria has peen that

The enterprise is represented exclusively by its managing director, Mr Boss;
He is the only one to sign contracts, place orders and accept them. It is ajs,
he who makes all important decisions.

He has never given his employees anything more than highly restricteq
commercial authority. They may, for instance, take pizza orders and have
the right to collect money. General commercial power of attorney has never
been considered.

Business team

Mr Bossi is the head of the enterprise. He is the owner and the managing
director of the business. He is the driving force behind the vision and the
goals of the fzrm. He is a professional cook. Although he himself refers to
his knzwledge in business management and administration as being rather
POO;,) e believes he has sufficient managerial skills. Otherwise he would
not have been so successful in running his business for ten years.

Mrs Bossi is a :
professional baker. In additi i ,
[ . . it i
nuing education courses in data ion she has taken private cont

administration, processing and business management and

Mf Salt iS aw )

concerns the ::;::Lfay tp rOf?SS'O" and has a sound business education. /5
he is exceptionally p’;pit;s/ness' nobody can fool him. In addition to that,
come just becayse o ar with the guests and many regular custome”

f hi
regU/arly anymore. im. If he Ieft, they would not visit the pizzen'a as

EBC*L - Actual andlys®
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U, U e mlee e s e
f and worksont;oursB mm’gggﬁabeginnin& They are all
Ak m

ever consume their full vacation t?n'; They are almost

e ; :

he core team is characterized by hij ivati

, A y high motivation, loyal
now-how and is indispensable for the enterprise. “Livg

mployees are only loosely tied to the enterprise. As a result,
ork tc rule at?d turnover is high, which again and again leads
shortages until new employees are found.

-

is located in a small town - not in a prime location but cer-
‘

yle in this small town and its suburbs have above-average income
are quite affluent.

e restaurant can easily be reached by public transportation.

- _ aurant can easily be reached by public transportation.

of its suppliers are from the immediate neighbourhood.

antages:
ore js no pedestrian area.
s the neighbours are highly noise sensitive, outdoor dining is not
ssible (=lower revenues in summer).

ere is a lack of parking space in the evening
ecause of low unemployment it is difficult to find qualified per-
that are willing to work in the restaurant business on the

erms.

aY
; gA,busmes 2 105
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‘the term ,’market entry bamer

":,2')51 ‘»

loy ggg me lia headllnes clearly show how important it

;‘dust( and on competitors

ss still suffering from few agents' improper sales prac-
products Measures have been taken.

/o
busines:

*L - Actual analysis
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cteristics

Industry Analysis ~ Trends, indust?y chars

3.3. 1. TRENDS
aumber of consumers think and act more e
ses more recklessly) and have ng

An increasing
ST from the viewpoint of enterpr
f the expensive advisory se
v

cience when they make Us€ o :

store but are unwilling to pay anything extra in exchange. Fo

this may be deplorable but there en

yourself. If you don't ad

A noticeable demographic trend which affects almost all induycs

umber of old people (= aging of society). Tlnusu:;,tr Tes s th,
€ de

he elderly has been rising. Mang

is no use in complaining about it gy, **
Pityin,
g

just to this social trend, you will lose

increase in the n

for products for t

Socio-political trends are of equal interest. There is, for insta

wealth, which is, however, distributed unevenly. For companies ;\:e. 8reate,
' eresum

n

division into two large social groups may mean that they either
c

those who can spend only a little :::;e“t’ate

€Y ang

on the affluent customers or on
cannot afford to pay high prices (= discount pricing strategy)

Qf course, industries are not unaffected by current economic d
enther. A growing economy will have a generally positive eff evelopment,
ZII mdtustrnes. If the economy does poorly, most industries wiﬁC; on almggt
xceptions are those companies which o i € affect
perate in a business th 5
at somehg
w

benefits from people’s problems.

The 9/11 events led to massi ]
: sive losses in the travel
and touri i
had an impact on the general economy as well. Suppliers ‘;’;’z’" e
: ecurity systems

Example™\
for airports and airplanes, however, did well

3. 3. 2. INDUSTRY CHARACTERISTICS

> Industry E ts own
or an enterprise, chan ini m r tal as its o
o : ' ges in its external envir i
v ' onment are as v its ow
developmen doesn't elp you much if you are the best in aSl:nSICt' . ;lly
h industry.

Examp/eQ.‘x. In spite of his higf
ditional films cay 1-quality products, eve '
ms cannot successfully compe,t,etae;t:c;lq ts lbe;t producer of tr&
igital photography.

FOr that re
ason, analysi g
utmost im ysing the industry i :
Portance. Th stry in which a compan is of
€ term "industry” (or "business[:) rifzfsezztzsl:rfe
o

number of
enterpri :
Services prises which all manufacture simil
similar products or offer similar
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Industry characteristics — Industry Analysis

ic sectors into which a country's

anerally subdivided:

mary sector: agriculture, forestry and fishing industries
ondary sector: manufacturing businesses
'__' sector: commerce and services

"c:;" be assessed and analysed according to a number of criteria,
ich are:

arket structure and changes on the customers' side
t structure and changes on the sellers’ side

technological developments
seneral social trends

jle of structural change on the customers’ side: More and more fami-
wn a second car because the wife is employed or mobility for / with o
en would otherwise be restricted. Examples 2§

ple of structural change on the sellers' side: Today food retail chains
tourism and travel products, whereas previously the sales of these were
cted to travel agencies.

dustry is subject to permanent change and cannot escape the influence
rends which are brought about by new technologies. The Internet, for
e, poses completely new challenges to the retail trade. The number
onsumers who first seek advice in a specialist retail store and then buy
aply through the Internet is rising constantly.

e salient features of an industry analysis are a good estimate of > Factors relevant for
an industry analysis

ihe market potential (= the largest imaginable number of users who
are capable of and willing to purchase a certain product)

Bie market volume (= the proportion of the market potential that is
being serviced by all suppliers at the moment)

‘lhe market share (= the percentage or proportion of the total market
volume that is being serviced by one company)

company sales
et share in % = x 100
market volume

A3

=

business 109

EBCL - Actual analysls




110

Industry Analysis - Indust’y

Ry
Example ™\

Chamc(cnstics

le are potential buyers ¢
n of XY, 10,000 peop p ’ . O".road
market potent:a/).
y 2,000 owners of such a vehicle (-

- [n the toW
vehicle (=

- There aré alread
volume).

- Of those, 500 have de
this brand is 25%. |

s are important for estimaF.ng the market potentiy 3

d also help you determin€ how successful yoy have been

ompetitors.

Markey

cided to buy the AZ brand. The markes Share o

These variable
own enterprise an
in comparison to your C

thusiasm about a fise in sales of 20% could, fqr example, be dam
Your e,ncolrjnpemors have been able to increase their sales by 509, .
:;:::S that your market share has dropped at the same time.

Pened
Which

Furthermore, it is vital to know in which life cycle stage the industry is 5 A
whole.

Is it an emerging market that is in its early growth stage or has the indyst

already passed its peak? In the former case, market penetration (= the numper
of target group members who already have or use the product) will sti pe
low and there will be plenty of unused market potential for competitors 1o

co-exist side by side. One supplier would probably not even be able to serye
the market alone.

In an almost saturated market, though, unused market potential is very low.
Enterprises face the problem of having built up capacity for which there is no

longer any demand. Their alternatives are to reduce capacity or attempt to
woo customers away from the competition.

What companies need the least in such a situation are newcomers who worsen
conditions in an already tight market where customers are scarce. No wonder
that newcomers are not necessarily greeted in a friendly manner. During the

first couple of months they must expect the big players to tackle them with
special pricing policies and aggressive advertising campaigns.

A market analysis should ther

and how high it could possib
volu

efore find out what the present market volume is
: ly be in the future. The maximum future market
19 eme is referrgd to as market potential. The crucial question is whether @

g€ number of individuals (or companies) will express demand for the product

:ir vf:,lhether there instead exists a small market niche with few (but perhaps
gnly affluent) potential buyers.

EBC*L - Actual anal)“is



Industry characteristics - Industry Analysis

for small and medium-sized busin
ential are not .necessarily ideal. These malketsr::k:ft:e:gnh‘:’g; .:;;:
nt prises which be.neﬁt from economies of scale (= high 3olu:1e o);
ement and. production reduces cost Per unit). Small firms can hard|
te, and their chances are restricted. ardly

enterprises, market niches could therefore
nall market segment with few potential by
fial) but also with few competitors.

be ideal. A market niche > Market niches
yers, (rather little market

Jles of market niches are:

shoes for people with shoe size 55 and up Examp
Braille cookbooks

eets for people suffering from extreme allergies

easy or difficult life in a particular industry will be for an enterprise also
ads on how difficult it is for other companies to enter this market. In
es there are hardly any market entry barriers and a hot-dog stand,
example, can be opened very quickly. Other markets, however, can be
acterized by significant entry barriers, such as the ones listed below:

> Market entry barriers

3

technological barriers (extensive R&D activities in the pharmaceutical

ndustry)

w egal barriers (existing patents, strict legal regulations for running a
business)

 location-relevant barriers (above-average rent)

b and many more

f_an industry is analysed, one must remember that the competition does
" comprise firms that produce the same items. It is important to find

how easily a product can be replaced by a totally different one that offers
same benefit. Such a product is referred to as a substitute product.

ently the best example of such a substitute product is the mobile phone.
s small gadget is actually threatening the existence of entire industries
se products are being substituted by all the additional functions and
ures of the mobile phone. Apart from its major function as a telephone,
mobile is also a camera, a radio, an MP3 Player, an alarm clock and it
) De used to measure your pulse. This is certainly a highly unpleasant
elopment for all the producers of alarm clocks and cameras in this world,
ell as for the retailers who want to make a living by selling alarm clocks,
diches and cameras.

' " Busine 11
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3. 4. Competitive

P
NS ARase vhanssass

\v e
HADNNEG %
i+
e o

---------------

ning targets:
geing able to explain the terms “monopoly”, "oligopoly” and

solypoly " /\/\/ ‘1
geing able to name and explain factors re, |

levant for a competitive
nalys's '

geing able to explain goals and methods of and limitations to bench-
marking

Learning targets

ry industry is influenced by the market behaviour of the sellers. This > Monopoly,
sends largely on how many sellers are sharing the market, i.e. which of oligopoly,
s following market forms exist (See also EBC* L Level A): polypoly

monopoly (= one enterprise dominates the market)

= oligopoly (= the market is divided among a small number of sellers)
= polypoly (= a large number of sellers operate in the market)

the number of market participants alone doesn’t allow any final con-
sion about their behaviour. An oligopolistic market may be characterized
a peaceful coexistence of the suppliers if they agree on refraining from
gressive pricing policies and advertising campaigns. (If such agreements
ke price fixing — are illegal and not in the public interest, the technical term
telis often used to describe the association of enterprises that are involved.
some countries the banking industry is dominated by cartels.)

gopolies may also turn into battlefields, though, if one player intends to
minate his competitors from the market. The result could be an outright
€ war, in the course of which products could even be sold below cost.

kcasionally companies go as far as using defamatory promotional campaigns
fiarm a rival's reputation.

5 the consumers who often emerge as the winners from such cut-throat

Mpetition. Employees, however, on whose backs competitive price wars
Hought, lose.

mally the sellers in a market differ from each other in size. Some enterprises
{ 3
€ large market share (= share in market volume expressed in percent),

“¥T€as others have to content themselves with market shares of only a few
HCentage points.
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Competitive Analysis = genchmarking

; i ket: Th
ly dictate what happens in a m.ar det
equent Y i heading and set qua"ty Standa'ds. St:ate
8ic

fr
arge players ‘ :
tLhe%irection in which prlcesk:t o
alternatives for smaller mar B
leader or to adopt an opposite p

rticipants are either to follow g,
licy so as to distinguish the"\Selves :fket
rOm

him.

3.4.1. BENCHMARKING

, -market economy that only the best sy
: It is in the nature of a free-mar i o IVE o
7 i th;t mediocre players will not be able to hold their positions in the marketnid
n. A company that wants to continue to exist must be SUperior tn
: 0

the long ru 2 : m
its competition in productivity, innovation, speed, or flexibility,

Direct rivals are therefore subject to suspicious scrutiny and are either |g,.
ked down upon or dreaded. Every step the competitor takes is analysed an
interpreted. What does he have up his sleeve now? How should we react?

Expressions used in the media to describe such competitive situations often
resemble those that refer to military conflicts ("battle for the Customer”

“guerrilla tactics”, etc.).

It makes very much sense for an enterprise to analyse its competitors construc-
tively, in particular if they are apparently more successful and regularly snatch
away the company's customers. The situation resembles that of a tennis match
in which a player is constantly pounded by his opponent. The former would
be well-advised to analyse what accounts for the superior performance of

the latter.

In business it i
eaknessS:sltals ?%ally common to measure your enterprise’s strengths and
il refereg:lns; those of a more successful rival. As a benchmark is a
process used in sifator-a measurement, the term benchmarking denotes a
luate their own perfsfr:ar:anégeme”t- in which business organizations eva-
ce in ' . M
relation to best practice, usually within their

own sector.
Ke i '
Y Questions in a benchmarking procedure are:
* How do we COmpare to others?
* Why are ¢ .
thers better? What can we learn from them?

* What measy,
urk es do we n
€lite? ¢ed to take to become part of the business

114
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Benchmarking - Competitive Analysis

- f an enterprise could serve b
s features © s e as a benchmark:
curement strategies or production processes, its innov;ttsivfgt‘::;tg(tsl)\'

7 ro
ement and more.

nas
'. cial and other ratios that measure productivity, profitability and liqui-
are the tools that are used to compare one company with other enter-

~, '+ compare apples anq oranges” is an important rule of benchmarking
nfortunately often ignored. When enterprises compare ratios, they

is U :
: ow how these ratios have been calculated.

g alway’s kN

& Media reports say that a competitor has a net operating margin of ‘
b 50%. The margin calculated for your firm is only 10%. Exampm

& _ panic could be U(xiustiﬁed if the competitor has used pre-tax profits
(perhaps including exceptionally high revenues from real estate
sales) whereas you used net profits.

L The same company is reporting that it has recorded sales-per-employee
" of 200,000 euros. Your own company's figures, however, amount to
150,000 euros only.

- Here also, appearances could be deceiving if the rival company has
not included its leasing staff. If it had, the results would be quite

different.

ot only can benchmarking be used to compare two enterprises with each
her, it may also be applied within a company. Company divisions, branch
lets and employees should know where they stand and should be able to
am from the ones that performed better.

gnchmarking is especially vital for start-up businesses because it is indispen-
ble for their owners and managers to analyse the mistakes market leaders

ave made and how to avoid them.
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nd Competitive A1

Industry &

OF THE EXTERNAL BUSINESS ENVI
s

restaurant and catering buslpe_jgg,%,-d, A

try that has been around for t‘housam{; of i
ndustry doesn't provide a service that lasts, p, -
s mdust':’ime More than any other service, thj one .
;, i e. the staff, providing it, Mr Boss; angd

vhat it is the qualifications of the personnel that determip,
his team agree

the ups and downs of their business. ]
e restaurant and catering industry is its high ba"'“‘uptcy
that survive for more than ten years are the excepy, |

are various reasons for that, the major one Bl o o
s mana ment planning a large number of firms suffer from, pg,,
former co ”’a”‘;ge aiters simply underestimate the necessity of knoy. .,
fo’[;"e’ Cos(;k’i’zz"g‘:’"e nt and administration and erroneously believe g,
in busine

Ci nt.
professional skills are sufficient to run a restaura

sales revenues in the restaurant and catgring {Jusiness. largely depend o,
the economic situation as a whole, which I.S easily ex;?lalned. If pe?ple have
enough money to spend, they are more likely to enjoy a goo.d dmr.rer ata
restaurant than at times when they have to frzake ends meet, in which case
they of course resort to frozen pizza and don‘t eat out.

gs to the

What is typical of th
rate, and enterprises

Another outstanding feature of this industry is its endless variety of diffe-
rent restaurant types, which can be categorized according to the following

criteria:

= Size: small restaurants with as few as five tables, or large establish-
ments with 500 seats or more

* Type of cuisine: local, Italian, Asian, or Mexican cuisine, just to
mention a few

* Pricing policy: A broad range exists, from fast-food stands where a
Pizza slice sells for two euros, to exclusive restaurants where dinner
for one person may well cost 200 euros.

* Quality of food: Many restaurants including affordable places are
eager to offer good quality whereas others are not so particular.
= Staff qualifications: The |
owners has already been
quality personne/ is diffic
of the work employees 4

ack of management skills of restaurant
referred to. In addition, the recruitment of
ult because payment is moderate in view
'€ expected to put in.
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Industry and Competitive Analysis, Benchmarking

er major criterion is the large number of black i
ircumv ent Iega_l regulations and create an unes\’/,ee:pp;: tfris n?dust!y
hiding companies. Examples of illegal practices are: R

e ployment of cheap staff (mostly from abroéd) without regj
I egistra-
violation of working-time legislation

failure to record business activities; tax fraud

g of the general trends the restaurant and catering business is subject

ocial trends:

. There is a widening income gap between the growing number of

. affluent people and more and more poor people who can no longer
afford to go to a restaurant..

' Move towards healthy food
- More women are employed and thus have less time to cook.

-~ Consumers love variation and are becoming less predictable. Reta-
~ ining regular customers has become more difficult.

3 Cooking at home with friends
® Political / legal trends:

- = Non-smoking rules and more stringent legal alcohol limits have
already had an impact on the industry. New rules about alcohol
consumption could be implemented.

general, the restaurant and catering business is a highly dynamic industry
lich comes to feel any change in general trends immediately. Accordin-
restaurant businesses must be flexible and innovative if they want to
vive.

freasing rents are a major market entry barrier in the restaurant and catering
Siness, and finding a suitable restaurant with affordable rental prices in
g00d location has become increasingly difficult. Existing restaurants that
tered into relatively cheap rental agreements years ago have a significant
fpetitive advantage over today's newcomers.

dmpetitive analysis

terthis general analysis, Mr Salt suggests going into detail and figuring out
Bdimensions of their own, local market. The Bossi team is now trying to
imate the entire market volume of the restaurant business in their small
Wn, from which they intend to calculate the market shares of the different
SMmpetitors

0
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4 neither approprt
#e mistake of ent

e it that the comy
D poducts

thizito Pizzeria is a privat




Jjito Pizzeria as a benchmark

yizzeris learly the market | j

Blito pizzeria is clearly Y et leader in town, i i

Btion with outstanding quality. By renovating and ex:e::!’ir:rb"',es Seads

# last year. 1t managed to triple output capacity, which natgrgilresmu'

vals very nervous. After some initial difficulties, it has learned ;lr::: qte
its

akes, and in the meantime even the new restaurant sometimes h
B capacity to host all its guests. 100

Jdition, Rosalito Pizzeria pursues a highly daggressive pricing policy. Two
Bhths ago all prices were {ower ed by 20% and the rivals unanim;)usl
pee: “Rosalito wants to finish us and kick us out of the market. " 3

Bhermore Rosalito has had this great idea of starting a ” Pay-as-much-
ou-want-on-Sunday” campaign. In other words, on Sundays it is the

tomers who decide what their meals are worth.

his campaign has been a complete success and customers as well as the
ia are enthusiastic. There have already been three long articles in news-
pers and the restaurant is mentioned regularly on the local radio station.
;, ortedly, customers are extremely fair, and some of them pay significantly
e than what they would have been billed for.

ently there have been problems with personnel, though. Because of
psalito Pizzeria’s smashing success, the restaurant had to hire new employ-
Bs who had neither appropriate education nor experience. Besides that,
_ made the mistake of entering into a long-term supply contract with
ply one brewery, whose beer is now suffering from major image problems.
Qimours have it that the company added illegal chemical flavour enhancers
Qiils products

§Rosalito Pizzeria is a private limited company, the public has the right to
-'- into its financial statements in the Register of Business Names. When
i Bossi makes use of his right, he is dealt yet another blow: Rosalito’s profit
fid loss account shows sales revenues of 800,000 euros and a net profit of
80,000 euros. This translates into a net operating margin of 10%. As Mr
BOSS/ knows that Rosalito employs twenty people, he can figure out how
llich each of them contributes to the company's sales revenue: Sales-per-
Wiployee is 40,000 euros.

8bour costs amount to 400,000 euros, which is 50% of sales. Cost of goods
DId vvas 200,000 or 25% of sales.

e
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Hindustry and Competit

financial sta
diately starts analysing his 0% He arri tements in greate,
Mr BOSS! immes . < his results with Rosalito’s. HE€ arrives at the followip,,
detail an P

figures-
f“-,-//,//ﬂ ROSALITO ;\
W ;
FINANCIAL [NFORMATION / RATIOS R
300000 | 30000 |
M 80,000 590 000
Net profr»t ’ = _3?‘1
Net profit margin ____40’000 3000.#41‘
Sa/es-per-employee - ,‘2
staff costs in % of sales revenue N 50% 50% |
Cost of goods sold in % of sales 25% 359 'l
fee |
40% o |
Equity ratio 2 15% | .
e i

This means that Rosalito Pizzeria is petter in all categories. Whereas they
retain 10% of sales revenues as net profits, Boss! Pizzeria needs to pay an
additional 3 euros per hundred in sales In order to meet all expenses.

Rosalito’s personnel is more productive and generates sales-per-employee
of 40,000 euros although staff costs in both enterprises account for 50% of
sales revenue. Rosalito pizzeria apparently has another major advantage in
procurement. Cost of goods sold consumes only 25% of sales revenue as
compared to Bossi pizzeria's 35%.

The bottom line is that Rosalito Pizzeria has both significantly higher sales
and considerably lower costs.

Mr Bossi wants to do something about the procurement issue instantly. As he

knows that the two companies buy certain products from the same suppliers,
he contacts them right away.

What the suppliers tell him, though, is that they will be willing to grant him

the same favourable terms as Rosalito Pizzeria only if the quantities he buys
are similarly large as those of his competitor.




Actual Analysiss

P2ZERIA ACTUAL ANALYSIS SUMMARY
PS>’ e > o ,
X S A
, hours of analysing his fitm’s current cis,.. »
many ! _ rrent s
rives at the following, sobering eon .‘Wﬂflqp Wwith his team, pm,

el
pss/

’ . » > - ."‘ X ('
o His enterprise’s financial situation js dey’a_g‘taﬁ,,g

. The food and catering business js affected bymalor changes

rosalito Pizzeria, his main competitor i :
» Rosalito : 2 petitor is more roducti ]
vative and likely to continue its suce, L S Inno-

€ss story. Furthermor,
vegetarian pizza restaurant has emerged as 3 serious rival ot

unfortunately, the enterprise largely depends on one e i
. Unf _ 4 rson (Mr 5
what will happen if Mr Bossi falls il and is unavapllable(for golf)sr,r)g

time ?
B losses must be expec ted in the years ahead as well, it is clear for everyone
bt things must be changed. There are two basic alternatives:

=« Bossi Pizzeria closes down and is liquidated.

» Attempts are made to rejuvenate the firm and make it profitable again
by means of new strategies.

for \Vir and Mrs Bossi and their team liquidation is out of the biltestion:
thus they agree on making every possible attempt to safeguard the future
ftheir enterprise.

/
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Learning targets

EASY

§ conC Se dL'SU'P“"mS givc B oV o thie EBC'
. offer detailed explanations of the buys;
Eor those, please see the bul

L LCVQI i
ness term,

we advise you to identify practical cxamm:':fess texts
fom th
3

ACTUAL ANA
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e follo ng o hey do not. howeve
i Level B exams).

parning ODJEC e f
: y for

texts
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and con

examples 10

< areas of an enterprise

busine

the progducts and services that result from its business ;
\ o customers and their needs and there muS:Sbldea Thic
+n <pend money on the firm's products. € €nough
the basic business idea, identify wi ;
. 1C with it and b,
€ able ¢
0

cess rests on

us focus on't
1ys ocus ©

business s
customers who are W ling to SF
All employee€s se famihar
communicate and sell it

must €

groups of produt ts that are of crucial importance for the e
e nterprise 370

s and

Core prc
strategic bUS ness

referred to as

¢s of a business organisation / a business idea / a product or servic

"o L ¢ The o e L ¥

‘ or USP. The enterprise of business idea should be 1S referred
clearly from the competition. *C D€ 3s unique

tr

0 dentity refers to t feeling or image that is associated with
andg d r v hnw the company w4 I !
ind describes how the company Is perce ved by the outside world ( i nrra 5
customer
ers,

etc.) and by

te igent

ts employees.

ity is shaped by its products, employees, mdn en
by its products, employees
' , managem
& t and by

7

sion comprises clearly def
prise arly defined common (I
on o = \ ymmon (long-term)
it maintains set . ; f’o‘“" e
tandards : e

orporate value

» Namé ’
INd N0 €Xpla trateg
g1c goals or ar

Strategic 20

Strategic goals are medium-te

Pt nedium-term and long-t

corporate vision ind long-term goals that intended to b

S on, e reached to realize
al sirategic g

tegic goals

o \\J
We want to becom
) ne v."’., ma L +
e Our market e market leader with
ier within two year
thin two years g
VO years.

ArKel

share should
are should double

1 AN(
il £04als of a
goals of an ’
s ) an enter

prise

al) goals enterprises
terprises focus their attention on are:

1tain and st
1 anG sirength
engihen an enterprise”
prise’'s competitiveness

EBC*L - Actual analysis



the criteria to be observed when setti
st be appropriately defined and well
enals :

formulateq. They she
| b should follow the SMART-

¢ (= formulated as precisely as possible)
ific ble (= quantifiable)

e (If they cannot be reached, they are not taken
: sefiously and Cause demotiva-

ant (They must support superordinate corporate objectives
r (A time frame needs to be set ) )

Ext

sasurd
.ch¢gv.1h

fime-bounc
I may be related to e
Dd > b

pnt.

ach other (competing goals or complementary 80als) or indepen

Explain the term shareholder value”
& he owners of a business are frequently referred t i
Bay the owne : © as shareholders in i
'_y vord. Their return is known as shareholder valye. HSider sense

Becent years, the sole focus on shareholder valye has been wide
- the long-term health of a company and has o

i ly criticized because it thre-
ther negative consequences,

Explain the term ‘stakeholder value”

the term stakeholder refers to people and institutions that are directly or indirectly affected by
e activities of a business organization. Stakeholders whose inte

rests an enterprise also needs
Bpay attention to include employees, customers, banks, local residents, etc.

Explain the term "corporate social responsibility™ (CSR);

fnterprises should assume social responsibility which may include rejecting child labour and
actively supporting development aid projects.

Identify the different legal forms of business organisations and the parties who have the
power of representation and rights to make business decision,

Bee EBC*L Level A
B Name and explain factors relevant for the description of entrepreneurial teams and

The busness (or project) team is responsible for setting and achieving objectives. Business

i Bam analysis is performed according to the following criteria: numbgr of team members,

i 1 Bducation, business experience, length of employment, demographic variables (age, sex,
flationality. etc.)

B Name and explain factors relevant for location analysis. hich
¢ i try in whic
Whether or not the location of a business plays a major role depends on.th_tz lmj'::tlirf)i’cation of
MIE enterprise operates. Important location factors are: cqstomer prpxlmnly. gl i
ployees, payroll cost, raw materials, energy cost, ."afﬁc conn-ef"to’;iitegetc
Blirden, environmental protection requirements, political and social stability, etc.

v

, : - sxposed
n developments and trends to which an industry can be exp

- i ject to

f trends (= permanent, long-term changes) an industry is subj

0Cia trend

8Consumers think and act more economically '
sumers ¢t an f . ety

3 le in western soci

BPEmog aphic trend Increase in the number of old peop

(= aging of society)

Easy Business in telegram style - Actyal analysis
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which is distributed unevenly
recovery or economic gro
rchases

reater wealth

i end:
po'mcal tr il et cession; !

» Socio” %
mic tren 5
: ‘Er::::o!ogxcm trend: In€ crease 1N internet P
Na and explain factors relevant for an industry analysis. '
ame & j
> Justry can be assessed according to @ number (;f criteria, i
it I:rkz: srytvuc(urc nd changes on the customer; side :
::arkct structure @ and changes on the sellers' side
» roles of suppliers and retailers ;
. tr.chnolognca developments
cial trends
y

. general SO

 "market volume", 'm‘m

> Explam the tevms "market potentnal' ;

market share”
number of users who a

(= the largest imaginable

» market potentnal
to purchase a certain product) !
the proportion of the market potential thatis b

» market volume (=
suppliers) :

« market share (= the percentage or proportion of the total market vol
serviced by one company)

company sales
——— x100

market volume

market share in% =

» Explain the term "market ni che".
A market niche is 2 small market se
gment with few potential bu
yers butamfew
com-

petitors. li is deal for small, specialised enterprises.
> Explain the term “market entry barrier”. i
Market entry barriers d :
etermine how difficult "
it is for new com
panies to enﬁu particular

market. Examples include;
» technological barriers (ex
tensive R&D activities in th :
e pharmaceutical irldﬁiﬁ'ﬂ

* legal barriers (ex
isting patents, strict |
egal
* location-relevant barriers (above- averagge :ﬁ?)latlons o bumesg,

>
: Explain the term "substitute product"
substitute prod l
product can replace another praduct because offers th samgﬁﬁﬁt
s the same benefit.

> Explain the terms "
» monopoly (i ;:mi monopoly”, "oligopoly” and “polypoly"
* oligopoly (= t.r;::';trefp”w dominates the market) g
"Polypoly (=a large r:urtnlts) hiced among a small numb f

er of sellers operate in the ma?l::t)se“em

See EBC"L Level A
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d explain factor

s relevant for a y N
CoOmpetitive sne
. of competitors pe Mm* ;
liquidity, and p'OdUCtivi(y ratios \
¢ and relative market share
viour of competitors: aggressive vs. €00,
er stock profile perative

% Custo p
Number and qualifications of employees

B .pain goals and methods of and limitations to benchmarki
shonchma ‘de ng.
e term ‘be ” :Iu ; }:’ntgh e‘::z:’:es a rr;rocess used in strategic man:eem t
RBiganizations evaluate N performance in relation 1o best €nt, in which business
practice,
Rey questions in a benchmarking procedure are:
s How do we compare to others?
L, Why are others better? What can we learn from them?
% What measures do we need to take to become
part of the business ¢l;
S elite?

Warious features of an enterprise could serve as a b
, en <
Besses, staff, management and more. chmark: ts productys), preduction pro-

nrofit

Proc y, profitability and liquidity ratios are
us
fenterprises ed to compare one ompany with other
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General Learning Objectives

: Being able to explain the term "marketing” and the significance of marketing
for an enterprise, a project or a service, as well as for a private person

Being able to explain the basic conditions marketing activities depend on
{customers, competition, costs)

Being able to explain and apply the instruments of marketing
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ming targets:
Being able to explain the term “marketing” and the goals of marketing

geing able to name and explain the tools of marketing (Overview)
ing able to distinguish between "

external marketing” and “internal
marketing"

Being able to explain the term "self-marketing "
Being able to explain the term “marketing mix"

Being able to explain the structure and design of a marketing plan

1. 1. GOALS OF MARKETING

jorder to present the extensive subject of "Marketing”, we will continue
e Bossi Pizzeria case study. The idea of " Bossi's Pink Sauces” introduced in
he chapter "Creativity techniques” marks the enterprise's new start.

QOSSI's Pink SAUCES — A NEW START

DU may remember: During her vacation in Thailand, Mrs Bossi discovered
Spice that gives the tomato sauce for their pizzas an incomparable taste.
Sithe Bossis want to draw the guests’ attention to this taste and want their
22as to be distinctive from others, they decide to colour the sauce pink.

ermore, they intend to fill it into bottles and sell it under the name of
BOSSI’s Pink Sauces”.

Wiortunately the spice comes from a globally protected plant that can-
Btbe cultivated outside its natural habitat. For this reason Mrs Bossi can
lain only very limited quantities which hardly suffice to satisfy their own
W22eria’s demand. It would therefore be ideal if the plant extract could be
goduced in a chemical laboratory. Out of curiosity, Mrs Bossi has inquired
Bthe University of Natural Resources and Applied Life Sciences about
ether this would at all be possible. After his first analysis, Professor Sour
Bquite sure - although he can't guarantee it - that lab production would
f€ed be possible. It would take some intensive research and lab work,
Ut with 5 budget of about 30,000 euros he could see himself doing it.

g Is certainly a huge amount of money - particularly in view of the
Bigh’.y unfavourable business situation the enterprise is in — and so Mr
51 does not even want to give the project a chance. Mrs Bossi, however,

agn
7
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Basics of Marketing — Marketing goals

k Sauces in large quantities such a unique ide.

elling their Pin :
considers selling a marketing plan against all eventualjtjes

that she wants to draw up
Marketing is a corporate policy that is directed strictly towards needs Satisfac.
tion, with the market being determined by customers and competition, Tp,,

customer must be in the focus of attention because customers create business
opportunities business opportunities create sales and sales create profits.

still. what sounds perfectly logical is not necessarily practiced in everyday

business life, as demonstrated by the following examples:

< Manufacturers produce products nobody really wants.

< On the other hand, there are products nobody ever hears about because
no money has been set aside for promoting them. The best idea doe.
not serve anyone if no one is aware of it.

< When demand decreases, prices are often raised so as to maintain
profit levels. What is overlooked is that a drop in demand is a crycia|
signal from the customer and requires an entirely different Strategic
response.

Today, business blunders of this sort are quickly punished by customers who
abandon the company as well as by competitors who have been waiting for
just such mistakes.

The basic purpose of marketing must be to contribute towards the overriding
goals of an enterprise, which ultimately are: achieving acceptable profitability
and maintaining reasonable liquidity levels.

Marketing should therefore never be self-serving. What good does the most
creative commercial do if it fascinates the advertising community but doesn't
attract the customers who are supposed to buy the product?

Marketing efforts can be directed towards

= winning new customers (by sending out promotional circulars with

attached order forms, for example)

making a company or a certain product more popular and

improving the image of a company or of a product.

Y EBC*L - Marketing




, 1. 2. MARKETING TOOLS

or to achieve their goals, marketers can use a
. number of tq ;
ols which

In 0'(’
Ao
|"7(1‘~~‘1‘

market research

. product policy

e pricing policy

. distribution policy

« promotional policy and

« sales strategy

The fundamental dogma of marketing typically refers to
(i.e distribution) and promotion as the four Ps. These four tools will be analy-
iy ced in detail in separate chapters of this book. All that should be mentioned );:t
,,,,, & this point is that they must be adjusted to each other with great precision. A
' durable, high-quality, and expensive product, for example, will attract har<.i|y
any buyer if its advertising messages suggest it is a cheap mass product.

product, price, place

The four Ps are commonly known as the ‘marketing mix' and adjusting them
to each other, i.e. optimizing the marketing mix, is the primary responsibility
of marketing.

4.1. 3. EXTERNAL AND INTERNAL MARKETING

st

"t The idea of marketing has been greatly expanded over the past few years
and today comprises more than just directing a company's efforts towards
the final consumer. It became apparent that the basic principles of marketing
and its tools are relevant for anyone who wants to sell something in a mar-

th ket. That could be a product, a service, a project, an idea or even the person

nimself and his/her skills.

One needs to distinguish between external and internal marketing. W_he-
feas the traditional form of external marketing is directed tovyards the final
Customer of an enterprise, internal marketing addresses the dnffiretrjt taifsg:-:
Eroups within the enterprise itself. The purpose of mterna.l ma:‘ seol?fome-
convince the employees, the superior or other company divisio

ing you want to offer.

F e
DUSIIEG.
E;f . . P
2 L—f.-‘l.‘xrxet'ng

Marketin
g tools, external ang internal Marketing - g
= Basics of Marketing

> Marketing tools

> Marketing mix

» External and internal
marketing
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gxamples include:

The comp
3 king-time s;h |
MR ducation and trai

. company se b
- This year mfehensi"e continuing edy;ago:g rog
therat%’gipa,tment managers to sign up 8
vince

AT :
' he seminars: 3
ossible for t .
A P division has insta{led anew ;egur;tz .

2 Thri that the new system 15 respected by

su |

The works council has organized a ;A:jo;ks 'go
- attendance, more employges should be at
time. How can this be achieved?

In { ;
ent wants to
n this idea be

em
ny manag
% yedule. How ca

4.1. 4. SELF-MARKETING

Furthermore, a person can also "market” himself.
self-marketing may be typical of politicians, actors
actually important for each and every one of us. Wh
a natural talent for marketing themselves, others don't.
idea of how to go about it. Some manage to present then
light and climb the career ladder although they have co
offer. Others, who would actually be capable of doin,
only because they don't dare move into the fast la
themselves, underestimate their skills or simply not
who draws other people’s attention to his accomplﬁ ,
§ example presenting Mr Leek will demons
Ng may accomplish, B

The followin
Self-marketi



.+ Leek completed his appre

'},‘J has been employ
ce in his career, he:

r,e,’l(ed agaln and

[e xvy.n el

f Mrl - Leek chooses a tough; »
evening (o//ege In addltlon h

itions. The mformatla n
s to ask for a salary that
eves his expectations are /u

= he has 14 years of practi
= he has a decent comman

stress and

he has a sound businessli o)
] )'

> s prepared to accept a Jow T

‘mance-based premium pay a
must be paid in full.

4Ws up a CV and a letter of

de vf employee. He sends i
-and, in addition, submits t

more, as he knows that he |

wait for responses from
s them directly and - with

erview,

il "...“Jkehng

TeRMS AND

ConoITIONS

PROMOTIONAL
POLICY

ADVERTISING




to involve ever =
their interest in hirm-

success, and he clinc
hing evening college:

» Marketing-mix

> Marketing plan
structure

5 m the very be
sion fro ven terse p

«« thoroughly p'an”
7mr Leeks thoroustly 7T

inning:
gersOﬂﬂe’ ma
gy leads tO almost.

ing strategy
planneg gzr,(;egr’g ms only three months a

gs. Mr Leek’s perfect marketing
djusts his earnings expectations
value. He is smart enough not to ask fc?r a top-ma
does he sell himself below his value, whlc.h -could b
of a hidden weakness. (See Chapter "Pricing pollgy

prices")

Among other thin
evident when he a

4.1.5. MARKETING PLAN

Any marketing activity requires a well-designed mar
put into writing.
It should contain the following major points:

1. Actual analysis

Before any marketing project is initiated, the starting
roughly analysed. After all, the reason for taking marke
be precisely defined and documented. ul

2. Setting goals

o Sales of a CEI’ta'
In product sh 1
~ At least 109 of ould be raised by 10

mereia| the target 8roup members shou

6o



i that focus on quality aspects may include:

_ The image of the enterprise must be enhanced

. _ The produd must become more popular.

' 3 Activities and time schedule

the planned activities and steps that need to be taken to achi
described. In order to proc.eed quickly, a schedule is drawnaz pue;/ne j}(:'at
eirable interim results or "milestones” that are to be reached b ' ac rtlc.

» are identified. (See Chapter "Project planning") s bl

4. Budget plan

< marketing measures may be quite expensive — an advertisement in a
tional newspaper may cost 10,000 euros or more - establishing a budget
is absolutely indispensable.

'5. Constant monitoring and final review of the marketing project

here must be constant monitoring of whether interim results and eventually
he final goal have been reached. Among other things, suitable monitoring
astruments include sales figures analyses, market research tools, etc.

£
business

EBC*L — Marketing
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ing targets

_ ' Leaming targets
b Being able to name and explain Customners’ buying motives

. ge ing able to explain Masiow’s hierarchy of needs /\/\/
‘Being able to explain the terms "need” and "demand~

‘Being able to explain the different stages in a buyer’s decision-making
process

 Being able to explain the term “cognitive dissonance"
> Being able to explain the term “customer segmentation”

1

Being able to explain the criteria according to which Customers can be
categorized

: __Being able to explain the term “customer relationship management”
(CRM)

Being able to explain the term "glass consumer”

Being able to explain the term "data mining”

ing able to name and explain tools of customer retention
v ing able to explain the term ‘complaints management”
Being able to explain the term "cross selling”

Being able to explain the term “full-range customer"

1. CUSTOMERS' BUYING MOTIVES AND NEEDS

ely it is the customer who decides whether an enterprise flourishes
ether its employees are secure in their jobs. Thus it certainly pays off
to anticipate each and every one of its customer's wishes. This can
only by looking upon him as a human being who has desires and
These desires and fears must be precisely identified, as they are the
forces behind his decision of whether or not to buy a product. These
are referred to as buying motives,

> Buying motives
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> Maslow's hierarchy
of needs

tice doing research on buying T
rac |

ions:
r the following question

oney on in fhe pas
lly had not intende

if you wan
and answé

- What d‘d yo

y spend M
igina

you origl
200
ajor item (that cost moo;eo tg:gde
e o !m 71What prompted you i
re(c)gztc{._ and against others?

pr

ble "shopping list” could look as follows:
e

goods Wthh

A possi
1. Milk, brea

2. Life insura .
a restaurant with some friends, floy

d. some sausage, a sweater
nce, a safe door lock, a course in s

3. Dinner at |
4. The most popular cell phone, a management

Maslow's hierarchy of needs

The shopping items listed above cover all the ne e
Maslow’s hierarchy of needs. According to this th :
between five different categories of people's wishes and
Level 1 - Basic physiological needs: warmth, fo . Pf
Level 2 - Safety needs: shelter, security of emplo
being, legal security, insurance policies, orderly en

Level 3 - Social needs: friendshi 3
; . sh
tion and care 1P, Partnershlp, f

b

Level 5 Self-actyalivasi.. . .
kindness, a et '”d'Viduality, talent e

rt, Philosophy, faith, ethics B

A2t e



Maslow’s hierarchy of needs

self-actuallzatlon
esteem needs
social needs

who has hardly enough mone isfy hi

. y to satisfy his basi
ot likely to spend any money on insurang. i e
e about questions of ethics onl
e of accommodation, a spous
oL satisfaction and recognition

5o

y when you have enough
e who loves you and a job

............. in Maslow's hierarchy of needs may

figure out which of their customers' needs their Pink
h is not an easy task at all.

a food item, a Pink Pizza is not necessarily what people
1 they want to fill their basic need for food (= Level 1). Neit-

k Pizza" with friends or if Pink Pizza becomes the subject of a
: “We had something absolutely crazy for dinner yesterday
za. Have you tried it yet?"

)mpts some sort of recognition ("You are really a trend setter,
?2"), Level 4 has been reached.

1 ora tpd,mb the peak of the pyramid of needs, hpwever, and give their
ests moments of greatest self-fulfilment, Mrs Bossi would most certainly
ive to use additional (and probably illegal) Pink Pizza ingr edients.

an initial idea of which marketing stra-
k Pizzas. Pink Pizzas are not supposed
size (Level 1) but should in
uld be ideal, of

Ihese findings have given Mrs Bossi
tegy to apply with respect to their Pin
o attract attention because of any particular
' any case become a topic of conversation (Level 3). It WO

c_‘fy/
. & business
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otives and needs

yrned into SO. T:

: 3 COU, bet i
K Pizzd n level of self-este

e '
courseé if Pir ;
which eve one W as a certa

and eat (Level 4)

As Pink pjzzas aré still unk
he desire to own @ beau
he need for a Pi
ve lo commun

hey are

~own, this may be difficult
tiful car, a yacht or an
nk Pizza first has to
icate to customers t

L%,

pink Pizza fans. ;

reas t
uncommon, t

that the Bossis ha '
are pamcularly trendy if t

Creating this need IS the task of advertising.

At the same time, the above findings allow the
hould target. They have to ada

customers they s
already satisfied the needs of the first two levels
other words, their target §roup consists of customers w

rage Incomes.

Needs and demands

gfeﬁcognizing needs, however, is only the beginning, b
o; ::ir;cehbet;ween a general need and real denf’and"
s hundreds of needs but o thet
nly a fracti
demands that can be and will be satisyﬁed oS

= Almost ever
yone wants to 1
few speak as man
people actually attend a language c)c’ullalggu' '
[

= Almost eve
ry man wants t
0 have six-
pack abs |

Only few
stidio go through the trouble of achieving

= Alm
0st everyone wants as

what

Creaﬂ

turn '

;11'11 (’i ’
dem

As |
den
wal

siill
awi

Do
ma



s d has obediently served its owner
ing the past few months, however, more
assary and the car has spent more time

¢
looking for a new car and as it is a major expense,
ation as possible.

It contacts his regular car dealer, with whom he has always
sfied, but he also reads through car magazines and road
internet research and asks friends and relatives how happy
with their cars. As all of them tell him, though, that they
solutely satisfied with their choices, this source of information

£ r"if'k'vf
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ustomer pehaviour

and decision-making

phase.3: Ev,a,lqa.t.iqn.gt..«z!.t.e.r.n.a.t.ixg.s..
pares the car models he likes and evalyates ther,

In this phasé. """ : :
accordin t criteria:

Rational criteria:
- price
- size
« number of seats
- gasoline consumption

= faxes
Emotional criteria:

= design
= colour
« more horsepower than necessary

« environmentally friendly
= image of the brand

These are just some of the criteria and it is not surprisi

are just prising that Mr Salt'
head is spinning. He has sleepless nights and is irritated and unfn’esr‘:clitlS
towards other people. After a number of test drives, the number of possibl);

choices is reduced to three.

Phase 4: Purchase decision

The moment has com : :
B b har o oo e when Mr Salt finally makes his choice and selects

Full of inati

Al he zg;i’s"l’ r’7 ”srt(’j%flthe contacts the car dealer that sells cars of that kind.

Bercent discount. Th o be completely satisfied is an additional one to two
. The car dealer, however, is stubborn and not willing 1

let Mr Salt have thi '
s ult ; :
nally unfriendly. imate triumph. Besides that, he becomes exceptio-

Mr Salt refuses to ,
car dealer. How co[L)JLllctj 7,p with that and remorsefully returns to his former
place? He now buys a e ever have thought of buying a car from another

car that costs more than he has planned to spend

has more ho
rsepower tf
would have liked best. 1an necessary and is not available in the colou he

£BC*L - Marketins




ost-purchase evaluation

oint (if not sooner) it becomes obvy;

.+ alt, very often don't act rational/y o :',’,azthman beings, incly.
ision, he is convinced that it js the righy thinr It makes his uft;.
man on earth. Neither hjs wife nor the s,,,%to do ang he is the
ake him change his mind. Admitted/y the € .mn?ents of his

e than planned but its interjor design anc'l great.
- price. Besides, its shocking green ¥

: colour goes
than his favourite colour would haye. §0es much better vy,

2. 4. COGNITIVE DISSONANCE

i Salt's less than rational post-purchase be
oenitive dissonance theory.

1 general, human beings strive to achieve
ance and free of conflicts, In the course
rowever, this inner balance is at risk because 2

Anag .".L’“

does not come with only positive aspects but has some ne

Its s well. Such side effects could create discomfort for a Person who has made
ily : decision that cannot be reversed anymore and make him doubt that what
e "ecid was the right thing to do. The expression used to describe conflicting
toughts or beliefs that occur at the same time is cognitive dissonance. Not

only does it sound discomforting, it is. Nobody likes to be out of balance.
ve into "his" cognitive dissonance, he would retrospectively
fs “his buying decision and become annoyed at having spent far more
than planned and admit to himself that he is not happy with the

! lour after a.

: .-C?'IC|l.Si0n,‘ In order to avoid cognitive dissonance, a person will emphasize

_ "lve sides of his decision and sweep all negative aspects under the

R ; - I and
"Natis precisely why you cannot expect to receive any neutra

b answer to your question of how happy someone is with the new car
*Nas just bought

aliona

COrdin . 353 : , we
_Uding to Heribert Meffert, one of Germany's first markgtm%eng;f:
" Gistinguish four different behavioural patterns of a buying decision:

: A leng-
" fationg| buying behaviour: The buyer acts ratuonal-ly 3'_‘d : a:(t)eévaa,uafe
"y phase of information search - applies economic criteria

nis at

st price
l €rnatives. He wants to achieve the best result at the best p
Possib|e

4

L~ A2
Harketing
y "

> Cognitive dissonance
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B A SRl i

tation

The Cust
: haviour: The buyer lets himself be guided
impulse bUY'”gHb:acts Spontaneously without any prior
and intuition- !
search. behaviour: The buyer is not int‘erested in mak
A buhye':ivcr he buys something but relies on past
ision W ' R3 rier
dec ng behaviour: The buyers deqs:on does not depend ¢ e
- @aa! b;‘i):]'n or experience. He allows himself to be guided by
mf?m;i:e concepts of his social environment (friends, col .-~-'“,,'°':
ana v
celebrities).
4.2.5. CUSTOMER SEGMENTATION
Customers are different from each other because human beings in genery
differ from each other. For that reason there is hardly any universal
that sells equally well to all people, regardless of whether they are youngor
old, rich or poor, healthy or sick, introverted or extroverted, Europeans or
Asians.
> i:i(:?;'m Enterprises '.-."ill be su(;cess.‘ul if they specifically address different custom .
SR o, In order for them to do so, customers must first be subdivided into different

customer segments. Some of the criteria according to which customer se
ments can be determined are: ?
= Demographic criteria
- age
- sex
- education
= OCcupation
= income
- family Size
~ family ife cycle
~ nationalit-/
- l(.lnguage
. GE y : :
Ographic crite

g ('()Untry

ria

= région
=~ district

D | i
POpulation density
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. climate
F?nt;g feelings «chographic criteria
Mati , Psycho8 ; : :
ation -ational / emotional / impulsive
’aki"gane ~onservative / modern
" _ cons
*Xperience. _ introverted / extroverted
Pend on p , private and corporate customers
d by mor.
al ‘ . §
nents can be combined wi g
leagues, o, +ese segments can b th each other ang ; or further subdiyi-
.- example of such a sub-segment could pe "female senior citizens in Vienna
+h pets". This target group will have highly specific needs that have to pe
ed. Marketing activities which are based on research results are far
ighly focused than in cases where customers have been segmented
n genera| Jlly or not at all.
U product
young or
'Peans or
Corporate customers — private customers
stomers. «wrporate customers differ from private customers for the following rea-
different
ner seg-

r quantities and sales.

You can expect a corporate customer to

place larger orders and thus to
contribute to your sale

s more significantly than a private customer.
people are involved in the decision-making process. They could

= the people / employees who want the product

their immediate

superior (department manager)
= Ine procurement department
= lhe ‘Ompany management, or

Perhaps even the controller or the works council may have a say in
_:-u-f(r:.asmg decisions,

Making processes take longer
Artirs A
CUlarly whe

N many decision-makers are involved, time-consuming

. ngs and voting procedures that g0 beyond departmental levels
ust be Expected.

YMpanies are more rational than private customers

brofitara.. PUrchasing decisions have to meet business criteria such as
T bty liquidity, budget targets, etc.

keting
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ion
ntatic
segme
stomer

i
vy

re demanding.

. 6o
es are Mo d expect higher quali and
5 Compg“;e customers dema?;j aa'Ld deF:ays P delivery nt\yay P "Hh, gt
C"'poﬁ because poor quality 08U then, whi
re“ag'olfytheir own customers. o o
A t forget that even in the worlld S afg:-‘;tf ‘I)utzs of COmpames
il one mus: 1o ost impressive facadtr_S of glass an d 5 e.re. are Peapje
and behind tt;t’ ”(’j who seek safety, social contacts an recognition.
O
of flesh and blo ; :
nt managers who are res'ponsuble for their Company’s ¢,
Special kcy; a;‘::;‘ have had years of experience and thus knoyy
orate custo g ; ; 4
p business requirements of their corporate clients and -:
= the busin . 3 x T peci
« the people who have the biggest influence in the decnsuou-making whe
chain. e
still,
Internal customers - external customers n;zﬂ{\
e : : cust
Companies are beginning to realize that it is no‘t exclusively the external fina| ;nap
customer who should enjoy the privilege of fnendly and competent custo. g
mer service but that their different departments should treat each other like '

customers as well.

What has supported this development was that de
monopoly as their companies’ sole su
t purchase a service from an exte
was provided internally as wel].

partments have lost their 4.2
ppliers. In the past it was unthinkable :
rnal supplier as long as the same service

Custc
:; :::ompa :;,// ,,dfj its own IT department, it was understood that it would reside
¢ dre all o he ¢ ! dlc A %
f :,( re of all of the company’s data processing problems. - Such an IT de- reatny
F A’u'.("f)' wa Usué - L ‘ i
ved arrnl;rf- f ; SL’ 1lly ve ’ Y much aware of its monopoly position and beha-
cordingly (= focusmg on itself instead of on the internal customer). o)
Today man i o
C Y enterpris i i | A
very well purc‘hsn') e_s see things dlfferenﬂy and their departments may o
e services from €xternal sources
For the zl)-)w E.‘[‘f{‘“
€ ab ““Mentioned 1 ) . n
Ware suppier who r—u: ::// f flemr(ment, this means that an external Soﬂ ons
problem may afy Of-a ;“(};f 4 solution to the company’s data processing o
IT den - 1 g C de !¢ . ] : ' ‘ . &
od “'-f’lr.-'fl f,'”"[]'! (._:ffn’f()’ H"!/\’ ({ 3!)/)()‘?f as I[S Cof"petltor Part’CUIarly l’ the
ne Clal ang result in the (‘”I.' (.1,.(,(""[76'(/0»/@ offer, the Situation can become 10
"OSSibly be jp 4y intecasy ' te Pulsourcing of IT seryices. As this canniot 9 pre
',"f:CKr,‘!.-f,,:_r Concept ¢h .4 f 7(J, the it (/e"p&f(ment it should have a suitable  preg
.1,'4;‘0‘!,”?“; ah - sl Nas dNSwere ) : ! : et
— 'S, what are thej, neeqd vers !o' the usyal questions: Who are my Mmas st
: TGS and hoyw can my product satisfy thosé e,
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-_-d customer — bad customer

¢ there actually such a thing as a bad Customer? There are
vho 'ndeed customers

. create greater costs than benefits

. make life unnecessarily difficylt for you (del:
£ y (dehberately or indeliberatdy)

. are so unpleasant that a lengthy busine .
ss relationshi e
cause ulcers. nship would inevitably

enterprises are best advised to terminate such cust
hecause time, energy and financial means must f
who really make a difference for a company.

attention, though

still, enterprises have repeatedly had the experience that customers who ini-
tially require a lot of attention turn out to be the best clients. For that reason
customer analysis ought to be conducted rationally and systematically. The

chapter "ABC analysis” of this book has already highlighted methods of how
to categorize customers.

4.2.6. TYPES OF CUSTOMERS

Customers don't make your life easy. Even if narrow customer segments
nave been selected (such as '40-year-old male university graduates who are
‘esidents of Main Street and vicinity) customers may still require different

reatment

“mong them there will be impulse buyers who don't do much thinking and
“tinstantly, as well as customers who weigh things carefully and think twice
wlore they make any buying decision.

“Verett Rogers, U.S. university scholar and pioneer of the "diffusion of inno-
uons’ theory, suggested dividing customers into five categories: innovators,

early f-.:fr;-;)fwgl (.'arly majority, late majority and Iaggards.

:.7( / adopters are trendsetters who want to be the first to own and prou-

7 Present a product. In order to satisfy their curiosity and / or their dtegtlrni
Prestige, they accept a product, even while they ac.knowledge tha Iﬁks
"ature, has flaws and can be purchased at half the price only a few wee

Varketing
~elung

> Customer types
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ompletely differently. They are probably still thinking aboyt
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Between the early adopters and laggards you find the early majority and |ate
m.,-'(;,‘l,‘y (;4 buvers. The latter decide to purchase at a time when the product
:H‘Sjpl;'am ched a foothold and has been thoroughly tested by the market.

}US[
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a product has established itself and

after all the ﬂaws oS
’ on¢t save Of 'ts |ntl’ <
N know hwan n stage have bcerj overcome, a company may address the i reh:)t:uc
to omer types (majorities), The message is that the product is ctant
" well-established. now reliab|e
:Ol' abOve.m o
en. e
iters are mosty, ¢ is doubtful w hether or not a Separate strategy for laggards will pay off
dUCt they havE

of the p.rodm:t

4 2. 7. CUSTOMER RELATIONSH|p MANAGEMENT
hinking aboyt (CRES

€S and dray,.

,ve you ever received a ‘Happy Birthday' card

ive or the hotel at which you once spent yo
ority and |ate

n the prodyct

the market. you were a 'victim' of a CRM system. Such a bir

thday card is only one
ent of customer retention.

s this expression implies, the goal of customer retentio

mer relationship in such a way that a customer remains
for as long as possible.

nis to cultivate custo-
loyal to the company

tivating customer relationships seems the most logical thing to do but in

ity things are often quite different. It may sound absurd bu
"appens that a customer, whose acquisition h
'oris, becomes less interesting

puton the firm's customer list.

tit frequently
as cost a company enormous
and is ignored as soon as his name can be

nis kKind of L

ehaviour is typical of many sales people and can even be part
‘énentire company's culture: Once a customer has been won, he is simply
3% "ecked off as a business success who doesn‘t require any further attention.

an attitude is somehow illogical because it obviously takes much less

aggards aneffort to keep a customer than to win a new one.

=~ - YOS 7 ' g or
‘rance representative. In order to attract a new customer

yre innova-

"t dozens of phone calls in order to arrange a first appointment
y adopters ‘ | il
‘ ‘ 4 pointment so as to build the customer’s
' ! 'msell well at the appointment so as Lo builc
ic status 0 If well 2 2
st product
o / the product in detail
personal data and '|_,"r‘:‘,'f'f’, .".'."u needs
daT, «.'r,.,.‘;' ““v-_"
urance ""l'.(_.’Ju'.' { I”\!f can *.i:,’\!', [nose needas
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resent this :
3 f/ude the contract..

1/ succeed remains doubtful becayse
he wi

ive offers as well.
e 0(‘/7(():% 2inly look for alternative
customer wi

. = Sufﬁ( ient to
tain an exrs(ing CUStO er, It may
alr m b

Ofd(,’f to rela

nnual visit at which customer data are update,
= pay a routtm:e",ake the opportunity to introduce a ney pro
ame Ur : ' '
th:/(S/: 2 loyalty discount is offered
Wi [

n

look into customer relationship management in greater ¢ etail,
If you look | : .
disytinguish the following phases:

4. 2. 7. 1. Customer identification

Potential customers must be identified and.perhaps ﬁlterefi frorn
through use of sophisticated data processing systems with hlghly compley
data filtering functions. The results, hpwever, wnll_only be as good a¢ the data
that are available in such systems. It is therefore important to store 4 i

information as possible on potential or existing customers in your databany
Customer data may include:

= address, telephone number, e-mail account
= past purchases or inquiries

= complaints

* written records made in the course of talks with the customer (also
about his interests, hobbies, etc.)

= birthday and family statys

The glass consymer

€ngines: An.,, term
i

you énter i
of sellers of or rinto

your search engine may attract
Oducts wh;

ch you may be interested in at
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future analysis,

most unimaginable how much information could be Compiled if all dat
' -.-,‘V,g( ted in one single databank for subsequent evaluation. 1t would be
:,555 ble that those analysing the data know more about the needs and

aluated person knows about

vonder that such data represent a goldmine for th

:specific customer or market segment with their sa
term data mining.

0se who want to target
les efforts - hence the

neris it surprising that we as " glass consumers” no longer feel comforta-

to the world of Big Brother. (See Orwell's "1984" bestseller)

R .
] rome
vwelcome

arketing
marketing is a discipline based on geographical information that allows

'8Ny accurate targeting of market segments.

xclusive

newspaper publisher wants to introduce a new, et s
¥ ie §

' the metropolitan area of Vienna, with the high society 5

; : in the
This means that the company is not interested in t

- ¢ ing
'ving in and around Vienna and therefore sending
c nving <
vould be a waste of money:

: - inform the
“ations that operate in the geomarketing business can

houses in
"SPaper Publisher about the districts, streets, perhaps even
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y residents live whom they can then target directly
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acquisition

s not mean that you haye alreaq

o that, an enterprise needs to apply ang kil
ruments which have been introduced s, fla-
r

he following chapters of this book (Produyc
y, Sales strategy etc)-

ut a customer doe
to
alo ¢ In order to d

omer. :
won the cus marketing inst

mbiné g !
hrjiltliyx:(i;l be f dealt with in t
a
policy, pricing polic

stomer retention
quite some imagination has been necessary to design .
instruments. Typical examples are customer cargs
les cards, bonus cards, etc.) which offer a numbe,

4.2.7.3.Cu

Over the years .
called customer retention
of all kinds (club cards, sa

of advantages:

= loyalty discounts

= quantity discounts for purchases exceeding a certain value

= preferential treatment (like no waiting times)
= presents (on birthdays and at Christmas)
= invitations to company events

= free flights or bonus miles

Complaints management

Sr;dorccli oto rctauq customers it is sometimes necessary to reconcile displea-

e C;’;’IS ‘t"'th;h? company. Few employees, however, have the skil

something goyes(:-.r\::)nl;mg‘lclon:z:amts L
. H, a 0 .

have their positive sides: ugh unpleasant, customer complaints do

* They offer feedbac
ck and
(For such informatis tell you what you can do better in the future.

n busi
of money,) siness consultants charge horrendous amounts

- T:ey give you the opportunit
you .take the complaint serio
Precu;ely those custo
and in z friendly m
advertxsing agents —

ylto win a satisfied and loyal customer if
usly and offer a proper adjustment.

mers whose com
anner are the
through positi

plaints are dealt with generously
ones who will become your best
ve word-of-mouth marketing.
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s ond to a Complaing
cinally. iF yor i With € pro ;
oy to avert even greater damage; Negative Publj gw adjustment_ YOu are
ady, ointed customers are known o be exceptio,,a"y 5 ‘;c':meMber that gjs.
skil. ‘
) fa,
fuct - oss selling
. vou have car insurance with one €Ompany, home in :
" 2nd health insurance with yet another iNsurer? wHrance with 4 secong
- sy d, it may have h
0n the other P_wan e ston)'(e 4 ippened that yoy Wanted tq buy skis d
.nded up leaving the WIth skis, a ney SNowsyit, Matchi !
ki un S i ross-selli
gs expert. The term cross selling is used to describe the sale of addjt; B
I-r

0 a customer who has already bought Products from you

4.2.7.4. Winning back customers

"anenterprise has lost a customer to one of its competitors, it should analyse
"¢ customer’s reasons, which could be rational or emotional.

* Rational reasons: The competition offers a superior product or a more
attractive price or guarantees faster delivery. If that is the case, it will

be difficult — jf not impossible — to lure the customer back, unless you
tan make a new, more competitive offer.

Emotional reasons: The customer has been disappointed by the enter-
Prise or one of jts salespeople. If this is so, then chances of wnfmm'g
Nim back may aclually be quite good. By straying, he may simply

"ave signalled that the company should have paid greater attention
to him,

" ¢ rh A e '- How
. 'apter has now thoroughly explored the "customer phenomenon

k _ ill be
. clailed research on the wishes, needs and fears of customers will b
- 10CUs of the following chapter on "Market research”.

""“:'"7('?10?
5

> Cross selling

> Full-range
customer
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4. 3. Markét ,i"e"s““"""

................................. Al
Laming targets:
jeal* :
 geing @ ble to explain the goals of Mmarket research Learning targets
;g able to explain the quality criterjz of validi s
r o ctivity in market research Y. reliability ang /\/\/
eing able to explain the term "sample ; “sampling"
y OCUIS
 geing able to explain the different phases of the market research

rpCess

aeing able to explain the terms “primary market research”

¥ " and 3 :
, market research e

seing able to explain the primary market research methods

: of surve
heervation and market test Y

geing able to explain the problems of and limitations to market

.
research

» eing able to explain the factors pertaining to a competitive analysis,

4.3.1. GOALS OF MARKET RESEARCH

A

"youintend to introduce a product to a market, you first have to do thorough > Goals of market
raretresearch. If you don't and rely on your feelings alone, you need quite ESEuES
ome luck to be successful.

Enterprises may quickly fail in their attempts to introduce new products

* e products don't attract any interest / there is no demand for the
Products

* ey may be too expensive or too cheap

" e design may be too dazzling or too boring, or

s ¢

ne ::(f'v't'ftis':ng campaign was too provocative or uninspiring.

T"f;roug;hiy a market has been investigated, the more predCl::"Zj
"8 activities (product policy, advertising, et) can be planne

*Menteg
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omponents that determine the market need tq be €xplo.
icular, two C
In particu

red:
('King
« the customers | :
the competition (= competitors / rivals)
»

id to the so-called input market whi
ion must be paid to + Which
Furthe-rmo::e7?:::‘romarket. the suppliers and the market for ray Mater;.
compflSCS

Customer’)

als.
Bossi Pizzeria: Mrs Bossi does market research

After lensthy discussions, Mr and Mrs Bossi and Mr Salt ha_ve agreed on the

3 : 6070‘ /’, of pink for their pizza sauce. As a man of action, Mr Bossi ha
gi:;ﬁ/ed all the objections he prcwous(y ha_d and doesn’g want to wajt any
longer to give all pizzas served in his p/.?zrena thf? new pink colour Mean-
while he has grown sure that his guests will like it and tough luck for those

who don't. This is his new motto.

Mrs Bossi, however, is stepping on the brakes, even though she was the
one who suggested the colour of pink originally. She can, in fact. convince
her husband to start a small pilot project in order to find out whether ‘pink’
actually creates greater benefit than jt causes damage. She suggests invi-
ting 120 regular customers for a special pizza meal, after which they will
be asked specific questions. Although Mr Bossi believes that it would be
sufficient to invite and ask only ten of his most loyal guests, his wife mana-
ges to convince him that ten would be clearly too few in order to receive
really valid resyjts, Besides, as all these suests would be over fifty years of
ase, they would not be a €presentative sample. Ultimately they agree on
;’;; f;:i[)’ft(d ‘d:’l‘jf- SF/C;?:/H;," them, they make sure that all age groups are
Olﬁyrpeo;')/n W)m hi?s hey /n&ind to d?argc a premium price - they invite
€ Who have above-dvcrage Income,

After Mrs Bossi

task. She has "3 got her hushang that far, she faces another delicate

¢ C \ Tars) L . 5 S

iy ;i/: ._?nnf/’.(( him that it wouldn't be a good idea if he were in

<7 1ivolved in the inton i * ;

tion when he start ; f‘ I/f\um.w& She can very well imagine the situa-
510 apply his natyral charm and asks questions like:

Yhatdo yoy th

c

- |
Ink: Isn

tthis some y 2 change?
ame boripe ething totally different for a cha g
Oring

redy 3 |
' d which you get all over the world?
SUESts werep'p ¢4 11
= L rnilled and didn: .
,' SCrF n ‘/ ‘ A | | ' :
T s L dn't Nstantly react enthusiastically to this
e Py a ('f ._u‘HL,’ looked down upon by Mr Bossi as con-
'YUea to the -\L;,u-i u.‘..,.)."/ 2 0OSS/ KNows [/)c’lt' the guests would il i
o‘,,' Pl N ¢ s/ - A : ;
thougf a5€ Mr Bossj regardless of what they

,|l..l“f the <

If

live

really
J "fn’b')!/.' it
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vards the test subjects should tell how m

ng to spend on it

A shine
Aarketing

ictually succeeds in persuadlng
ws and moves on to designin

Mrs Bossi is planning to haye the guests taste a pizza that uses
1/ red sauce. This Pizza differs from the Pink Pizza only in so
The test subjects will be asked

WO pizzas they liked better - although Objectively
not possibly be a difference in taste.

4

e food colouring has been [eft out.
hich of the t

uch they would pe willing to
acid test, becayse regarding a
thing, but spending money on

ink Pizza. This is Mrs Bossi’s real
t as good and interesting is one
ing completely different.

Irs Bossi wants to find out whether the respondents would be wil-
e the Pink Sauce in their own kitchens and how much they would
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This is what her questionnaire looks like:
~pink Pizza and Pink Sauce research questionnaire.

Dear Test Subjects,

Thank you for taking the time to participate in our research project. p|
complete all sections of this questionnaire. All the information provejsfe
lded

will be treated confidentially.

Sex:

PERSONAL DATA.

Age:
ﬁnde;m To {‘

| 21-25 o | Education:

| 26-30 el »l LApprenticeship SR e
| 37-35 O | | A Levels T
F36—4O O_4 'I College/University 0 |
41-45 o) T X ]
L B) | Other J 0

! /(JS aes . olul. ree ] n(_" SV v
e (’!D(‘ mn on 0 h .
wh - & L ee ser nece ‘V}) { J 5S ve
}‘:,T y:‘} AW § v 0 k ~ = d yO(]r Ifo /f”pl ession was

"/(dgl rale Ir ni mpre 1on a 1 24 n >
- C yOf st | r
£SSI1I0 dCC
¥ CCor¢ lflh [O € )O//O\/“] criteria:

] Interesting ¥ P o
Bl 2L __4_0 i Q- 5:0) B O | uninteresting
| appetizing | (_)_l_(_ Jo* S Bt ( 4 /ninteresting |
SSERENAOE < ¢ ) ;
7 — - 7 O O | unappetizing
e — 1 O |0 |unspieligs
_______;LQO_ ,J_(_),__l 91 O traditional
On d Scale Ir -
cal om 1 to5s how we !
+ 1OW would you rate the taste of the Pink Pizza?

(1 = hiche
Hl.‘)f.'.'fk.{ rating & — J~
5 J = ’(—"v’/l",t ‘rt'.).f/””;
£2)
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red to regular pizzas with a red sauce, the Pink Pizza tasted:

e — ]
- ratter o)

U =5

MHor

| O
, ,g 7:;00«:‘ 3 O '
ise ek
éd worsé . (_) *'

IR

h worse ! ()
{ ; LR

1 be willing to pay more for a Pink Pizza than for a regular

bt |2
|
\
$

o e |

much more would you be willing to pay?

= S
|
|
|

euros

"i”k(:lmg

)
O
oy — T e — —_— — e
’
O
Iad \ ) " r ord iy o Dis e fr b~ » s
Yid you De interested in a Pink Sauce foi your nome-made pizzas
!.\
O
J . 3 4+ $r \
Tl = Nnat wi f:u."» ) XpP trromn ( \
Lao
' 1St oncerns quality, price, | Kaging (
4 , $
1rcrn I' f( &
Far ’
t8 . 159
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jch is a success ine
very res
pect. F

d because they are asked for tj irstly,

S spe.
high’y

onduct the survey, wh
oure

The BosSI5 €
ar customers feel hon
data have been entered i
red [nt
0 Mr Sajt

their regul
nion. secondly, after the survey
1d then analysed and interpreted, th
v er
esults dare

cial excel sheet ar
interesting:
e results are as follows:
on of most of the guests w
_ : as s ici
of them = in particular those OVer fourty-five yGaCr‘:Ptlc:sm and sop
offended by the colour. Others, however, were so L age - even fe,e
could hardly wait to taste the pizza. This was the cas curious that the,t
of the 20 to 40-year-old males while there was noecvrlth the maionz;
ear tende
Ncy in

the group of females.
< As concerns the taste thoug!
R : gh, the response
tive. Almost all guests (93%) were tl,?rilled was overnaielilegiing:
. ,‘

- 70% thought that the P
: £ s Pink Pizza tasted signifi
ditional rec sted sighife
o ff?arf(t?;;jeOIT»i (alltc/;ough there was no differegtclg Pette, than the trz-
y would be prepared to pay two euro sln taste). They also
more on ave
rage.

In summary, th

- The first impressi

?5% '1‘:’0“[(18/50
who Sa/d Z}‘at ff? y Inkl - ;)

d al owing
(+]

C ”(!US’O”S v ‘) o o wi ompr S S
o C p

= are betwe
etween 25 and 40 years old
= have a hi 5
ave a high income and

= hele
elong ¢
g to the ¢t
Pink Piz72 Istomer t
Pizza 5o as to SRf;gfy;;}e of early adopters and
1€ sdandw
y their need for social cont OtU/d oo i
act and recogniti
ution.
o
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stiy 4 30 CRITERIA FOR MARKET RESEARCH
- i has applied a very compl|
Spe- irs Bossi has ap y Plex method of market research:
shiy et followed by a survey. She has taken a Number of things into an experi-
','., which are crucial if she wants the results of her Market 85 Into considers.
. meaningful. She has made an effort to Meet the key crit'eeSearfch Project to
be meanti : Zis ; ria of an
h DI which are v ili : ¥ market
esearch process, e validity, rehabnllty and ob;ectivity,
me
felt
ey validity
Ity . < hat : 3
Jalidity means that you measure what is actual
‘in Validity MEEES. h taveet v ly intended to be measured / > Validity
what your research target actually is,
srder is criteri v g
Si- In order to melet thlS; te g)r; you hgve to word your questions precisely.
The two samplée que§ Ions below are intended to demonstrate what would
g not have led to a valid result.
50 « Do you like to eat pizza?
e : ;
+ Do you like to wear pink clothing?
5e
Both questions are unsuitable if your research target is to find out whether
B 2 pink pizza is well received by your customers. You cannot unconditionally
ts assume that
= aperson who likes pizza will also like to eat a pink pizza and
* a person who likes to wear pink clothing will also like to have a Pink
Pizza. It may very well happen that pink pizzas will appeal to people
' who hate pink clothing.
0 To design proper questions is certainly not easy and requires some practice.
This s true not only in market research, but also in everyday life situations,
# demonstrated by the following examples:
o question: "May I invite you for a drink?" is answered positively,
nnot necessarily conclude that the person invited will also accept
rtner ¢ ffers
. Yes" to the question, "Are you happy?" need not mean that the
Spondent is happy to be married to the person who asked the que-
» ositive answer to ‘.’w;,’ur‘\f."r.". Do vou like this jew ellery (In
) A nnot draw the conc ,“1,‘\'»""F that the person
1Iso be prepared to buy it as a present
person asked would wear it
8
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Market Research = i

communication often arise from Question
s

ed leading question, for example, is phras
ng. - ed
the desired answer.

private

p(oblems in I g ASO'Ca“

: or less forces
that it more
insuch @ way

Exampft‘Si : .
e the opinion of all the other interviewees asked befy,
are R ALY like the colour of pink on Pizzas s

- Do you sha
person who :
owards new things ?

you .'hdf d
‘ rsion t

a general ave :
think that this fish dinner which has taken me hoyys to

- [[;,i,;j/:i',l,g which | have made especially for you has turned out to
be ;x'ce;;tiorzafly delicious?

Bossi asked the crucial question of how much a person i

be willing to pay for a Pink Pizza. This question is particularly o

because it takes into consideration that there is a difference between what :

n likes (= need) and what he would pay money for (= demand).

In our story Mrs

persc

Reliability

Reliability means that there is a high chance that the research results are
actually in accordance with reality.

:: our case, Fhis would mean that the research results allow the conclusion
at in addition to the Bossi's eighty test subjects other people will like the

Pink Pizza, and, more importantly, buy it as well.

Factors that hav ; - .
Hidthave an impact on the reliability of the research process are:

= the si i
size of the sample, which is the number of test subjects who parti-

cipate in the research. Th
.The la i
that the research results ar. Lt L ity KA

sample, with € In accordance with reality. A one-person

the researcher bei :
to show reliable research rcs:l‘t:g b SUbject ST

the sample - A

the reszn<1?:§ls'tgg:;hECh depends on the criteria according to which
"epresentative for the €en chosen. The selected sample should be
duct. If you wang o kse People who form the target group of the pro-
8 people, in now which radio station plays tie bsst music for

tefvi i
Campyse €ws should '
€s but not In @ home for tlt:: :Iedld Iat schools and on university
erly.
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ity means that thg research result ywjj) be the

::‘-t : responsible for running the Project. This Cfiterions?me o
3 ;M;rause the survey results must alsg &
™ terpretation naturally depends on an individuals creonne outcome
' knowledge that a glass that js half empty can 4

o half full. also be referred to

e interpreted

- nevera party has a strong interest in 2 research Project’s o

. .ative or positive, obtaining an objective re - e el

sult is most difficylt.

.17 Bossi had in any way been involved in his own proi
_+ have been granted. It was therefore the right
) ner husband out. The question must be raised,
was objective enough?

- order to meet the criterion of objectivity, it is bes
.:_».,;;emal experts who have no personal interest
;J ar outcome.

t to have the project run
whatsoever in any parti-

\ews reports on biased research results are presented to us almost on a daily

sis. Again and again we find reports that play down the effects of smoking
lcohol, or claim that eating chocolate has major benefits and that car
exhausts have nothing to do with global warming. At closer look it may turn
ut that tobacco, alcohol, chocolate, or car producers have commissioned

o Crirvev
e Survey.

4.3.3. PHASES OF MARKET RESEARCH

e can distinguish between four different phases of the markeHiSSESl
0cess,

I Defining the problem

= "Is pink a good colour for (pizza) sauces?”

a ¢

< >electing the research method and performing the research

= Survey, market test or observation
3. Eva

valuation of the results

4 Nter + :
Interpretation

-M arketing {)

> Objectivity

Note

» Phases of
market research




search
market 1€
h - Primary and secondary
Market Research =

ECONDARY MARKET RESEARCH

i 4 3. 4. PRIMARY AN <
; g ollowe a surve
! : applied the instrument oree tESter have mazi,e her Iifz 3 t-he
! d Mis o2 apphi st subjects. She could, hOW:V easier
/ T, rticipants O € information, such as
! Womrjar);urch lFJ); usir?g existing SOUrces of in
! market re

- the Internet. : '
se conducted similar research on this subject matter o

perhaps somebody €l here else at some point in the past.

a related topic somew

ince the Internet was introduced, research has become ctasie‘r, and one
Ever since find information about people’s acceptance of pink in genera)
car:j expeff,tot;)colouring (for beverages, for example) in particular. From those
f:su;: z first conclusion can be drawn on how likely people are to accept the

colour of pink on pizzas.

At the same time, however, the question must be asked whether the research
results are actually meaningful. Can one really draw the conclusion that
Bossi's Pink Sauce for pizzas will become popular in Europe only because a
pink sauce for fugu is the latest sensation in Japan?

Market research that is conducted by using information that already exists
somewhere and has been collected for a different purpose is referred to as
secondary research. It is to be distinguished from primary research, where
information is collected for the specific purpose at hand.

> Market research

ek When primary research is conducted, different research methods can be

used:

* Observation: The observer watches openly or under cover how people

E?:tiZe Are they thrilled? Do they ask for more? Are there comp-

Survey: Her i i
re55)or{dcntseo€:nq‘nt?"lewer obtains and records information from
=Pond - uestionnaires ar e
can distinguish between e s
= open-end
shocking
danswer in

g?::r?tflgfz [(§uch as: '_'What do you think of the colour of
their own o 2ne?"), which allow the respondents t0
words, and

= closed-gng
Shocking gr
from a| the

uesti " ‘
Questions (such . Do you prefer the colour of red or

een for 4 li

n 0u5|ne>") A
), whe . -an select
Possible answers ere the respondents can s
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\arket test / experiment: Here the subjects
- (VIC

are given the o i
est a product and are then asked for thei BROIUTSS

to t r opinion.

graluation

ondents’ data and the answers received are ele
The m?iluafed' In the case of a simple rese
:T,E.zj.ff‘?fe to calculate and record what perc
; -J;F-nk sauce as excellent.

ctronically stored and
arch procedure. an Excel sheet

ent of the test subjects regarded

he

want to figure out, however, what

ou W

f
iy

. those people who are under 30, have no children

.and have an income
of 2,000 euros at the most think of the Pink Sau

ce, as compared to
« diabetics who are older than 60 and have more than twelve grand-
children,

:n Excel calculation will no longer do. In order to present cross tabulations or
J tables, the use of highly sophisticated software such as SPSS and the
.V.m[ﬁg of a professional market research institute are recommended.

The evaluated research results are most often presented in tables first, which
are then converted into more easily comprehensible charts or graphs. The
following charts are used most frequently:

.

[ ne ¢ pie chart
par chart line chart or line diagram Ple

Merpretation of results

“imately, the evaluated research results have to be interpreted and t_hc m"f
"t conclusions have to be drawn. In the course of such an imtcrpreFaho\ﬁ the
““y Quality criteria of market research (validity, reliability and f)bjectwuty/ have
0 be applied. Otherwise all previous work may have been for nothing.

ten in highly sophisticated market research projects i 5(-\.10"1f .t:”m‘:‘n::
5t subjects, mistakes may be made in this last phase of the procedure anc

mnn
TOne

5 COnc

[
8

lusions may be drawn,

"‘-'*'1'Kl't|’n;

Primary and seconda
Yy market research - Market
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1> people who have a positive attitude towards it
ely to interpret this as an undisputed sign of

ect aré Jik ¢ : -
pizza p"roi e third have judged the Pink Sauce negatively, -

tance. "Only

Here is 0ul exam

n be cor

have been rather '
pably see things differently: They will say that the reac

ercent have
doomed.

people who
ning will pro
as many as 33 P
the Pink Pizza Is

From the above it is
that confirms what you wan
cussions among politicians,

drawing precisely those conc
polls which support their case.

4.3.5. SOURCES OF ERROR IN MARKET RESEARCH

In every phase of the market research process mistakes may be mad
e

= inadequate problem definition

.

selection of wrong research method

b

mistakes i i
made in performing the research (lack of objectivity)

u

mistakes made in entering or analysing the data

Improper i i
proper interpretation of research results

4.3. 6. COMPETITION

The second i
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tition - needs to b i
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Ve analysic”
nalysis" deal with this issue in detail
etail.
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eASY BUSINESS IN TELEGRAM STYLE
.aARKETINC -~ Part 1: Basics / CUStOmers

nwing keywords and concise descriptions i
he following | - ; BIVe an overview .
 ning objectives. They do not, however, offer detailed explanations(gfl::\e EBC. L Level B
4 contexts (which are required for Level B exams), For those, p| ¢ business terms
o les in this book. In addition, we advi identify oo, oc¢ the business text
'+ example . IS€ you to xdent.fy practical SXES
" 4 business world — for further progress. examples from the

y Explain the term "marketing” and its goals
\1arketing is @ corporate pqlicy that is directed strict|
.:-:;,;(e[mg efforts can be directed towards

; winning new customers :

» making a company or a certain product more popular, or
. improving the image of a company or of a product.

¥ towards market needs satisfaction,

» Name and explain the tools of marketing (Overview)

« market research

+ product policy

+ pricing policy

+ distribution policy

+ promotional policy and
+ selling / sales (strategy)

> Distinguish between "external marketing™ and "internal marketing"

* External marketing is directed towards the final customer of an enterprise.
*Internal marketing addresses the different target groups within the enterprise itself
[employees, superiors, company divisions)

> txplain the term "self-market ng"

A person can also ‘market’ himself. Self-marketing is not meant to be used by politicians,
aciors and supermodels only. It is actually important for each and every one of us to present
oneself in a positive light.

> :J:. ain tr

e term "

< marxeting mix

Th f g H 1 | ) v.l r‘,
€ Tour Ps - product, price, place (i.e. distribution) and promotion - are commonly "":m’x
% ine ‘marketing mix’ and adjusting them to each other, i.e. optimizing the marketing mix,

€ primary responsibility of marketing.

> Exolain 4 : PR 4

P ne ructure and 21!*\\'_" Of 4 Mmarxe & Pidfl f I :

A well.Ax et ild contain the following

"ei-designed marketing plan that is ideally put into writing should contz A
%07 points:

. - arketing
* Act | i Aefine the reason for taking marketing
neal analysis; Analyse the starting position and define the reaso 4
Measures :
" Sett ‘ > or focus on quality aspects.
.. b Boals: T | tive nature 0 cus on gqu L =
' Act "8 Boals: They can be of quantitative nature or .»0 : y t(i n which desirable interim
“Viles and time schedule: Draw up a schedule of activi

'v;S_J»S or’ ' ¥ .
a . or milestones' are identified.
“udget plan

~Onsta

Determine a marketing budget. 2
the marketing project

At monitor ng and final review

EBCey |
» 'n‘“k(ftlﬂg




Easy Busin - Part 1 i cUStO"le'S
Y : Basics /
usiness in telegram style d |

‘' bu ,ng motives. .
» Name and explain customers bu;ef acts rationally and wants to achieve the best regyls
@ e

i r: Th
. nal buying behquou . . o
:f:;:)e best price possible. The buyer lets himself be guided by feelings and intuition ang

« Impulse buying behaviour:
Z i ast experience.

acts spontaneous ey s e -

 Socalbuyinghe bChavlo%r‘.eTf:]Ue)’z:)::llows himself to be guided by moral and valye Concepts

i i haviour: i
: S?:;lsbo?:;%:;ronment (friends, workmates, or celebrities)
or nis

s h .,a{chy of needs. ' . :
e pa] M‘:;l‘o»:/hsc olrty we can distinguish between five different categories of people’s
According to this '

wishes and needs. i - warmth, food, sleep, etc.
o Le - Basic physiological needs: wa : s

fﬁ:; - g:fsetypnz'cds: shelter, security of emp!oyment, health, etc.
. L:vel 3 - Social needs: friendship, partnership, family, etc.

: Ith, career, etc.
| 4 - Esteem needs: status, wealth,
-.II:E\\/’:I 5 - Self-actualization: individuality, talent enhancement, art, etc.

This hierarchy is intended to demonstrate that higher needs come into focus only when the
lower needs in the pyramid have been satisfied.

> Explain the terms "need” and "demand".
People have hundreds of needs most of which are not filled because of a lack of time and / or
money. Needs become concrete demands when people are prepared to buy products and

have the money to do so.

> Name and explain the different stages in a buyer's decmonmakmg process

* Problem awareness

* Information search

* Evaluation of alternatives
* Purchase decision

* Post-purchase evaluation

> Explain the term “cognitive dissonance”

In general, human beings strive to achieve a psychological state that is in balance. Knowing
about negative side effects of a decision that cannot be reversed any more (= cognitive dis-
smancg) creates discomfort and imbalance. This is why the decision-maker will emphasise
the positive aspects and try to ignore the negative side effects.

> Explain the term "customer segmentation"”.
Customers are subdivided inte differe
. De’nograpmc criteria: age,
* Geographic Criteria; country, region, climate, etc,

P y 2
g |te“a at'(] al / eémo 1 ’
S CIO apt CC 1 10 al, co se vati e n O(’L
*} vate a d co p() dtc Custo ers o

Nt customer segments according to various criteria
S€X, education, etc.

> M- > ¢
Name different Customer Categories

* good Customer - paq cust

Omer
® Internal cygt

omer - external Customer
mer - Corporate Customer

) "ty - 'Jggards
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Marketing - Part 1. Basics / Customers —

the term "customer relationship Mmanagement” (CRM)
cxypiain e«
> t\\

1l of customer retention is to cultivate customer relationship
& remains loyal to the company for as long as possible. CRM phases:

C‘,stoﬂ‘-'i.cr identification: Itis important to store as much information ds possible on potential
o Custo r’:r‘ customers in a databank.

or exsstl 'Ygacqws,tion: Te win a customer an enterprise needs to 2pply various marketing
. Custome duct policy, pricing policy, advertising).

tccvfc(f:':_"etcnlion' Customer retention Instruments include
..E:;xme”f- etc. : e )

winning back customers: If an enterprise has lost a custom
' Md fnalysc the customer’s reasons, and attempt to re-
t«:}:o improving customer service,

The £0

loyalty discounts, preferential

er to one of its Ccompetitors, it
attract him by making a better

» Explain the term "glass consumer”

fessional organisations collect and compile publicly available
pProfessional © > :
? 'o Compilation of data is possible because whatever we do (
£ ping, use search engines) leaves trails from which ot
3"3; "o
vhat our interests are.

information abouyt individu-
ise credit cards, do Internet
hers can draw conclusions about

» Explain the term "data m ning

'Data mining’ refers to the process of accessing and evaluating information about customers
::."us-'O"‘l" behaviour. Data mining identifies typical buying behaviour to which companies
aiv s AR L \
adjust their marketing strategies.

» Name and explain tools of customer retention
» loyalty discounts '
* quantity discounts for purchases exceeding a certain value
* preferential treatment (like no waiting times)

* presents {on birthdays and at Christmas)

* invitations to company events
* free flights or bonus miles

1€ term "complaints man igement”
‘ SRSt L e or t and

* Professional complaints management will help a firm retain a customer / win a satisfied

oyal customer,

3 ¢ he future.

* Acomplaint gives a company the opportunity to do things better in the futu et i
’ : ! g ¥ > reate age.

* complaint seriously and offers a proper adjustment, it may avert even greater da

negative publicity.

> Explain the term "cross-selling

'm
'Neterm cross s

cat - . ent pro !
£ 1S used to (1(.5( oe the sale of add o Idlp oducts (O ac f( duct
J.'.‘E(;{ )

to a customer who has already bought preducts from you

>-,“.v‘.,.,,,. 'f range customer

. : he needs of a customer (fo
teally ente € would want to be in a position to satisfy all the needs o 4a
I Lerprise would want to be in a 1 " ructure its ”jafk{'t‘(‘.g stra-
Products of 5 particular category) and might therefore decide to structure it
’ > \
towa

teay
“EY ards this goal.

7 he goa of market re<e 4 es
. more precisely marketing activitie
¢ More thorough Yy @ market has been investigated, the more .:';C” I /
Product o g \ g 2 1 implemented
. uct policy, advertising, etc) can be planned and im
arket

‘f€search focuses on

Cey . Md'ke!mH 3

Easy Business in telegram style-
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wmers
. gasics / €5
ting = part 1: gast
_ mMarket!
e
gram “Y,

y Business i tele

Eas

er')
'Kin Custqm _
stome(:r(‘ ’((i— cgom etitors / r;;/
mp;::i‘ input market (the

als)
o the cU
o the €O
o the 50'“

Is) e ‘nhipet: v
matera . of validity’ ‘reliability’ and 'objectivity’ in Market ,
niten

sin the quality € t is actually intended to be measyreq ,

ou
means that y :
t actually 1
s that there 1S

» Expl measure wha

« Validity
research targe
« Reliability mc.‘:r; :
, Reliability ! :
g;;gtivity means that the resul
2 »
research project.

term "sample” / *sampling”.

chance that the research results actually Corres

high
ahig f the sample and the sample quality

the size ©

» Explain the

esev]r(h

What Yoy

Pong

¢ b
influenced by will be the same regardless of who is "esponsible fg,
" e

to the number of test subjects who participate in the research

pour market, the suppliers and the Market ¢
Or fay,

to

" " refers .
The term "sample” refe the sample, the greater is the chance that the research results ¢,
'3 Cor

« Sample size: The larger

respond to reality. d sample should be representative of those Pecple why form

ity: The selecte
o Sample quality: T
the target group of the product.

» Explain the different phases of the market research process.
We can distinguish between four different phases of the market research process.

» Defining the problem

» Selecting the research method and performing the research. Methods include SUIvey, markes

test and observation.
* Evaluation of the data
* Interpretation of the results

> Explain the terms "primary market research” and “secondary market research"

* Market research that uses data that already exists somewhere and has been collected for 2

different purpose is referred to as secondary research.

* Itis to be distinguished from primary research, where information is collected for the specific

purpose at hand.

> Explain the prim:
primary market research methods of survey’, ‘observation’ and 'market

test’

* Survey: An Interviewer obt
: A standardizeq questionnaj
Observation;: The obse

. e
Market test / €Xperiment: The subjec

€ may be used.

ver w, ' lled?
vatches openly or under cover how people behave thrilled?

ains and records written or oral information from respondents

then asked for the Jects are given the opportunity to test a product and

if Opinion.

S
Explain the Problems of

and limi
Sources of error hi

ations to market research

o finition
Ng reg
ade i carch methogd

o mi N perform
akes mage in ¢ "8 the research (jac of objectivity)

L off; or analysing the data
research results
Etu ain the f,](.‘/)rr

(' . by
See C'de : pe t.ur:,n,jr to a comn
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................... 4 4-Pr0duct POllcy
et for e DR e
parming WIESS lain the t
Ssearch L _, able to explain the term "prodycs Policy” 4 ; Learning ta, t
what yo,, . f;;/ncy strategies "d possible progycy 5
4 H ”
€spong ¢, geing able to explain the terms product fife cycle” /\/\/
4 . “
le for g, o able to explain the term "prodyct mix policy” » :
G y ifg;ﬁ » and "product mix depth” PONCY". "product miy
. lain the terms “product i ;
eing able to exP. ol (L Innovation” » :
Sy y 5‘017 », "product diversification” and "prodyct eliminatioir.?dud e
sults cor | geing @ ble to explain a product portfojio analysjs
ho fOrm
4.4.1. PRODUCT POLICY STRATEGIES
market gefore a company starts implementing its product policy, it has to have clear > Product policy
answers to the following two questions:
= How should a product be designed so that it appeals to the needs of
the target group?
i = What must be done so that product development and launch are finan-
cially feasible and that the product is profitable in the long run?
pecific

npractice, enterprises very often pay too little attention to these two funda-
mental questions. Many producers design things which they like and initially
: don't do sufficient research to find out whether potential customers are

jents. smilarly enthusiastic about the product.

d? Other businesses or their departments demand that their products fulfil
e “Xessively high quality standards. Meeting this requirement often makes
the product so expensive that no customer is willing to pay the exorbitant
Vice that is charged for it. Less perfection but greater affordability’ would
®rtainly be a more reasonable, i.e. economical policy.

"lrger enter prises the production, marketing, sales and controlling depart-

"M often argye precisely about these issues and because of their different
"6, heated discussions are the norm.

Of _ : enterprise’s
: “0urse the product policy must be a firmly integrated part of the P

Nt ing mix ele-
'*(;lre Marketing mix and thus be adjusted to the other marketing
Tients,
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» Product policy S 2 number ©
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Product PO

"Cy - Stra(cgi”

planning process enterprises haye ¢, Make

: t innovation and constany
hasize produc Y offe
. Is it advisable [0 335 good ideas and successful products quicky,,
cts o p
new produ e high-quality products at a correspondmgly high
i reasonatI)oé\iver-cwality but affordable products the better optig,,
price of are

_ . ny products as possible o sh
t mix comprise as ma ould
« Should tzi ﬁ;ociu:centfat e its efforts on few products only?
the com

= Should additional ser
offered in addition to

tegres

vices such as delivery, installation or ﬁnancing be
the core product?

Innovator or imitator

There are enterprises that have become known for‘ genernting new product
ideas which constantly keep their entire industry in motion. Regardless of
whether it is the car, mobile phone, or semiconductor business, there are
especially innovative firms in all sectors Innovators can also be found in the
services industry: Some restaurants constantly create exotic dishes, there
are hotels which come up with brilliant ideas of how to caress their guests,
and some insurance companies will always be the first to offer sophisticated
forms of insurance coverage.

These enterprises are willing to spend huge amounts of money on product
research and development and have high expenses promoting their innova-
tions. Furthermore, they are prepared to assume the risk that a product whose

f;vilopmgntlhas been quite costly will not be accepted by the market at all.
\arket rejection of a product can haye various reasons:

= There js actually no need for this product.

* The market hag bee
acceptance yet.

= The mark.et has been entered to
race and Introduced the same 0

n entered prematurely. There is no customer

o late. Another producer has won the
These risk rasimilar product before you.

prOdUcer may Enjoz, ?:l:ted bY th’e 'ength Of tlme during VVhiCh the innova[nre
=N particy|a, dUring e lPu“)duhcts benefits. Tthughom its entire life cycle
8¢nerate profits that i Crative 8rowth phase - 3 successful product may

Xceed its initi-
Furthermore, inn o ot

; 0 .
to charge higher n:&tors benefit fr

72k om P ; <the
arket prices their positive image, which allows them
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itional risk they have to bear is potent: .
An additiona . Potentially fierce Competitio
imitators. Those are companies thfat adopt an innovator‘sp prodsclzdpégduﬁ
unscrupU‘OUS'Y produce often astomshmgly perfect Copies. As with innovatzr:s

known imitators in almost
pere are also stany sector and th
:n eakers, software as well as clothing_ Aoy, Watches,

The imitators’ advantages are obvioys: They have lower €xpenses and assume
less risk than the innovators and can thus charge a price tha

derably lower than that of the original product. Their highly affordable copies
may make life for the innovators truly difficult.

Their only major risk is that they may enter the market at a point when the
product has already reached a less profitable point in its Jife cycle.

Shorter product life cycles

In the course of globalization the risk of products being copies has become
much greater as innovative enterprises now face imitators from all over the
world.

Survival in such a fiercely competitive environment is only possible if new
products enter the market at much shorter intervals.

Thus many of the recently introduced products may have life cycles of a few
months only, Something that is introduced today may soon see itself in the
$aluration phase.

Through Product variation, i.e. amending an existing product, the end of
fr'fe Product life cycle may be postponed. A formerly round product may be
Offered in 2 ney angular design, more gigabytes may enhance the perfor-
Mance of an electronic device, and additional features such as TV reception
M your mobile phone may also rekindle interest.

‘{O.U €4Nnot postpone product elimination indefinitely, though, and at sor:g
PoInt, which May come sooner than you think, every product will be dropp
Ira

LA €Ompany’s portfolio. (See: product life cycle and product portfolio in
"€ Chapter op, “Analytical and planning instruments”).
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» Product variation

> Product elimination
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tect themselves?

SRR tors may apply for patent protectio
ewpoint, innové £ nand

al wedspregistefe d. A patent is granted to anyone who develoma
bran rocedure. As very few prodycts :

How can innovators pro

Fromaleg

have their | product or p
new and useful p . inistrati N
compllete'l())'n - being rentirely NeW and as the administrative expenseeet
the criteri d is quite high, the number of small and meg;, .
m-

nt registere
sized enterprises which apply fo'r pa
companies, on the other hand, file h

tent protection is low. Large
1o
undreds of patents every Yearg ups of

stration, howeVver is far easier. A brand or that part of the p,
y law is called trademark and gives its producerand
t Brands / trademarks may be the

Brand regi
which is protccted b

exclusive right to us€ i

< 2 name or word (such as Bossi’s Pink Sauce)

= a symbol or design (Mr Bossi's image)
« or a combination of the above (Mr Bossi's image in combination wi
the words "Bossi's Pink Sauce”) with

Bossi Pizzeria; Patent and brand protection for the Pink Pizza?

5 ()
“

as an innovation. It is not all tt '
: : 1at certain :
requirements for patent registration. , though, whether it meets all

Simply colo ATty
uring the sauce pink is most definitely not eligible for any form
o m

of protection bec it i
: ause it is a proc S
Bossis can't do anything ﬂbou[; it edure that can be copied easily and the

;v_1rs Bossi wants to have at |,
can use it for promotional
as w

s well, she wants to havop

east th

UfPOSeseZ "ahme protected so that nobody else

e namé "SBS e Ttonds to sell the sauce abroad
> " Bossi” protected internationally.

The busin
€55 consultan
Pose damps p t at the Champer whom she contacts for this
. acC r IS -

er ambijti
ons, how '
* The name "8 vever. This is what he explains to her
: OSS1" js ¢ | |
10 g
5 not eligible for protecti I J
ram i e . ection. Perhaps the brand
- ines the braudmm(”"Bsauce S "“‘WY' i
¢ 2 s
en have > "Bossi's Pink Sauce " with a picture
ave better chances : ;

Sts ab =

v - ou :

Wide rf}-”fﬁf(' ¢ q pe VJO“/‘/(A/O() euros. ,I(’V//]_l\' {ht“ 8/‘“jt'.‘r,‘7‘_‘f\

"ast 7,000 -( amount to 5,000 euros. For world-
€Uros would have to be paid
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nd
he

b

. information helps Mrs Boss; to |
This ;ecldﬁ" to have a trademark-desig
\'"Ii() [/ 1

N combination
After six months her application
ally. ATtE

is accepted.

High or low quality

yhether to offer products of high or low qualit

iz mined by general company policy. En
3 dgte; uality must also communicate this ¢
0 15 e(r] brand promotion) and charge sy
o]j g:: foorts that are necessary to produce
iot be justified.

Y is another basjc decision that
terprises which put emphasis
o the outside world (by means
fficiently high prices. Otherwise
high-quality merchandise would

enterprises pursue a dual approach strategy. In addition to high-qgality
Manc)i’s they also offer products that don't carry a brand name and thus signal
LL)‘ra'nthe.: may be of lower quality (= no-name products). Very often, though,
t:a;e noy name products are of similar or the same quality as the brands and
t"e 3 . -
simply hide in less impressive packaging.

4.4.2. PRODUCT MIX POLICY

[ offer its
Another strategic decision a company.has to make is »\:h;stszi:r:;nt) o
customers a wide range of products (wide product mix o
concentrate on few products only.

> > ocus on Italian
for the Bossi Pizzeria this would mean whether they shoz;j/d)gm(wS gt
orthe 4 C 5 7 -
<uisine only or also offer French and Austrian dishes and [
CJiIsIr
courses as well.

i ‘ offort to sell an
bl ot ol e tak‘?;:tciit(imer enjoys the
el or BEq BouctIoypur reetlar cuStOmer.itisfy several of his needs.
benefit that he needs to address only one party t:j) S;cns S thecaiil
Itis not necessary to shop around and contact do

AR day's
ious: Many of to
e major drawbacks of such a pollcy-are eqyé'l()';_?f?c:“ to satisfy them even
Customers haye high quality expectations and it |sf [ gm0 e
" You specialize in one predict categony only- le};f lower quality, your core
b yaur areing producksell Pady et turn their back on you and
Yusiness may suffer as well. Your customers may

buy from your competitors instead.

EBc "L~ Marketing
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evelop the reputation of being a corney sh

iness may d g
o busmrilsthing but does nothing right.

gesides, YO ;
that tries t0 do eve
te policy s {0 offer only one or vy few products but in | kinds

The oppo= i ecialist in i
of variations. In other words, you turnintoasp .l istin a particular product
narrow but deep product mix.

category and run
tage / risk that comes along with any form of specis;.

any depends on one of few products. If they become
e, the entire enterprise is jeopardized.

The apparent disadvan
zation is that the comp
obsolete or uncompetitiv
si Pizzeria this would mean that they concentrate on pizzzc
their lasagne and other pastas from their prodyc
ffer 125 variations of pizzas of incomparaple

For the Bos
only (and even eliminate
range). They do, however, O

quality.

Additional services — augmented product

If you buy a bedroom wardrobe from a furniture store, the seller may offer

you additional services: You may have the (room) plan drawn and the fur-

niture delivered and set up. Payment on deferred terms, as for instance six

mon?h_s from the moment of purchase, could be another attractive feature
atis intended to enhance the attractiveness of the core product.

Product :
A Servi:eusggznéanoq, however, means a risk for the provider of additio-
ity thiserr‘;eﬁts as he may not have the necessary know-how and
ason many sellers no longer offer additional services but

buy them fr iali

om specialists such
he as ion fi -
electricians or plumbers e e

EBC*L - Market ng
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. oduct policy — a summery of technical terms
| S 0p Pf L

. wmmarized form, the table below Provides a concise list of the most

ortant technical terms of product policy:
: mporte
kinds
duct
Technical term : Explanation

Giali. «od‘uc—f m—novatioﬂ Bring_ing a completely new product to the market |
Ome ’fd;;ngome product mix | Offering different kinds of products or product ‘1

Wi < . .

(Product mix diversification) | lines ‘
22as —6;;’“—”5 ofthe productmix | Building or lengthening a productline,ie. a groxﬂ
luct oduct differentiation) | of products that are closely related to each otherin |
Y t (P terms of features, purposes, functions, etc.

| ;d—uctTmiatio;\:rkmodiﬁ- | Creating sub-products from primary products. Sub-
; $ion product vary only slightly from primary products ]
o (in packaging, for instance)
:rocaehmma;non Dropping a product from your product portfolio
4 3 S — R
fer e
ur-
Six
Ire
O.
id ossi Pizzeria: Product policy for "Bossi’s Pink Sauce”
ut S50SS ££ClNd A MULL UG et
z TR tomer survey are indisputably positive, she
S theirr oy prodal grand styie
- 5 S SecCre €
-» :‘,
oot '\5
: orfer the Fink f Ll

Eare
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b

t mix

irs Boss! 15 : ki
/:Snl;usr fulfil the following €
!

ty |

« high quali | i
neredients from sustainable produ

- ing

« careful preparation

- few calories
» appealing packaging design

« extended freshness

: f I /y sa hlgh
itia e P k Sauce Is /ntended to be use Or p 2Z2as On. A
l,?l,t;llt’:’yli::lovggjve pdeUC( it ShOu/d bUI/d ad gOOd ep(ltat/On. (PhS7
qua r

Innovation and specialization).

After a successful launch, Pink Sauces will be offered fqr other d{shes such
15 sbaghetu and pastas as well. (Phase 2: Differentiation; building a pro-

duct line).

In addition to the sauce itself, also the packaging should come in noticeable
pink. Mrs Bossi is thinking ahead: As she is planning to sell the sauces to
delicatessen stores, she knows that the sauces must be clearly distinguis-
hable from other products and really stand out on the store shelves.

Furthermore, Mrs Bossi must decide into what kind of container to fill the
sauces. There are a variety of alternatives including glass and plastic bott-
les, aluminium cans and plastic-lined cartons, each of which has its advan-
tages and drawbacks. Plastic-lined cartons are certainly less expensive to
produce but cannot pe recommended for marketing reasons as they signal

(,\ v 3¢ - e = ] [
'€apness. Glass, on the other hand, implies quality but production anc
transportation cost more,

th c”[/”“”fu d 1S gU(’“ in
1(”{, EJJ( SUO”(“)IP (j Jf( ;/““ SS b“ ) viro

Mrs Bossi‘s tentative de
for their Corporate cyst
bottles for the ret
two different fillir
ultima

cision is to fifl the
omers (pizze
ail Customers (ph

Sauce into large aluminium cans

rias) but into exclusively designed glass
18 methods 43¢ .3: Product variation). Still. as using
te solution 4y not be cost effe, tive, this may not be the
As concern

5 the delive
b lfl./(

i ry of the -
ea minns - I The o¢ #n
: ,1 Minor prop|e Irs Boss k‘(“/u +:0 Other
"€staurant o ; 3! know
L OWners [)/3{; “”’.y /1;, e Vv
- \ /(l

d!'.'flr;g( t
f y Q0 |5
\.I'L;I';),(A‘.\Jv i€ J I

) 14V / !
pizzerias, there may alst
S hv(),” h("f own experience that marty
short term They often place orders
pect a /'H:;/) degre

when it ic

= Instant the

€ of flexibility from U
€Y run out of stock.
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he

to
al
1d

oS

This service, however cann
; Ot be off

have to be added ¢ ; ered fo
e”xpC‘nSIve. Thus Mr;) égts?s;o :;th;;fk{he Product, making the sauces more

s ‘ - ng about eliminati i e
offcw,ng, e Pizzerias an additiona/ service, Sf)én;";atlzg th 4 przb:;m s 2
W(’t’k y e.,na,/ rt‘lnlnder '.n the form of an-. . ntends to S?n em a
levels. Inquiry about their inve {0

AD

<
-l
"
I
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4. 5- Priciné--sa.l.i;;;...........................

L
fteseaasy
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teenes
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eaming targets:

> Being able to explain the basic conditions for an en
poIiC)’

» Being able to explain the term "price-demand curve” (or fy

» Being able to explain the term “signalling effect of prices”

terprise’s pricing
nction)

» Being able to explain the term "price elasticity of demand” and ca i
Jate it

» Being able to explain different strategies of pricing policy

» Being able to explain the terms "skimming strategy™ and "discount or x
penetration strategy”

» Being able to explain the term "price differentiation” 5

Product decisions are strategic decisions which do not have to be reconsidered
on a daily basis. With decisions on prices, however, things are completely
different, and the agonizing question of what price to charge for a product
bothers a business person every day. What good does the greatest product
do if it is just slightly too expensive for the customers and therefore turns
into a non-seller? Even after a successful sale, the question about the price
may not let go of you. Would the customer have been prepared to pay much _
more? Didn't you give away the product? { e

205si’s Pink Sauces: Pricing problems

With Mr Salt's help, Mrs Bossi succeeded in convincing her husband of the
dea to sell the Pink Sauce in glass bottles as well. After having agreed on a
Product policy, they must now make a decision about the price. How much
ould they charge for the Pink Sauce?

Vr Salt has no doubt about what to do: He suggests calculating their own
055 and adding 50 percent, which results in a price of 1 50 euros per

Pottle. If the product sells well, prices could be raised gradually

Bossi, however, is of the opinion that customers should pay % “/J\\
4ly higher price for a product that follows a secret recipe. f‘f<' """";:':x“'ii(;

e of at least 4 00 euros per bottle. Considering the huge risk they 4

J y - '] " - "’— J
g, he believes that the 300 percent marx-up Is

d Pric
absolutely justi-

3¢
H550n

f,
P
-G
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i itions
Pricing Policy = gasic conditi

low them to generate profits e,

ly on,
dually lowered at a later stage

' Id al
n price Wou
i;m;ylrlice{)s could be gra

een the two sugge“eal' pr iCde ’ever:s, a heatey
; who again calms down her hUSband
ith such a W! ‘« Mrs Bossi W Ims.
;Ys’;ute is ineVltabllféslta’ieaSOnab/e appr O?Ch' V:/:?‘;Ctléfr:p?wtant aspect of
and Mr Salt Zzgttjo you think she will point ou ;
i 0
pricing @ P’

: I
Charging @ P
and if necessa

a Wfde gap betw

ughout their entire discussion they have ignoq

m thatfthfzat price the market woyld toleratg. How mych
tion (t)> e‘:'vvil ling to pay and what prices do their Competitors

le products?

She reminds the
the simple ques
would the customers

charge for comparab S

sis back to their market resgarch project, in the' Course
This takes the Bos piects were asked what price they vyould be willing t,
4 W? /C,t)h?;/flitssa%cle The consensus was that approximately 3.00 euros
pay for A

would be acceptable.

, ally be justified in view of what competing
. pgcet(s)fci;(t)olf uwrgjlgzzlfhigfeutim);s asl much as the prige; of the cheapest
?arscgscthat a}e currently available on the market but similar to what one
of their rivals charges for his exclusive sauce. The Ia(,ten 'however, can cer-
tainly not match the quality and uniqueness of Bossi's Pink Sauce.

4.5.1. BASIC CONDITIONS FOR AN ENTERPRISE'S
PRICING POLICY

> Pricing policy: The above example demonstrates how difficult it can be to determine the

basic conditions price of a product. The most important principle is to adjust to the conditions
set by the market,

Of course the total Production cost or cost of goods sold also plays a vital
o!e. Normally total production cost plus a mark-up represents the lowest
price level at which it still pays to offer a product to the market. Should the

market price of a prodyct be or drop below this level, it no longer makes
much sense to sgl| this product.

Let us first focus on

those wh ; e of @
Product is appropria V10 actually decide whether or not the pric

te: the customers

Customers _ %
€rs — the most significant Price determinant

How do custq
cut? Th METS react to an initia|

er
€ are Plenty of business mod

. : ‘ : , iceé
Price, to a rise in prices or to 2 pr
ted ¢

ustomer behaviour, some of whi

els that attempt to explain price'-remt;
ch will be referred to below. Still. ®

182
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eal'ly on

a heated
USband
'Spe(‘t of

ignOred
Dell’tors

Cour: Se
/ing to
' €urog

?et/‘ng
‘apest
t one
7 cer-

the
ions

rital
rest
the
kes

fa

ce

be

an

forewarned: There is no guaran

tee that :
they are expected to. Customers v actually behave as

The competition as price determinant

The enviable monopoly position fora i

is a dying species. Because of globalization of busine
(Internet), more and more markets have taken on a

Compet‘itors out of the market by applying a particularly aggressive pric-
ing policy? On the other hand, all sellers in a particular market may charge
similar prices and there is hardly any movement on the price front (defensive
pricing).

4.5.2. PRICE-DEMAND FUNCTION OR CURVE

The relationship between price and demand is quite simple:

= the higher the price, the lower the demand for the product (= the
quantity sold)

= the lower the price, the higher the demand

Price
> 4

Demand

183
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Pricing Policy

> Signalling effect of
prices
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ce cutis supposed to resultin an in
|d. The extent of this increase canstt,ant
es

elasticity.

hoWn by

to this model, apri
ber of products 50
called price

According
in the num
calculating the so-

4. 5. 3. SIGNALLING FUNCTION OF PRICES

pens that a change in prices has just the op
Posite eff
ect

of what should happen according to the price-demand curv
n a significant drop in customer interest and sea'|A decreage in
€s, Where
as g

lly stimulates demand.

Occasionally it hap

prices results i
higher price actua

The reason for this admittedly surprisin

eV _ g customer r ion i

signaling effect of prices. This means that customers(i:iascstlo‘n " the so-calleg
Oclate

= superior quality and a better image with higher pri
ices, and

= poorer quality and a bad image with lower pric
es.

Especiall i :
thi‘:'g. deysizweerrl:v;nt l;rands are subject to the snob effect. F ]
o certamc, es and IU).<ury cars it would be letha.l 'fOr designer clo.
evel. The signal this price change wo Ild the price drop-

uld send out cou
d

prompt reactions such as:

th
quality” eir prices, there must be something w
rong with the

= "If that is so
: cheap n
just anyone.” p now, anyone can afford it — but | d
on't want to be

This wa
y alower pric
nattractive fo € may quickly rend
N for the rich nder a former '
Ft)o (:;Stmguish thcmselvé Afs possession of this prO(liy dtewable U e
ro S uc '

middTCt' Worse, the fOrmerom the masses, they will | Lzl
€ class and becom r Premium product m 90k fopanther Koee
e less attractive for th ay even lose its shine for the

em as well.
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4.5. 4. PRICE ELASTICITY OF DEMAND

Customers very often react to even the slightest change in price by buying
more or less of a given product. A 3 percent price rise may actually cause
demand to drop by as much as 20 percent. Vice versa, if prices are lowered
by 5 percent, sales may jump 20 percent or more.

In both cases there is elastic demand. This me
price change in such a way that the percentage change in quantity demanded
is greater than that in price. If prices rise,

the customers buy less, buy the pro-
duct at a more attractive price elsewhere or don't buy the product at all,

ans that customers react to the

In contrast, there is inelastic demand for a good

if the percentage change in
quantity demanded is smaller than that in price.

The formula for calculating price elasticity of demand is as follows:

Percentage change in

quantity demanded
Price elasticity of demand = 2 E x 100

Percentage change in price

= If the result is higher than 100, customers are sensitive to price changes
and demand is elastic,

= If the result is lower than 100, customers are not sensitive to price
changes and demand is inelastic.

. o . - i S . |
2051s Pink Sauces: Price elasticity of demand

/id

14 f the Pink Sauces at a price of 3.00 per
"alf a year after the introduction of the Pink Sauces at a price of g

) ey R L
= ice bv 5% to 3.15 euros. Very soo
‘ottle, Mr Bossi decides to raise the price by 5% to 3.15 euros £ R
j - = . 5N 5l y alarming 20 IVIrS
€ notices that sales of Pink Sauces have dropped an alarming 2

0SSI explai

= y to price elasticity of demand
ns that phenomenon by referring to price elasticity

an-Ad . y P VY7, g level of 400.
and quickly calculates that it is at a worrying level o

fv
20% Change in quantty
demanded
4(
isticity of demand =

A hange in price

Eﬁ'(_'L -

.'ul'-:("ﬂr‘n}’.

Price elasticity of demand — Pricing Policy

> Price elasticity of
demand
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of demand

ract this development, the Bossis decide to run Tuscany
In order to counlé’h’d‘ the Pink Sauce is offered at 2.70 euros, je. 10%
o W ! -

Weeks', during | price of 3.00 euros. The customers are thrilled and

rigina ; :
/Owejfot{m,:ni)hri zf ?he product during these weeks.
buy 30%

t the price elasticity of demand i
ot calculator to figure ou

Use your pocket ca

this case.

If you arrived at 300, your calculation was correct. In both cases described
ablove, demand for the Pink Sauce is elastic. Both {he_nse and the cut in
prices resulted in a greater percentage change in quantity demanded.
After the 'Tuscany Weeks' the price of the Pink Sauce is raised by roughly
10% back to 3.00 euros again. The Bossis are pleased to note that the
quantity of Pink Sauces sold drops by only 5%, which means that price
e;!gasf.'c."f;f of demand is a mere 50. Apparently the price change has had
little effect on the quantity demanded.

If an enterprise has justified fears that its customers are price sensitive, it
must think twice before it raises its prices. Leaving its prices unchanged is
particularly difficult if the business organization itself faces increased costs

of production or distribution that are due to higher wages or higher trans-
portation costs.

Customers cannot really be expected to re

act positively if increased business
costs are passed on to them.

EBC*L - Marketing
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Strategies - Pricing Policy

, 5.5. PRICING STRATEGIES

ecially when an enterprise launches a new product
gepect -

. itis difficult to mak
pricing decision. The alternatives are K

the (,ght

. to charge a high price - A

. to offer the product at a discount price (= to charge a low price), or strategies
. to steer a middle course and follow the guidelines set by the market
leader.

vou may remember the dispute Mr Salt and Mr Bossi had when a price for
s0ssi's new Pink Sauce had to be set. They suggested two opposing strate-

218€
gies

uir Salt's suggestion of introducing the new product at a low price which > Discount or
would be gradually raised later on is referred to as discount or penetration penetrationprciig

pricing.

Mr Bossi's opposite strategy of setting an initial high price which could be
owered gradually over time is known as price skimming.

Many firms also use the instrument of price differentiation (also known as > Price
discriminatory pricing) which means that they charge different prices for the differentiation
same product to different target groups or sectors of the market.

Bossi's Pink Sauce, for example, could domestically be sold at four euros per
bottle, in Eastern Europe at two euros and in Switzerland at six euros. This is
regional or geographic price differentiation.

When different groups of customers like students or pensioners are offered
ine same product at a lower price, the term ‘customer specific price diffe-
rentiation’ is used.

HJ,. d 187
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4. 6. Terms and Conditions Pl

Learning targets:

» Being able to explain the term "terms and conditions policy”

» Being able to explain the term "discount” and name and explain diffe-
rent types of discounts

» Being able to explain the term "cash discount”
» Being able to explain the term "default interest”

» Being able to explain the terms of delivery "free of ch arge to address
of buyer” and "ex works"

Enterprises always try to influence customer behaviour by offering special
conditions and incentives. Among them there are discounts, special terms of
payment (cash discounts, default interest) and terms of delivery.

4.6.1. DISCOUNT

Discount is defined as a reduction in a list or invoice price. It is expressed as
a percentage of the amount the buyer has to pay.

aiscount means that a product that would normally be sold at 100

euros can be bought at 90 euros.

Occasionally the term ‘discount’ is also used when the buyer receives a
‘arger quantity, better quality or additional service (= discount in kind). The
Purpose of discounts is to increase short-term sales, move out-of-date stock,
tncourage distribution channel members to perform a function or provide
ncentives or rewards to customers.

AN enterprise may want to entice customers to

* buy as soon as possible
*Tal’ Aic.
- For /)(.'f(!'.',fgm, before the end of the month we ;;‘fd.‘.’f alo dals

count.”
- ) A s w1 will eet a
‘If you book by 30 March, you will get a

= Early-booking discount

double room at the price of a ‘>If.’LIy‘v(‘ room. "

EBC‘L o ,'l‘.(

arket ng

Learning targets

N

» Terms and conditions
policy

» Discounts

Exampga

\“ -
Examp/e\'\x
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Terms and Conditions Policy =

> Cash discount

Examp/éQx

190

Cash discount

during @ slack period

- buy »gefore 20 December the ski pass costs 300,

- Seasonal discount:

o hour (on a shorter time scale): "Get any drink at ha/f 5
ou :
> ::tgfgen 7-00 and 9:00 p.m.

. t
f a certain produc
= buy more 0 "
- Quantity discount: “Buy ten, get one free.

« remain loyal to the enterprise

: t (which can be seen as some form of quanti
i 59¥Z:Jtynt;j"s"caf)::us miles and free flights for frequent fliers »
is :

collect the merchandise instead of having it delivered
- : ;
Cash and carry discount (See also "Cash discount” below)

Price

4. 6.2. CASH DISCOUNT

A cash discount is an incentive for customers to pay as early as possible. It
is usually quoted in percent and can be deducted from the invoice price if
payment is effected instantly or within a stated period of time.

The terms of payment "2/7 net 30", for example, indicate that only 98 ey-
ros out of a 100 must be paid. Two euros can be deducted from the invoice

price if payment is made within seven days. Otherwise payment of 100
euros is due within 30 days.

Invoice price 700 euros
= 2% cash discount 2 euros

= payment of 98 euros

/

A cash discount ca
that is offered ath
trans|ates into an

nalso be seen as a short-term, interest-free supplier credit
'8hly favourable terms. A 29 cash discount for eight days
annualized interest rate of 32%.

d therefore always avail themselves of a cash discount and

Customers shoul

In some cases it mq

Payment, Y even pay to overdraw your credit line to make the early

The reason wh -

explain: Ingtap, Yofnterpnses offer such generous cash discounts is €25y t(?

at all or Must be chearly Payment jg desired byt often customers don't P&y
ased for months before they finally pay. This takes time.

yandis ne :
or : 'Ve-wracki - money
use the Services of 4 coll ac-kmg for those who must run after their mo
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\ 2% cash discount is little in view of the cos
;Yment default.

4. 6. 3. DEFAULT INTEREST FOR DELAY IN pAYMENT

whereas a cash discount is a reward for instant

. or early ayment
nterest is a punishment for a delay in payment. it bi

The invoice amount is payable without an

: y discount within 30
ielay in payment default interest of 5% s

per month will be charged.

customers who effect payment after the due date will face horrendous (annu-
alized) interest charges. Any bank loan would be more favourable.

Debt collection practice and corporate image

Although it makes perfect sense for enterprises to insist on in time-payment
for services rendered, caution is advised: Aggressive debt collection practice
could alienate even a company's regular customers.

Mr Bossi and the collection agency.

One morning Mr Bossi finds a letter from the 'Brutalo’ collection agency in
nis mailbox with the final demand for payment of his telephone bill. Unless
"€ instantly transfers 17.90 euros which he owes the telephone company,
egal action will be taken.

n = { ¢ . ’ Y o11rec nllection fee f '(j
addition to the invoice amount of 17.90 euros, collection fees «-’;
Aot iy ' S T ey o 4 o naid T'J
1erault .'l'.'l‘(:'.'("sf Uf 7 l’}!} euros d”(-j “’n\y(:” '{(,'(':S of l'l)l/] euros must l’,.\ ‘u.?n. 1€

lal amount due is 124.90 euros.

i 11 4
Mr Race PP . - ac hoe telenho 1e ..5."')' vells at
r6ossi's reaction is predictable: He rushes to the telephone 'u .‘; :
] 5 (2 T T ] ] - - . r H . n A che . \,_(};L _’)“{l‘f “‘v ]
~ PO0r woman at the call center for 15 minutes. AS sf,\‘ cann Ky
> amount but is so infuriated
€ ' h the lephone company. He swears

t he terminates his contract with the telephone comparny Hortic
i lays the coliectior

any ‘ijfl'ifj,/;(;g SUIIIf(U/A‘, Mr Bossi pays the entire

§
h -

a8 . - L L 5 - 1 9]

will never again do any business with them, dis| : N

eltar } X7 A $ | /| wery customer now padly
“Cr ighly visibly in his restaurant and tells every custc

Nic tare:L S )

> terrible company has treated him.

g dilatory

Thi i . that it may be worth treatin
*example is intended to demonstrate that it may B

Click gt $i ag quite SO
~S1omers with patience and respect. Remember thatit takes q

“NG effort to win customers to begin with.

BCoe
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Terms and Conditions Policy =

» "Free domicile” and
"ex works"

192

Terms of delivery

4. 6. 4. TERMS OF DELIVERY

Some firms try to attract and impress customers by offering especiall

rable terms of delivery. y favoy.
Free domicile or Free of charge to address of buyer, for examp|

ys all the transportation and other charges to tph: t;’“eans

uyer's

that the seller pa
premises. This is delightful for the customer but represents a major
costitem

for the seller, particularly if a product sperrig ist must b

e
long distance. ansported ayes
!n such a case it would probably be better to offer the product at
attractive ex works price and charge the customer separatel fa th'e s
or have. t.h.em' collect the goods. ("Ex works"” means that t}Z i Shl.pmem
responsibility is to make the goods available at his premises.) e




Means
buyer
st item

over 3

* More
PMment
S only

o g
ung

Learning targets:

» Being able to explain the term "distributio

n policy”
» Being able to explain the term “direct selling”,

_ methods of d; -
ing as well as its advantages ang drawbacks iz~

» Being able to explain the term “indirect selling

/ “, methods of indirect
selling as well as its advantages ang drawbacks

» Being able to explain the term "franchising &

An enterprise’s distribution policy focuses on the wide range of activities that
are concerned with getting the goods from the firm to its customers. In other
words, distribution provides a link between production and consumption.

dossi’s.Pink Sauce: Distribution policy

Mrs Bossi s facing a new problem. When their business activities were
confined to *€IVIng pizzas at their pizzeria, their customers were coming to
the product. Now that they are selling the Pink Sauc e, the product has to be
taken to the customers and Mrs Bossi has to think about different solutions

lor differeni target Sroups.

A . s P’y c wazith 1 range of 1 “tl'li;r
As concerns their p U"PO/‘”{‘ customers pizzerias within a darnge or I( Kilt
y 0 present the Pink Sauces
meters), Mrs Bossi will personally visit them to present the Pink Sauc
e anv tr “' o) eliect
n the ’&(‘.f‘,j‘,“ the [5'()\5,1\ will use their own small ¢ ompany truck i«

Telivery

[ buy t/
’,j",!h" }')4"1'11*. work out. though and pizzerias all over the y ouy e
o & > { / ).‘
+dlices, ff';'.‘)/ have to ¢ onsider additional channels of distrib
tive. Mrs Bossi soor
Ne alternative would be to hire a sales representative \
ine business good
notic es. ,"ir,",-',"t",v'f‘.’ that in the restaurant and cate L3 u v h
: / 7 5 y
:‘_“");)‘". S “,{,';! expensive Potential t-:!,A.’.‘.,:..'.'( ‘v‘ ‘ ’ y f
100N ¢ P 1
£00d ¢ Oontacts to customers ask for a commission ‘f‘ / ‘
di@g L:f",’tl‘.',,.‘"(‘u' f}!w‘ {,“','.:"’,'l I A-L:"l""""‘”"' L : /€ i
that the '."n'.r.‘:"\j salary has to be paid e\
#
4 f ¢
r that reason, Mrs Bossi « ontacts a commei {
i 1d

10 | /! (e
’ }““3'. f.'f'»"v" doine }'i:"’ iness 1or JUI
V,’v
e Pink vauce to his assol

e .
- L~-*Aamcl~‘;‘,

Learning targets
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rated through him. Although psc
o <sion on sales gene
A;:Z’ézgt a5 extremely high she accepts..
he Pink Sauce to retail customers as wel, sho
ain "Luxury Food". She belfeves that thejr
it into the chain’s product mix and will be welcome
Iy” Jooks different, though, and Mrs Bossi dosen’t get
. %4 d had been waiting for Bossi’s Pink Sayces
the impression t make an appointment with Luxury Foodts procurement
It taket'_svzgjrf’ dt?»' hen they finally meet, he hag d mere ten minutes to Spare,
SZficnug,wl;ich he dictates Luxury Food's conditions:

for a hefty 35
Bossi regards 3

nds to sell t

i inte ]
As s B Jar retain ch

contacts the popu
sauces will perfect

; en arms. Rea
with op hat Luxury FOO

: ent, we want you to supp|
wE; d news: If we come to an ag,egm > e fi )
Flwrsittftzhf Ogggo pottles a month. Terms of delivery are "Free domicile” with
u(s)u assuﬂ;ing the sales risk. This means that you have to take back any
Zottles that haven't been sold after three weeks at your own expense.
if the product sells well, we can include it in our brochure for which we

will charge an advertising fee of 7,000 euros. By the way, 60 percent of the

turnover will be ours.”

This talk has certainly been an eye-opener for Mrs Bossi, but when she
does more research, she finds out that the conditions quoted by Luxury
Food are quite common in the food retail business.

She is about to discard the idea of selling to the retail customer when she
happens to come across an interesting newspaper article. The article is
about a beekeeper who successfully sells his special honeys via the Internet
and the telephone. Some of his products are sold to customers in places
as remote as Saudi Arabia. Mrs Bossi can imagine doing something similar

;a:gnintends to have their wwwbossrsp/nksaucescom homepage installed

When it comes to distributi ety YU
i Selling? o distribution, one can distinguish between direct and

EBC*L - Marketing
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4. 7. 1. DIRECT SELLING

vhen goods are sold directly, ownershi
W ducer to the final consumer. Direct se
Pr:en enterprises sell to corporate custom
hn their own outlets from which they s
r
chocolate shops).

P is passed on only once: from the
lingisa popular form of distribution
ers but there are also producers who
ell to retail Customers (shoe stores,

The classic method of direct selling is throy
term denotes those employees who are e
products.

gh a firm's own sales force. This
ngaged in selling an enterprise’s

The key advantage of this method is that no commi :

id, which could amount to 30, 50 or even 70% of sales when com'mercual
i 'ts are used. In addition, an enterprise has better control over its own
fj::representatives (= commercial travellers, field executives). It can establish

les, train its sales force members properly, and raise the level of motivation
rules, . :
by offering special incentives.

ssions on sales have to be

The greater the need for explanations and additional service, the more sense
tr'makes to sell your goods through your own, well-trained sales represen-
tatives.

The disadvantage of this method is that fixed costs are high. Sales represen-
‘Iahves are employees whose salaries have to be paid regularly regardless of
whether or not they generate sales.

Another method of direct selling is mail order (= catalogue retailing). CdUS;(:e
mers receive and order from a firm'’s catalogue. The purchased goods
sent to them by mail.

Direct selling over the Internet is the latest method of offgrmgf pr:iZEti;:
retail customers. It has created a vast range of Opportumuesuzresioncd. it
smallest enterprise. Provided its online store or web.ShOp 5 Wet case:goods
tan attract the attention of its target groups worldwide. In mo; rtising"”)
are sent to the retail customers directly. (See also Chapter "Adve

; - lI-trained
Telephone selling is yet another method of direct selling. 'tttj:g;z’:e el
sales engineers, though, to engage absolute strangers ina test it without any
*2lon and convince them to buy a product (or at least t(s)o-_called talctbone
Obligation). Enterprises selling over the telethne rutnand well-trained staff
Gl centers that require highly sophisticated equipmen
0 operate successfully.

. irc : hibitions.
Other direct channels of distribution include fairs and ex

EBCs

= Marketing

Direct selling - Distribution Policy
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Indirect selling

DIRECT SELLING

ds indirectly, they usé the services of at |e

their products to the final by =
s probably the best-known form of indirect Se||i):,er'
o stores in suitable locations and re-sell the &
cers to the final consumers. goods

4.7.2.IN

heir 800

erprises sell t :
ddleman to bring

when ent
or mi

one intermediary
The retail busin€ss i
Retailers operate their oW

they bought from the produ

saler is an intermediary between the producer and th
holesalers buy in large quantities from producers and 3
ller quantities to retailers. o

A so-called whole

retailer. Typically, W
sell the merchandise in sma

dvantage of selling indirectly through the retail ch

ffort to address large customer groups. Fixed an-
are greatly reduced because of the infrastructure and specialised‘ servi s
intermediaries offer the producers. These services include delive b
market information, promotional activities and more. Itis the k ry, storage,
the retail businesses that helps producers win customers o

For producers the huge a
nel is that it takes little e

The major disadvantage is the ¢ '
ost of selling through
h 22 gh the wholesal i
Eh:?::el} Thg.co.mmassuons and trade discounts the producers m:;n(:fretaul
dommatn;ebvanes often depend on the sales volume and - if th offer to
ed by powerful trading houses — may am s
the turnover. y amount to 60% or more of

Another drawback i
s that retailers deal i
from competin s deal in a great number of
ro

is not given prifriﬁro:uf;rs)' If a product does not automaticapll g;ICtS (IOften
Phoreallor s bY y e retailer in terms of shelf space, et .Y bl el

e eliminated from the retailer's assort'r:ec.t' : mi)ll e

nt quickly.

Other typical
, examples of indi
with : indirect selli e
agents (insurance agent, real estaltzgqare it Rt St
5 agent).

EBC*L - Markelting
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Franchising - Distribution Policy

4. 7. 3. FRANCHISING

eranchising is a distribution agreement in which a business person, the so-
called franchisor, does not have any major financial €xpense and can eliminate
:h, risks that are normally associated with direct selling.

The franchisee, who is legally independent. is
franchisor’s business concept and to produce and/or sel| a product for his
own account. He can use a well-tried producti

JWY @

on and marketing system and
penefits from the franchisor's brand, know-how and reputation, Furthermore,

the franchising network creates economies of scale in procurement.

granted the rights to yse the

In exchange, a franchisee must strictly abide by the rules laid down by the
franchisor in the multiple-page franchise agreement. They have to accept the
f':nLhISO{'S overall business concept, including quality requirements, service
ru(lles store layout and decoration, promotional policy, recommended prices
and more.

In other words, the entrepreneurial freedom of the franchisee may be greatly
restricted.

1','<.u-'r'?"',if,

> Franchising
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Learning targets

o

ct policy / Pricing policy / Distribution policy

£Asy BUSINESS IN TE

MARKETING ~ part 2: pProdu

descriptions give an overview of the EBC*L Level

er. offer detailed explanations of the businese ter .
xams). For those, please see the business ¢ by
you to identify practical examples frome;::

i A Wd concise
The following keywords ar
howeV
learning t,
contexts ( ‘ !
j:s examples in t addition, we advise
real business world - for further progress.

“product policy” and possible product policy strategies

» Explain the term
uct policy:

Basic questions of prod
« How should a product be designed so t
« What must be done so that product developmen

is profitable in the long run?

hat it appeals to the needs of the target group?
tis financially feasible and that the product

Product policy strategies:
« Emphasize product innovation
successful products quickly?

« Offer high-quality products at a corre

products?
« Should product mix comprise many preducts or hold few products only?

« Should corollary services such as delivery, installation, etc. be offered in addition to the co
re

and constantly offer new products, or copy good ideas and

spondingly high price or lower-quality but affordable

product?

» Explain the term "product life cycle”
» See Chapter Analytical and Planning Instruments

» Explain the terms "prc nix policy”,
x terms "product mix policy”, "product mix width" and “product mix depth”
R is; 2 t deptt
¢ 1;:"(j(u(r0;;o .tol.o or product mix includes all products a company offers
Wide uc om orS |
p mix: company offers a number of different products or product lines

. Nd w bL Laeep p d J i C or - i -
ct mix; comg any Off("fS few
J d odau P - cw p OdU tS p OdUCt € 5b1 t C p OdU ts
come d Y cifiere t vanatio S ana deS g S.

> Explain the t -
Apla e erms product ir
procuct innovation”, "prod /3 Ao e
,  product vanation - {)!Udutf diversification

and "orod
iN0 " product elimination™

o f -Oddct innovatio r ng a t d t t t
fall b” ]f’l g COr n r t e mar
.n;)le | D UC
S e y ew | (&} (o] I e ke

* Product variation or modific
Loty icatien: cre [
' ;i:;\;:‘?l ;):S‘uc‘!s creating sub-products which vary only slightly from
SR \. uf, diversification: offerin
oduct differentiation: len th
related to each other) g
* Product elimin

r different kir

en np[; DIo ;"t kinds of products or product lines

. product | = 2

2 ctline (= a group of products that are closely

ation: dr ¢
Opping a product from the product portfolio

> {l"3 1N ’
Piain a product portfolio anal
B lio analysis
apter Analytic
Analytical and p anning Inst
'INg Instruments

> Ext

«Xpiain the | ASIC d
95y ninants of an ent
: vl 5% (L‘S:O:nr's 25 o all én f‘([”'~h'\, pricing polic

| a npetition i

otal prod,
Guction cost
€ost plus a mark-yn (
‘¥ A= lowest pri
ce level)
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Marketing - P,

art 2: Product policy / pr; i
¥ / Pricing policy / D-stributron polic
Y - Easy Bug;
Ness in tcle
Bam style

term “price-demand curve

» EX r
ne higher the price, the lower the demand for the

pPreduct (-
45€In price w
products sold.

the Quantity sold). Th

e higher the demand. Thus an incre
: ke grice, the higher 3 - Thus an incre T
on po"Cy yilz 'l“"""("(flfnund and

+ ¢ € lower

| result in an increase in the number o 2 price cut
*l lvw-'g l i the term ng effect of price

ness h:'m; l )y AP

Siness [,.!f\

es from th e ’

. customers associate superior quality and 3 better Image with h
Tage wit h
yer quality and a bad image with lower prices b '8her p

nices, and

ticit §
’ n the term price elasticity of derr

Caiculate it

’ 2 demand means that customers react to price change in s ich a
£ 4 uch a

way th
than that in price

quantity demanded is grea
ticity of demand formula

at the Percentage
4
group? [
¢ product F
£ Percentage change in
quantity demanded
! f > =

| price elasticity of demand = - - x 100
ideas angd 5’(.’T((_"‘.[dgr_' change in price
Hordable o If the result is higher than 100, demand is elastic

: ¢ ‘ t

| - than 100, demand is inelastic

) the core | > N | ex; olicy
X the te penetration st

a high price

' * to ofier the product at a discount price (= to charg

low price), or
/ the guidelines set by the m
novative products)

> Course

ket leader

Cng: intreducing a new product at a low price

ich would be g

procucts

€ sximming: setting an high initial price \

hich could be lowered gradua
ntiation means that a firm ch

* Price diffe

rges different prices for the same product to
d "‘,"L"’f :':_

irget groups markets

> Fy n the tern torey ind condit y

tly from 5€s ry to influence customers by offering special conditions and incentives Among
| them are discounts, special terms of payment (cash discounts, default interest) and terms o
!
;
‘

' closely ‘

ce price. It is express

ity,

uant
en the buyer receives a larger quant

seasonal discount, qua

rly-Dooking discount

early as possible. itisu

f payment




Dd ct po 'Cy ricing P |le

ram - rketing - part 2: pProou li /
i i style Ma

E&SY Business in te!eg a

ult interest™.

rm "defa
the te: or delay in paymeﬂ‘-

» Explain
Default interest is charged

lain the terms of deliver

s ddress of buyer”

“Free of charge t: a
es to the :

?Ehe\:vi’r‘:;% means that the seller’s only ress:):r:e

prcxmiscs. Costs and risks of transport are a

d by the buyer.

» Explain the term "distribution policy”.

An enterprise’s distribution policy
goods from the firm to its customers.

#free of charge to address of buyer” and "ex works"
A means that the seller pays all the transportation and

buyer's premises. sibility is to make the goods available at hig

focuses on the activities that are concerned with getting the

Cyotain the tami ~direct sefling”, methods of direct selling as well as its advantages ang
> Explai :

drawbacks

; s d on only once: from the producer to th
are sold directly, ownership is passe ' :
mf:oizzﬁfef There is direct contact between the producer and the final consumer and ng

intermediary.

Direct selling methods:
« company sales force
* company outlets

* mail order

* Internet selling

* telephone selling

» fairs and exhibitions

Advantages of direct selling: no commissions on sales, no trade discounts, better control
Disadvantages of direct selling: high fixed costs, fewer customers can be reached

> Explain the term “indirect selling”, methods of direct selling as well as its advantages

and drawbacks

When enterprises sell their goods indirectly, they use the services of at least one intermediary

or middleman. to bring their products to the final buyer.

Methids / intermediaries:
* retailers

* wholesalers

* (commercial) agents

* franchising

Adv: 2 i :
antages: little effort to address large customer groups, greatly reduced fixed costs

Drawbacks: high commissions and tra

> Explain the term "franchlsmg”
Franchxsing IS a distri

grants the franchisee the rights to yse
duct / products for his own account
The franchisor €an reduce hjs
the franchisor's know-how a
the rules |aid down by the f

= ‘
nchisor in the franchise agreement

200

de discounts, no contact to final consumer

bution ag : - s
abreemen;m whuch a business person, the so-called franchisor,
Is business concept and to produce and/or sell a pro-

et r:;i’:‘;f’_“k significantly, whereas the franchisee benefits from
'on. In exchange, the franchisee must strictly abide by
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_ geing able to explain the term "communications policy”

» Being able to explain the term “corporate image”

» Being able to explain the terms "brand* ,"logo” and "slogan” and
their role in a company'’s communications policy

Being able to explain the term "corporate design ™

Itis almost a nightmare: An entrepreneur has discovered a ne

Y R ed, developed
the perfect product to fill it, is willing to sell at an attractive p

rice ...

... and nobody knows about it.

Every day this nightmare becomes reality for enterprises which have no idea
about the art of communications policy or no money for sometimes expensive
promotional activities in the last stage of market introduction.

These are the different instruments of the so-called communications or pro-
motional mix:

= advertising

= sales promotion

public relations (PR)

"

personal selling (which will be dealt with in greater detail in the chapter
on 'Sales’)

"

A special form of public relations is investor relations. In priva_te gnd
public limited companies it is the field of corpprate commgmcatnon
that specializes in disclosing information to existing or potential share-

holders.

EBC*L - Marketing

l.eaming targets
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Communications Policy—

» Corporate image

Corporate image

1.8
icati olicy
munlcatlons P . ;
glements of com unications policy that any promotional activity b
re elements of comm tion to) are an enterprise’s e
e t least pay attentio ;
should include (or @ o
« corporate image %
« brand, logo and slogan e
: 7
- corporate design, and .
« corporate wording. |
4. 8. 1. CORPORATE IMAGE
From the moment an enterprise is established, it should be the goal of corpo-
rate policy to create, maintain and cultivate a certain image. In order to do so,
clear ideas and an image strategy that is supported by everyone in the firm
are required. There are a number of options of how an enterprise may want
to be perceived by the general public. It may want to be associated with
= quality
= reliability
= affordability
= innovation
= environmental responsibility, or
= social responsibility.
B2
Any promotional activity should be in line with the enterprise's image. :
Ev
€X

\ -




4. 8. 2. BRAND, LOGO, SLOGAN

] activ;
'V,ty
As brands, logos and slogans help to identify a company and its products > Brand, logo, slogan
and to differentiate them from competitors, they are also core elements of a
company's communications policy.
The more sophisticated a logo is and the more memorable the words of a
slogan are, the more easily a product is recognized, which increases the value
of the company's commercial brand as a whole.
What companies come to your mind when you see or think of
= ared bull Example
- sta | cal
Oorpo-
po - ady {"“"‘.".‘ IK 14
do so,
e firm = stuck-out tongue
want
th

What comes to your mind when you hear or read one of the following 'f\ w
expressions? Example™~\¢
- gives you wings"

= “Unlike any other."

"

"Make yourself at home. "

"

"It's only rock ‘n’ roll, but I like it."

Each of the above logos and slogans is associated with a well-known company,
its brands or its brand names, and each of them is worth millions of euros.

wven if your small enterprise never rises to fame, it is worth following the
ample of larger business organizations and equipping yourself with a memo-
€name, a beautiful logo and a catchy slogan. What you choose must be
sconsidered, because your firm may have to live with it for the rest of its
rate life. A poor logo and a bad or misleading slogan may hamper the
your business. ==

-

£

K

Bchapter on “Product policy” for brand and brand protection. Note e



Communications Policy

» Corporate design

204

P ol
Examp&x

- Corporate design

RPORATE DESIGN

. hical design of the |
_ to the official grap 0go
design retfift: ;on which s used on letterheads, envelopeg
Sc In its wider meaning, corporate design a1,
Juct design and corporate architecture.

4::8:3.€O

ate
The term corpor ”
and name of 2 company ©f |et
forms, folders, brOChtuerSf'produc
lemen
encompasses € | | 7
anies do you associate with the following letters:
Which comp

= this (:-
= this ]Y\
= this B

These unusual characters are all part of the corporate design concepts of
particular enterprises. The design of such graphical elements is well planned.
and often companies develop their own corporate logotype.

Regardless of whether they are red, blue, yellow or silver, corporate colours
play an important role as well. As any colour or colour combination may be
associated with certain emotions, designers select one or more corporate
colours that go best with the company and its corporate policy. Caution is

advised, though, because the wrong choice may have a negative impact on
the company.

j’he effect of different fonts or typefaces may not be underestimated. There
Is a big difference whether you use

= Tahoma

e

= Times New Roman

A
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EBC .

glements that reflect a company’s cor
include

= stationery, envelopes and business cards

= brochures, image and presentation folders and display material
= advertisements in print media and on television

= advertising campaigns

= corporate web appearance

= power point presentations

= company uniforms, and

= architecture and interior design of company buildings.

4.8.4. CORPORATE WORDING

In many banks, the former|

eftits Imprint on cor

F"-e universal ‘he' ex
Nension.

- Mark(‘tmg

y common term 'bank clerk’ is no longer used /
"stead, employees are referred to as financial services advisors or retail Example
client consultants.

Corporate wording ~ Communications Policy

porate design to the general public

some companies are on first-name terms with their customers. Others take > Corporate wording
a more traditional and conservative approach and make sure to include all

their customers” titles when they address them in writing. This is only one

example of corporate wording, which is broadly defined as the language or

language style used by a company to communicate internally as well as with

the external environment. (In this context, the term 'language’ does not refer

to the language spoken by the people of a certain place or country.)

The use of euphemisms is another example of corporate wording. Some
companies use complicated job titles which sound more impressive than the
ommon name would imply.

Gender mainstreaming, whose goal is to achieve gender equality, has also
porate wording. Today many enterprises are scrupqlgus
dbout avoiding any form of discrimination and use a language that explicitly
dddresses male and female customers and employees.

At this Point, we ask our female readers to understand that thi§ book uses
clusively for the sake of simplicity and easier compre-
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Communications policy

o

; ? : orporate design, brand
{\ Bossi'S pink Sauce: COforateI177age¢Cp --------------
. Bossi s LI 28w P.

' slogan e
- o olutely sure about what their irm s COIBOIALE. Image shoulg
Mrs Bossi 15 @ S/d nstantly think of the unique, delicious pizza sauce when

be. People shou s pink Sauce”. The name alone shoyy

d name "BOsS! :
thel); hf:;,th; obz:‘t?fgls o ter. At the same time, they should associate the
make

colour of pink with quality and sophistication.

s ined by the color pink, the trademark-t
orate design is determine st rade
T O o comprising the product name "Bossi's Pink Sauce*
its unique print and the picture of Mr Bossi wearing his typical cooking hat
pear everywhere: on the firm’s stationery, on jts

These three elements ap : _
packaging and on the windows of the pizzeria. The font the company yses
for all its written communication is ‘Verdana'.

The last thing that is missing is @ catchy slogan. The Bossis invite some fri-
ends for a creative brainstorming session at which various suggestions are
made. Finally the following four slogans are left to choose from:

= Bossi’s PinkSauce — Like a walk in the clouds.

= Bossi's PinkSauce - It's addictive.

= Bossi's PinkSauce — Topping your expectations.

= Bossi's PinkSauce — A revolution need not be red.

Which one would you choose?
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on its
1y uses

me fri-
mns are
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Learning targets:

» Being able to explain the term "advertising” and its tools

» Being able to name and explain the different steps of an advertising /\/\/
campaign

Learning targets

Being able to name and explain advertising goals

» Being able to explain the terms “advertising budget” and "

cost factors
f advertising”

» Being able to explain the terms "advertising tool or vehicle” and
"advertising media”

» Being able to explain the significance of advertising expense per
customer

» Being able to explain the term "losses from non-selective advertising"

» Being able to explain the significance of measuring promotional
success

» Being able to explain the terms "advertising effectiveness" and
"re'mr.dcr advertising"

> Being able to explain basics of advertising psychology

» Being able to name and explain strategies of advertising design

> Being able to name and explain points of advertising criticism

'I's a company's demise if it does not advertise.”

T ini r i that a
'nis popular quote has a lot of truth in it. If customers don't know i :
: : e i he or will inevitably be
product exists and which benefits it offers, the producer will mc.fth .)z ;
. . - o 0 DUy ¢
stuck with it. The purpose of advertising is to motivate customers ’ dl)tp
few product, to buy more of a certain product or simply to remain loy
a product,
ers with adver-
nas become increasingly difficult, though, to reach custom ns» At
ﬂ;’ mL’SSafGS The reasons are obvious for any()'w who ope <

vatches television or
Per, strolls along streets that are lined with billboards, wa ch

: »d with hundreds
1SI‘."‘.5 to the r d[() or SdrTS th( Intern et: We are C()nf[OﬂtL(j wit

of ddvertising messages every day.
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Advertising— Planning and goals

n of imagination, creativity and a sizable budget i o
m the crowd and be heard. In particyla, ;;
lan and run a successful adVertisi;ug

0
tand out fro
know-how to p

It takes a huge porti
3 enterprise wants to s
2 must have the necessary

o campaign.

4.9.1. HOW TO PLAN ADVERTISING

ompany plans an advertising campaign it has to

> Advertising planning When a C

» make an actual analysis (See chapter on " Actual analysis")

« define its advertising goals

= set up an advertising budget, and
« select suitable advertising tools and an advertising medium.

To make sure the goals of an advertising campaign have been accomplis-
hed (within the set budget), steps must be taken to measure promotional

Success.

4.9. 2. DEFINING ADVERTISING GOALS

> Advertising goals
/:rsos(c;ontf Fhe results of an enterprise’s actual analysis are available (Examples:
u ittle- 2 .
i Succces;sfhlttlezj known and accounts for only 5% of sales; its major rivals
ul advertising campai ' ‘ P isi
i g paigns), it has to define precise advertising

A firm’s ulti i :

et tol::;l;(tzeggal Is most likely to be an increase in sales and revenues.

B en::and for a new product, stimulate the demand for an
' urage a target group to buy more or attract new target

groups. Additional goals co
. uldbetoe :
certain results within a particular tim:t[::r?or:jew REsbedana B

A quantifiable goal of an

advertisi :
Product XY by 25% withi vertising campaign could be "to raise sales of

n the next six months. "

Measuring the
succ
however, is extreme;S;izifcsﬂyfadvermi“g activity in such exact numbers
ITnotimpossible. As : i :
- As other promotional instru-

ments support advertici
ertis 52
alorie. INg, a positive resylt cannot be attributed to advertising
o
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if an
ar, it
‘Sing

al

instead of setting clearly quantifiab|e
that focus on quality aspects such as pg

aim to

goals, com

Panies ofte i
Pularity an N define goals

dimage. A Company coyld

- increase the degree of popularity of it _ .
by 25% or Y OTits XY brand in a particular region

« enhance its image with the Generation y by 10%

As soon as clear advertising goals have bee
advertising messages which they hope will
sroup. Examples of such messages are:

o

= XY jeans are a cult product

= In Vienna, the most affordable and customer-fri

endly discount food
retailer for people of Turkish origin is .. :

= You are "out’ unless you read magazine QRS.

Bear in mind, though, that the above-mentioned advertising message must
not be confused with the ultimate advertising slogan. The latter requires
more creativity and is a concise, memorable phrase or sentence which the

enterprise wishes to be remembered by and which presents the advertising
message in a nutshell.

4.9.3. DETERMINING THE ADVERTISING BUDGET

The size of the advertising budget is a highly important determinant of any
advertising campaign. It makes little sense to set advertising goals if you don't
know what your budget will be. The goal to raise a brand’s popularity with
lltarget groups throughout the country is unreasonable if your advertising
dudget is a paltry 10,000 euros.

Especially start-up companies are notorious for underestimating advertising
®Xpenses and believe that 2,000 to 3000 euros suffice to finance a major
ddvertising campaign. They are not aware that
~ . .- H A C r
* @ one-time, one-page colour advertisement in a national newspape
costs around 15,000 euros, or

o f -second
* a national TV station charges 20,000 euros or more for a 20
Commercial,

Eﬂc'l- ~ Ma.rxctmg

Budget ~ Advertising

Examp/

> Advertising budget
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Advertising — Selection of a

» Cost factors

> Advertisi
rusing tools a
media Ll

210

dvertising tools and media

must be paid only for placing the advertisement

these amounts
that, it spends huge amounts of money on

ally do
s and creative experts who know how to realiz
(3

What is more,
gefore a firm can actu

- advertising agencie
good ideas
= graphic artists who h
ment, i.e. select suitab
colours and fonts, etc.
- copywriters who are capable of turning a dull product description int
into

a catchy advertising slogan
products in a favourable light, and

ave the necessary skills to design an ad
= verti
le photographs and illustrations, choose th:rrt;;_t

= photographers who show
= people who have the necessary media contacts to make s :
placed favourably and does not languish on page 87. ure the ad is

When it comes to television and radio commercials, there are additi
expenses for narrators, actors, film directors, film crew, technicians 't;(t)nal
: « Cutters

lighting crew, etc.

In conclusion, nationwide radio, televisi i
i ; ision and print medi oy SR
of the question for small firms and start-ups. A e advems.ng 1S out

Still :
e;;o. rtt?f))r; sfllould not. be totally discouraged and may choose to f :
il kilcoi::{r:seg?id t:\rgetl groups (such as pensioners withir(:cz;J iatg'elr
echnical engineers in i o

FOWERANSE : manufacturin ' -
Opportu:iiit; ?t)ﬁxlih the help of modern technology, they hav{i :?SITSSGS !
brochures and Iette:ve.nty years ago, when designing and printin t;fj grggter
colour copiers and prS‘ V:as an expensive chore. Today's Computei Vftrtnsmg
: inters are reasonably pri rSQNALE;

of graphically attracti onably priced and facili :

y attractive folders and mailings. Greater det:;::(;t':ebprOdUCtlon
ill be provided

- . . . .

4.9. 4. SELEC
: TION OF A
AND MEDIA DVERTISING TOOLS

The term advertisin
tising message is co
gdvertising letters
mfomercials. etc, .

4 tool or .
vehicle refers to the form in which the adver

MMunicated. m
= . Messa
classified £es can be ¢ . .
adverti ommunicated
ertisements, fliers, brochures raditz)yS:ScI)Tf

EBC*L - Marketing
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ze

ht

magazines, newspapers, video games, th
tisements can also be seen on the sides of
and on the walls and roofs of buildings. v B XI5, On grocery carts,

carry adver-

tising messages when they use plastic bags and pens (= advertising tools) of

companies and institutions in public

The Internet as advertising medium

As computers and online tools have become indispensable in modern societ
the Internet is one of today’s most important advertising media. RegardleZs:
of which industry enterprises operate in, those which do not have their own
home page (= advertising tool) are considered old-fashioned and cannot uti-
lize the unique benefits the Internet has brought to corporate marketing.

The Internet carries corporate promotional messages from the smallest and
most remote places right into the homes of consumersinthe E.U., the US.A.,
China and elsewhere. What firms need to create their home pages is some
support from graphic designers and technical experts and some advice on
how to market their sites.

The total cost may amount to as little as 2,000 to 3,000 euros, which means
that on-line presence has become affordable even for the smallest firm. In
the past, international groups needed million-dollar budgets to reach the
world.

4.9.5. ADVERTISING EXPENSE

Which advertising tool and medium to choose will be different from case to
Case and depends on the general advertising goal, the target group (its size
and how easily it can be reached), the target region and the cost of advertis.ing
or advertising expense. The so-called advertising expense per (potential)
tustomer is probably the most important criterion for dccision-_nw'akcrs an(-i
s calculated by dividing the cost of a particular advertising activity by the
number of people reached by the advertising message.

- o -1 (e]0] o
Cost of advertising t s )

Number of people reached

Advertising expense =

EBC

.
L~ Marketing

.h —

> Advertising expense
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Advertising = Advertising expense

Exampm

Your solution *

> Losses from non-
selective advertising

212

ation of 100, 000 copies. On average, eac,

je. which means that 300,000 people are re,.
three peoC;;, :'r ged for the advertisement is 30,000 euros, j4
e

ach 1,000 readers.

: ey
A weekly magazine has a cir

opy is read .by /
gh‘e);. Assuming thetpnr;
will cost 100 euros 0

M euros . 1000 = 100 euros for 1,000 readers
Advertising expense = —;00000 readers

e. however, that the advertisement actually attracts

: te :
There is no guaran one who reads the magazine.

the attention of every
smaller special magazine has a circulation of 20,000

In comparison, a much by four people and the price of the advertisement

copies. Each copy is rea
is 2,000 euros.

What is the advertising expense per 1,000 people in this case? In which of
the two magazines would you place your ad?

Answer: The expense per 1,000 people is 25 euros, which is only a quarter
of the cost compared to that of the weekly magazine.

The advertising expense per customer is likely to be lower when you place
your advertisement in a special magazine which is highly selective in terms of
Its reach. It targets a narrowly defined group of customers only. Placing your
adin a newspaper or general weekly magazine, on the other hand, means that

there will be higher losses from non-selective advertising because numerous
target groups are addressed.

Losses fror.n non-selective advertising arise because you also spend money
on contacting people who will never be your customers.

Losses from non-selective adve
are

: ent to households indiscri
its ads mailed to all h

rtising are particularly high with mailings that
minately. A firm that sells dog food and has
et hage ouseholds should know that only those people who
other words, of a(l)lgt;:)ughly 10% of the population) will show interest. In
advertisements, 90% isTv(;Zfeydspent B eutan of UE
A company can

: Minimize |o
tronic databanjs th sses from no

; n-selective advertising by using €lec-
at help filter ot tar vertsing Dy usilla

get group members.

EBC*L - Marketing
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4. 9. 6. MEASURING PROMOTIONAL SUCCESS

In order to find out whether an advertising campai

gn has bee
company needs to analyse the answers to the foll o

owing questions:
ached the desired numb

= Were these people actually aware
activity? (advertising impact)

= Has the campaign really re er of people?

of the advertising tampaign or

= If so, do they still remember the adv

it ; ertisements after a month?
(advertising retention)

= Has the company's image improved amon

r wa g the people who were aware
of its advertising activities? (image enha

ncement)
= Has the advertising campaign raised sales figures

The answer to the last question is most crucial and can be found out by the
enterprise itself. It requires the expertise of market research institutions, howe-
ver, to give satisfactory and valid answers to the first four questions. They have
developed special methods with which advertising impact, people’s attention
to ads, advertising retention and image enhancement can be measured.

When the founder of the Ford Motor Company and father of modern assem-
bly lines was asked whether it was actually worth spending all those millions
on advertising, he reportedly responded:

e V { ~ -. . C Yo T )Gy ' vell nlier r”)' /S
Of all the ad money we spend, 50% is well applied, 50% Is
wasted. | don't know, however. which 50% we waste

Ithas become increasingly difficult for companies to reach their advertising
goals, simply because their target groups are bombarded with too r‘.tan):
advertising messages every day. It is believed that we are e:x;)osgd t(? as r'ngn;i
as 3,000 advertising messages per day, which is quite a realistic assgm.)‘tmt.
if we consider all the billboards we pass by in urban areas and all the radio
and television commercials we encounter.

A AR

{ an oly attracted

Anincreasing number of people are annoyed rather than pos‘h(;'z.fl, ;d t(hc‘rn-
L ey C efrer I

by advertisements and therefore do everything they can “,’ end em;

They switch to anotner TV channe

' ctickers on their
n: ~ut 'No-ads' stickers on e
a movie is interrupted by commercials or put ‘No-ac

dpartment doors and letter boxes.

Seives against the promotional deluge.
When

s is not the only problem enter-

Com . . Iy 2 srtiser
~OMmpeting against too many other advertise igh-quality ads that
gh-quality

= - laree number of h
Prises are facing today. It is also the large nun .)[( ;

glomerad
Makes corporate life difficult. International cong ‘L ted ideas
: : : s avecuted ides
Pomotion, resulting in thousands of brilliantly ex

tes put millions into
Even if you

EBCe| -

"‘.'l.:'k('tul’);'.

MeaSudng pmmﬂﬂ X

> Adverusing impact

> Advertising retention
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> Basics of advertising
psychology
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rtising = Advertising psychology

et, topping these ideas is not an easy task — for smal|

healthy budg :
have a healthy y it may be impossible.

firms with little mone
from the crowd, some enterprises resort to highly
tive or even tasteless messages. It doesn't matter to
tention as long as they are remembered (advertis'mg

In order to stand out
unusual, loud, provoca
them how they attract at

impact).

4.9.7. ADVERTISING PSYCHOLOGY

In order to increase the effectiveness of advertising, the advertising indus-
try makes use of the findings of psychology. Advertising is successful if it
effectively addresses the different cerebral hemispheres. The example which

follows is an advertising success story.
What do you associate with a lilac-coloured cow?

When Austrians (and probably many consumers in other Central European
countries) are asked this question, they spontaneously think of a popular
chocolate brand name. In addition, they remember TV commercials which
all follow the same pattern:

= The well-known lilac-coloured cow grazes on a lusciously green Alpine
pasture.

= In the foreground of this Alpine scenery lies a handsome couple. The

man passes a lilac-wrappered chocolate bar to his ¢ [ i
: é oh
clothed slightly seductively. Rl

= To a simple
ple but memorable tune, a pleasant voice ends the commer-

cial by singing the w ¥
words the most t
N ender te 3
chocolate was invented. " SRR RS

If youto ) i

toydo So(:nfstf;:?nf;b:;ct:t;:p acjrertusmg elements, this commercial has managed

Fond e o Other‘coninion('i‘ It has succeeded in distinguishing itself from

Perhaps it has even creat Cdmals. and dozens of other TV spots for chocolate.

If this is the case, the c‘:iic PO?mve feelings towards the cow and the couple.

tainly higher than th t ance ot your buying this chocolate is quite high — cer-
at of a chocolate whose name you have nevertl)weard,

thi
Is chocolate been successful? They selectively

target both sides of the human brain
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‘human brain consists
of tw
s in certain functions. © hemispheres or sides, each

the brain is responsible fo

SIS : r emotions. It assimi

l_sourtds. fTOUSIF and scents and links these sens'::.ma-tes =

feelings ranging from intense love to hatred, from stro 'Vli_ﬂjpres.
d from attraction to the need to escape ng liking to

emisphere is also the faster one and processes impressions in split
1

oreover, it decides whether an impression wi
: ; SR will b
aside. It is something like the janitor of the brain. e processed further

on lhg and logical functions are lateralized to the left side of the brain
rOCESSES information further and is responsible for drawing conclusions'
wmg texts and numbers and doing mathematical calculations. :

from the viewpoint of promotional psychology, good advertising must
therefore abide by the following principles:

1. Conquer the right side of the brain with beautiful pictures, music and
anything else that arouses positive emotions. To be noticed at all, howe-
ver, the impression must be strong enough to stand out from hundreds
of other advertising messages that have been received. In addition to
pictures, colours and sounds play an important role.

2. Conquer the left side of the brain, where the emotions from the right
hemisphere can become associated with practical information such as
a brand name, a trademark or a slogan. If this second step fails, the
advertising goal cannot be reached. The recipient of the message may
enjoy the spectacular pictures of a car commercial but fail to identify
or remember the type of car that has been promoted.

3. Repeat the messages frequently. The human brain has a wondgrful
skill: it can forget things and thus create room for new informatloq.
This represents a problem for advertisers. They have to repeat their
messages again and again so that they are remembered and leave a

lasting impression in the brain.

The above is of course a highly simplified description of brain functions,
and in reality cerebral lateralization is far more complex. If you WétCh apd
analyse commercials more carefully in the future, however, you wﬂl_notncg
that advertisers do take their clues from psychological findings. As their main
strategy is to attract and conquer the right side of the brain, the vast majority
of advertisements are no longer of highly informative value.

EBCL - Marketing
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sing psychology

" [ tricted to television commercials
.o nsychology is not res ' <
By the way, adve;tlsﬂ g|p y i . earm et et t'c lat '
and print ads bu hould be app ed with any form of promotiona

including personal selling.
t first he is analysed by the right side of the

w tha : 5
A sales person mﬁ,tekfr::nous »first impression” he creates is determined by
customer’s brain. thing), his voice, scent and friendliness.

. : nce (including clo :
ITS phny;ﬁa:: ?rz:?:e:s the customer as soon as he lays eyes on you, you will
you

: ft side of his brain and convince him solely
4 it difficult to appeal to the le
:]v?il:a(i;oncati and f§ctual arguments about the product you want to sell.

Text-only fliers that present information without
Il have little effect on the reader. Graphics, illus-
rouses emotion greatly improve the chances of
ding up in the waste paper basket instantly.

The same is true of mailings.
stimulating any emotions wi
trations and a language that a
ad mail being read and not en

Example: How to woo and conquer your partner(’s brain)

How did your spouse court and conquer you? Even in this case, success was

probably due to advertising psychology.

1. Was it perhaps 'love at first sight'? Did his / her appearance, the
pleasant scent, the attractive voice, the sex appeal convince you?

- The right side of the brain is conquered.

2. Why did you keep paying attention to him / her? You were listening to
what he /she had to say and perhaps to offer: good job, secure income,
good education, or shared interests and hobbies.

- The left side of the brain analyses the information.
- Advantages and drawbacks are weighed.

3. quin and again he / she was trying to present convincing arguments
yvh{ch were supported by amazing creativity: flowers, books, movie
invitations, jewellery, etc.

= The advertising message is constantly repeated.
4. Finally you gave in and married your partner.

5 (Ijr;ar:g:;lcatses It may happen that his / her promotional efforts drop
i }éuow'/a;q‘s zero after the wedding. Department store vouchers
ot pouse’s 'lrthday are the only highlights and all of a sudden you

again receptive to external advertising signals which you ignored

duri s
M:;Z,ng al,l those years. Coincidentally you run into an attractive person
d pleasant voice and start da conversation ..

= Waning attention and decreasing

v advertising ac aha A
tunities for the competition g activity create oppc
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9. 8. FREQUENTLY APPgp o1
9.5 DVERTISINE BUSINEss RATEGIES IN Ty4e

-t tising desi i
(reative advertising designers must fing , style, format o words f
e advertising message. " or executing

« Celebrity endorsement: Movie or sports st
R ars end
would not use nt.:f it were not of Outstanding QUa“?;S; a ;o :
tify with or admire the celebrity tryst the product, =oPle whoiden-

- Expert testimonial: (Actors who appear as) dentist
sionals guarantee the quality of a Product (a certaj

« Quality or technical certification: A product tha
received a quality certificate (based on certain norms) from

« Pretended shortage: Messages such as 'Short time only’, Final sale
week' and 'Buy now' attempt to talk customers into buying quickly.

« Pleasant setting: The product is presented by an attractive model, placed
in a beautiful natural environment or shown in a luxury home.

* Personality symbol: It is always the same memorable character (anima-
ted or real) that presents the product and communicates the advertising
message. The product is personified by a bald body builder, a fluffy,
animated lion, or a friendly, green bear.

* Product placement in movies: The special agent's carisa ..., at the bar
he always orders a certain type of drink, and he wears suits designed
by...

1.9.9. ADVERTISING CRITICISM

As consumers can easily be manipulated by advertising, adveftisingdpff:tt:j:
"¢ often highly disputed and criticised. The points brought forward are th:
“vertising

* Creates a desire for things nobody actually needs

* Uses unfair tricks in that it targets people's subcons
ey have no direct control

cious, over which

* seduces and manipulates people efiting from

: ben
4 i~ dless consumers (by
* lums defenceless children into mindless cor

Children's desire for brands)

: "‘-"-“krhn,\'_

>

Strategies of advert;-
sing design

» Advertising criticsm
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Advertising = Advertising criticism
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h one cannot escape (series of commercials that

e whic
ssioNs), and

g movie intermi
y valuable time.

« is a daily nuisanc
are shown durin

- distracts people and takes awa

cularly applies to undesired advertisements which e

The last point parti
encounter in the form of
« mailings in our post box

phone calls from call centres, and

- tele
instant money-making jobs and adver-

« spam messages (which promise
tise erectile dysfunction pills).

The volume of spam mail has reached especially annoying dimensions. Billions
of these unsolicited messages are sent out every month and create enormous
costs as it takes valuable time to sort them.

Criticism is also justified because the level of aggressiveness in advertising has
been rising. More and more often advertising messages appeal to people’s
low instincts, and negative characteristics such as greed, selfishness, envy
and resentment are made more socially acceptable as they are linked with

positive advertising messages.

In order to attract attention, advertisers also resort to shock effects. The best
known examples are probably the billboard advertisements of an interna-
tionally popular textile group which stirred emotions because they showed
prisoners in the death cell, newborns that were still covered with blood and
similarly disputable scenes.

Supporters of advertising argue that commercials

- ibnlform people about how to satisfy their needs and solve their pro-
ems

= help ¢ PR -
p companies increase sales figures, reduce fixed costs per unit

(fixed cost degression)
- and thus make prod ff er-
income classes as well products affordable for low

= have b
and mgf/?etz(: part of contemporary art and culture (Many film directors
ars are involved in the production of advertisements.)

not take place, aljd cultural and sports events which otherwise could

= stimulat [
€ economic development and thus secure jobs.
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Commumcatlons Pohcy

e L L L L LR R L LR LD

Learning targets:

. : Learning t
» Being able to explain the term "direct mail marketing" i
» Being able to name and explain the basic rules for and the most /\/\/

frequent mistakes made in direct mail design
» Being able to explain the AIDA formula
» Being able to explain the term "telephone marketing"
» Being able to explain the term "call centre”
» Being able to explain the term "sales promotion”
» Being able to explain the term "event marketing”
» Being able to explain the term "public relations"

he term “sponsoring”

-

» Being able to explain
» Being able to explain the term “online or internet advertising”

» Being able to explain the term "merchandising”

When enterprises court their customers, they are exceptionally resourceful
and use various methods and instruments of communications policy:

= direct mailing
« telephone marketing

= sales promotion

= event marketing
= public relations (PR)
= SpPONSOring

= on-line or internet advertising



Specific Methods and Instuments of C

» Direct mail marketing

ect mailing

ommunications policy — Dir

4. 10. 1. DIRECT MAILING

nk mail or ad mail, is advertising material that
holds and businesses. It is the most popular
and significant sub-discipline of direct marketing with which customers can
be reached quickly, at low cost and often personally (if it is addressed to
pre-selected individuals). The number of copies of advertising material may

number a few dozen or in the millions.

t mail, also known as ju

Direc
is sent in bulk to both house

Direct mail may be sent through the postal service or electronically as e-
mail. As e-mails cost hardly anything and reaching millions of recipients is
ridiculously cheap, so-called spam mail (=unsolicited bulk e-mail) has grown
out of control. It has discredited the practice of direct mailing in general and
makes it difficult for reputable providers of information to get through to

their potential customers.

Regardless of whether it is traditional mail or e-mail, its success depends
on whether the recipients can be personally addressed. In order to reach a
cusltomer personally, one needs his name and his regular or e-mail address
which can be bought from address agencies that specialize in this business.

aD";Ct n::hng is one of the most important advertising instruments for small
s i . 2

| medium sized companies. In larger enterprises, direct mail is also used
for internal communication.
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4. 10. 2. DIRECT MAIL DESIGN: DO'S AND DON'TS

U that

‘Pular Every day, direct mail letters are sent out that are not worth the money that > Direct mail desi
S can has been spent on them. "Less Is more” is one of the most important rules "
od to that is frequently disregarded.

May

Professionally designed direct mail letters
= are concise

= are easily legible because of 2 pleasant

font, a good structure and short
sentences

= May use graphics or photos as eye catchers or

= may include a sample or a small present like miniature cosmetics, pens,
etc.

As mentioned above, it is highly advantageous if the recipient can be

addressed personally. " Dear Mr Jones” is simply more flattering than " Dear
Sir or Madam".

If a more affluent target group is addressed, it is important to select the

right type and colour of paper, folder or envelope so as to create a good first
impression and signal style.
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A FORMULA

ng letter, you may resort to the popular
der to be effective, a message should

4.10. 3. THE AID

ture a direct maili

When you struc ¢
hich says that in of

AIDA formula W
> AIDA formula - get attention
« hold interest
« arouse desire and

« induce action.

1. Get attention

s the recipient of a mailing letter only a few
d the message or throw it out instantly.
attention is therefore crucial.

It is safe to assume that it take
seconds to decide whether to rea
Attracting the recipient’s immediate

It is the reference line and the opening sentence that carry all the weight
They determine whether the recipient perceives the letter as interesting and
exciting enough to read on. It takes certain skills and some creativity, however,

to ignite instant attention.

At this point it may be worth remembering how the human brain works and
:hat a message must first win the right cerebral side (responsible for emo-
'lons). This can be done by addressing the customers’ needs and emotion

in a very vivid manner. S

Product
Attention

New form of loan fi : :
an financing | Did you sleep well last night? If you did not, can

ft be that you are worried about your upcoming
instalment payment?

e

Children's theatre
Is there anything better in the world than watching |

= 3 .

)T/h:r <|::|Id laughing and squeeling with delight?

2 play XYZ guarantees two hours of entertain-
ent and children’s laughter.

e ——
———

How | ;
time??cf (]j:jd you have to wait at the dentist's last
uldn’t you have done something useful |

P——
e ——
—

—

| Private dental clinic

S S B _fi_U(iE;;‘that hour?
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2. Hold interest

Once the first hurdle has been overcome, interest needs to be created and
held. This is best done in a few short sentences which inform the reader

about the outstanding features and, more importantly, the benefits of the
product.

Product Interest

New form of loan financing | Our new FFT financing tool is so flexible that you |
can personally decide what your monthly instal-
ment payment will be.

Children's theatre Our performance has been attended by more than
3,000 children who had the time of their lives— and |

- ‘

took home a moral message as well: Happiness is
something to share

— — — —_ — -

Private dental clinic There is no waiting time at our clinic. Our new

== reservation service guarantees prompt and excel- |
ind
rer,

lent service.

In case you do need to wait, we will recompense
you one euro for every minute of idleness

ind

3. Arouse desire

Nun muss der Wunsch geweckt werden, das Produkt auch zu haben bzw.

zu erwerben

Product Desire

New form of loan financing | If you want to sleep well in the future, you should

nauire about our new loan financing tool as fast
as possible

rour child will remember this

Children's theatre We are sure that y
[ entertaining show for weeks and rewargd you with
at?
a big hug
n- L L
Private dental clinic If you want to spend your ime with family and

friends rather than in a dentist’s waiting room, come

tC
10 uS
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ke
olicy = Telephone mar

action
4. Induce e message) must be prompted. If this does

the risk that the reader who did actually show interest
Il about the offer after a day. In order to prompt spon-
may invite the recipient to

Finally an instant reaction (to th

not happen, there s
will have forgotten a
taneous action, the message

ely
tration form

d register as a guest, or

= make a telephone call immediat
« fill in the enclosed order or regis
- visit the enterprise’s home page an

- ask that a free sample be sent to him.

Product Action —1

Until 30 June you can talk to one of our customer
advisors free of charge. Please call # 007 for an

appointment.

New form of loan financing

Until 30 June two children can attend the perfor-

Children’s theatre
mance at the price of one. Tickets are limited.

Private dental clinic We offer free dental checks until 30 June. Visit or
homepage www.toughteeth.com to schedule your
own appointment.

4.10. 4. TELEPHONE MARKETING

Those who use direct mail should have no illusions: Even the most professi-
onally-designed mail will prompt the desired. instant response of only a very
§mal| group of people. All the daily duties and appointments make even
interested people forget direct mail letters quickly.

The success rate ma
diate telephone call
whether

y. be raised, however, if the letter is followed by an imme-
in the course of which the recipient is asked cunningly

= he has received the mail
= he has read it

= the product is of interest for him and

= he would like to have a free sample

The goal of tel
e i ichi
marketing, which is the second most common form of direct

EBC*L — Marketing
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marketing, is not necessarily an instant order but rather an appointment with
a potential customer, during which a product or service will be presented

4. 10. 5. CALL CENTRE

Telemarketing activities are frequently outsourced to firms — referred to as
call centres — which specialize in this kind of selling practice. The call centre
staff may know less about the products but have the talent and skills and
have been trained in applying methods that are necessary to make people
talk and listen on the telephone.

4. 10. 6. SALES PROMOTION

Sales promotion consists of a wide variety of promotional tools that sup-
plement a firm’s advertising activities in order to stimulate stronger market
response. The most popular examples are free samples of snacks, coffees or
fruit juices, cosmetics, etc which are offered to customers at special stands
set up in supermarkets.

Other tools of sales promotion that target customers include offering products
for testing purposes (for a short time at greatly reduced prices) and ad-ons
to newspapers, such as lotions, perfumes, food in small packages and DVDs
that show excerpts of videos or movies.

Sales promotion may also come in the form of direct or indirect sales force
promotion, which comprises sales force training, salesmen contests and pre-
sentations or demonstrations to marketing intermediaries.

4.10. 7. EVENT MARKETING

In the past, firms organised corporate anniversaries, had Christmas parties or
held product presentations. They still do all that, but today all these activities
are part of event marketing. The goal of this instrument is to impress

.

customers
= employees
= the media, or

= public figures and celebrities

EBC*L - Marketing

and Instruments
of Communica;
Cations Poj;
i<y

> Call centre

> Sales promotion

» Event markeling
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to win their loyalty or support. Frequent|
f a spectacular event and E : g
:)geTee::::ts arz also meantasa” thank you" to particularly loyal customers

or employees.

ng, there are hardly any limits to corporate imga-
launch new products, they may invest hundreds
le event. They have their guests flown in by
helicopter, select an imperial castle as‘Iocation. s_e‘t up a fifty-metre buffet with
delicacies from all over the world, hire a telgvusuon star as event moderator
e international pop stars for entertainment.

As concerns event marketi
gination. When enterprises
of thousands of euros in a sing

and invit

Even if a corporate event is of a smaller dimension, it‘ still requires some skills
and know-how to organise it. It takes some experience to find a suitable
location that provides a first-class buffet and ha§ sound equipment that
guarantees acoustically flawless speeches and music.

Small wonder that recently an increasing number of enterprises have been
founded that specialize in organizing and running such corporate events
(= event marketing agencies) and that more and more business schools offer
courses in "event management”.

4.10. 8. PUBLIC RELATIONS

Advertisements in newspapers and magazines as well as radio and television
commercials are expensive and have low credibility, because it is apparent
that a firm wouldn’t say anything negative about itself.

Credibility is much higher if it is not the firm that draws attention to itself but
a journalist who does so by writing an article about the enterprise in a popular
newspaper. The art of securing editorial space (in contrast to paid space =
advertising) in all media which is read, viewed or listened to by a company’s
customers is known as public relations, or PR.

As journalists will only write about an enterprise if they are sure it is of suffi-

cient fnterest for their readers, the story or event to be reported on must be
new, important, unique or exciting.

;S;Pendmg time and money on a PR campaign will therefore make sense only

companies can actually offer interesting news.

There are several methods

media: a company may use in order to make it into the

- PI'ESS orn - e .
ews release: This is new, written or recorded information

EBC*L - Marketing
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about an enterprise sent to members of the news media. As the latter
are often under time pressure, they appreciate such information — parti-
cularly if they can use it verbatim or need to make only minor changes,
for which one or two telephone calls or interviews will suffice. Ideally, a
press release is professionally designed and well adapted (like an e-mail
press folder supplemented with high-quality photos).

« Press conference: Media reporters are invited to attend an informative
meeting that is called especially for them. They are offered the opportu-
nity to be the first to be informed about a certain subject matter. After
the information has been released, they may ask questions and conduct
interviews with individual company members. Still, many journalists
lack the time to attend such events, and even incentives such as unique
buffets and unusual locations fail to attract attention.

= PR agency: professionals working for PR agencies know how to attract
the attention of journalists. What is even more important, they often
know them personally and have friends among them. Thus a firm has
a better chance of finding its way into the media if it uses the services
of a PR agency.

= Bought news space: If you go through a newspaper carefully, you may
be surprised to come across d very positive article about an enterprise
on one of its first pages. It may even be a full-page interview with its
C.E.O. Later, on page 25 or so, you will find a one-page advertisement
of the same company. This practice of offering news space to firms
which place ads in the paper may be against the journalistic code of
honour, but there are not many newspapers which can afford to do
without the money such advertisements generate. By the way, these
positive corporate news reports usually come with the thinly printed

word "promotion” on one of the margins.

4.10. 9. SPONSORING

You find them on soccer uniforms, on fagades of opera houses, museums > Sponsoring

and church steeples, on the collars of show hosts and news commentators
and on the home pages of charity organisations - there hardly any public
space that is not laced with a company l0go. Companies and organisations
which support a sports club, a project or an event financially or in kind are

known as sponsors

In most cases they do it for business and not for charity reasons, and frequently
it is a more attractive method of presenting themselves to the general public
than placing an advertisement In a newspaper or running a commercial on

television
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ecognition effect. If you watch a sports event op
posed to the same company logo again and again,

s even your entire screen.

First, there is @ higher r
television, you may be ex
and sometimes it occupi€
ost always contributes to a positive image. After a|

onsoring alm :
T 2 enovate a church or build an orphanage, or makes

it supports a team, helps r '
a theatre performance possible.

ages inform the potential sponsor about the pro.-

-called sponsoring pack
s : lue his sponsor money would buy.

motional or advertising va

\ / For 15,000 euros you could be
Exampb& school contest. In exchange,
= your banner will appear on the contest home page
- number of visitors expected per day: 1,000

- advertising value: 5,000 euros
= you can place your logo on the contest folder

come the main sponsor of the nationa|

-~ number of copies: 5,000
- advertising value: 10,000 euros

= you will be able to give a speech at the contest and hand out the cer-
tificates and trophies in the presence of the media

- advertising value: 20,000, and
= your name will be mentioned in all press releases
~ advertising value: 10,000,

In total, the advertising value of this sponsoring package is 45,000 euros.

4.10. 10. INTERNET OR ON-LINE ADVERTISING

> Internet advertising ithi
Within a few years, the Internet has revolutionized the advertising industry.

There is hardly an
y consume . ;
Internet before a purchase. rwho has not yet informed himself through the

Ex: ‘\: 2 Before a /ourne £

depw country they WI}’”lz,f:stp ecti ve travellers retrieve information about the
The only reason wh o5 ;ts sights and customs as well as the itinerary.
trip. V¥ alravel agency may be contacted is to book the

- PeOp/e Who h

dve he

themselyes about thg/'lrﬁ;)gsr? 't[))lfe"-ls Mmay search the Internet to inform
they consy/t their doctor I0le illness and its treatment even before
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As professionally m'anaged websites often also allow the users to compare
the products and prices of the various suppliers at one glance, the Internet is
probably the source of information with the highest level of sophistication.

For enterprises this may mean that sometimes their customers are even better
informed than their sales force. As many potential buyers know about the
pasics of a product or service, they become more demanding and request
more detailed answers to their special questions.

What is more, the Internet no longer serves as an information platform only.
Customers more and more often use it as a direct sales outlet and buy books,
flights, cars and many more products in web shops. This development is not
Jikely to stop and will pose a challenge to trade.

In conclusion, there are plenty of reasons why companies need to be repre-
sented on the Internet today — regardless of their size and the industry they
operate in.

If an enterprise has its own website it can offer visitors a quick initial overview
of its product range and allow subsequent browsing through details. In addi-
tion, the website lets customers know how to contact the firm's management
or sales people either personally or via e-mail. As mentioned above, orders
can be placed with the web shops directly, and payment can be effected
provided the firm has installed the necessary safety mechanisms. In order for
a website to be installed, an enterprise needs to be given a domain (such as
www.ebcl.eu), which are sometimes colloquially (and incorrectly) referred
to by marketers as "web addresses”.

Having your own website is only the first step, however. It takes some skills
to make sure that this homepage does not go under in the endless depths
of the Internet but is discovered and visited. Remember that there are tens
of thousands of competing homepages out there in virtual space to which
search engines link visitors when they enter an appropriate keyword.

If your company is not listed in the first few pages, chances of being disco-
vered by customers are small. Still, specialists know what needs to be done
for your website to come out ahead.

Another option is to advertise via search engine operators who refer to your
company, its products or a special offer whenever the appropriate search
item is entered.

Furthermore, a firm may opt for placing a banner advertisement on a fre-
quently visited homepage (like that of a newspaper). Banner ads sumulganc~
ously appear with the web page into which they are embedded. The price of

EBC*L - Marketing
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the homepage is visited or on the
ds on how often :

such a banper ad d:ﬂi’izh is the number of clicks on an ad o? a (\jm:jb vs:get :5
SR BT rfa ::e number of times that the ad.vyas dt(;wr:,v 2?) ea eu e
g p‘-,rcf\ntatgl'tee:)determinant is the length of the visit to the page.
page. Ano

i Id seek to combine traditiona]
isi ertising strategy wou 5
An aIl-compnsnr;gazcjl\:E rtising via the new media (Internet adv.ert!s‘mg), A
advertising :lf:; for instance, place a short ad in a newspaper, inviting the
company could,

readers to visit its more informative homepage.

4.10. 11. MERCHANDISING

Isi i istributing (or selling) products which

ng refers to the practice of dis :
M:zrc';:gdlzlgf of an enterprise, institution, sports clut? or event dureFtly to
tc:er{arget groups or to people who are likely to come into contact with the

target groups.

These products include balloons, pens, caps and T-shirts and are offered at
fairs or other major events.

Bossi’s Pink Sauce: The advertising strategy

After the market research results have been analysed, Mrs Bossi is convin-
ced that the success of the Pink Sauces fully depends on their advertising
activities. To start with, a new demand for still-unfamiliar pink pizzas must
be created. Secondly, given the negative reactions prompted by the co/oqr
pink, efforts must be made to raise the acceptance level of this colour in

general and not just among those people the Bossis know and can there-
fore influence personally.

Thus the advertising goals ffor the first phase are defined as follows:

= Increase the pink sauce’s degree of popularity with the target group
‘early adopters between 20 and 40 years old". At least 30% of this

target sroup should become fu//y aware of the existence of Bossi’s
Pink Pizzas.

* By means of word of mouth, this
Pink Pizzas Popular with
Intention that within the
lation aged between 15

'Mmportant target group should make
other target groups as well. It is the Bossi's
next two years, 20 % of the district's popu-
and 60 should know their Pink Pizzas

= The intended Image for Pink Pizzas is that they are an exceptional
Culinary delight. The adve ’

tising nessage must be: you are not ‘in

EBC*L - Marketing
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unless you have tasted the Pink Pizza.

Mir Bossi agrees to the advertising goals, but there is no unanimous decision
on what the budget for the advertising campaign is supposed to be. As con-
cerns advertising expense, Mr Bossi, who has never spent more than 1,500
euros on advertising, is thinking in traditional terms. Mrs Bossi, however,
has ten times this amount in mind. Although a lengthy discussion does not
lead to any results and although she does not receive her husband's permis-
sion, she intends to spend 15,000 euros on advertising.

As much as 4,000 euros have to be set aside for their corporate design
concept, including logo, graphics, creating their folders and bottle labels,
and designing an advertisement. In fact, even this amount would not be
enough if it weren’t for a friend of Mrs Bossi's who is a graphic designer.

An additional 2,000 euros will flow into their new homepage, which is |
simple but attractively designed. Internet advertising plays a vital role for

Mrs Bossi, because it allows her to place short, effective, and thus affordable

ads which refer to their homepage

For the moment, their print ads will be placed in the local newspaper only.
They will be on the front page, however, and will appear on three conse-
cutive days. The cost is a hefty 1,000 euros, but when Mrs Bossi attempts
to bargain, the newspaper's ad salesperson explains to her that assuming
a readership of 20,000, the advertising expense per (potential) customer
is only 16 euros. He cannot go lower than that. What he can offer her,
though, is to write an additional short article on Bossi’s Pink Pizzas

Mrs Bossi likes this suggestion and knows that she will come back to it
later. "In order to be ‘in’ we simply have to be present in the media, " she
is thinking to herself, and she intends to invite the entire editorial team to
taste their new dish - precisely one day before they officially launch their
Pink Pizza.

The ad with its logo showing Mr Bossi as its central feature and the signaling
colour pink will most certainly attract broad attention. "A colourful picture
is worth a thousand words, " Mrs Bossi is sure. The logo will therefore be
complemented by nothing else but the advertising slogan and the Internet
address: "Bossi's Pink Pizza - It's addictive. " www.PinkPizza.com

In addition, the target group will be addressed directly through advertising
letters even though it has turned out that the cost of the needed addresses

I ; » W) co . /
is more than previously assumed. The purchase of 8,000 sets of data costs

!
as much as 500 euros. Still, they are pre-selected, which means that there
: ; 1
will be no losses from non-selective advertising — according to the saies
I
1
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person of the databank firm.

e important for Mrs Bossi because it helps her reduce printin
crgs,:s, Svilrsyos;mofv she finds out, though, thgt it makes Ijttle difference wheg_
ther she has 7,000 or 10,000 folders printed. The hr;t 1,900 copies are
quite expensive but after that the unit cost decreases significantly.
that the mailing letter should also include some funny
nd she has a great idea. She intends to seek the

have him photographed while devouring one of
his mouth being pink all over. This picture would go
“Bossi's Pink Pizza — It's addictive.”

Mrs Bossi believes
and cheeky element a
mayor’s permission to
their Pink Pizzas- with
perfectly with their advertising slogan

As local elections are scheduled to be held soon, the mayor actually gives
his consent. After all, he can count on his photograph being distributed to

8,000 potential voters.

For the launch of the Pink Pizza Mrs Bossi is planning to stage a major
event for which she wants to invite the neighbourhood's 100 most impor-
tant people. A popular local comedian, who will run a special show on
'Pink, Pizza and Addiction’, is intended to be an additional crowd puller.

Finally, after an entire month Mrs Bossi has put together the advertising

conceft. Now a last, known hurdle needs to be overcome: will Mr Bossi
agree:

EBC*L - Marketing
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MARKETING - Part 3: Communications policy / Advertising / Specific Learning targets
methods and instruments of communications policy

The following keywords and concise descriptions give an overview of the EBC*L Level B /\/\/
learning objectives. They do not, however, offer detailed explanations of the business terms

and contexts (which are required for Level B exams). For those, please see the business texts
and examples in this book. In addition, we advise you to identify practical examples from the
real business world — for further progress.

» Explain the term 'communications policy”

An enterprise’s communications policy comprises all measures that are applied to inform
relevant internal and external target groups (employees and customers) about the company
itself and its products

Instruments of the so-called communications or promotional mix:

» advertising

e sales promotion

* public relations (PR)

» personal selling (See Chapter Sales)

» Explain the term "corporate Image g

"Corporate image' refers to a firm's reputation it enjoys both with the general public and
within the company. In order to create and cultivate a certain image, clear ideas and an image
strategy that is supported by everyone in the firm are required.

An enterprise may want to be associated with quality reliability innovation, etc.

» Explain the terms "brand”, "logo™ and 'slogan” and their role in a company's commu-
nications policy

Any known company has its brand(name), a memorable logo and a catchy slogan by which itis

easily identified. These three elements are at the heart a company’s communications policy

Brands, logos and slogans are aiso created for individual products so as to differentiate them

from those of the firm’'s competitors.

» Explain the term "corporate design’

The term 'corporate design’ refers to the official graphical design of the logo and name of a
company which is used on letterheads, envelopes, forms, etc. Inits wider meaning, corporate
design also encompasses elements of product design and corporate architecture

Elements of corporate design (that support corporate uniformity):

« stationery, envelopes and business cards

« brochures, image and presentation folders and display material

« advertisements in print media and on television

* advertising campaigns

* PowerPoint presentations

» company uniforms, and

« architecture and interior design of company buildings

235
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instruments ©

tivate customers to buy a new product, to buy more of 3

to a product.
TV commercials, billboards, Internet advenising

vertising is to mo
simply to remain loyal
ts include radio and

The purpose of ad
certain product or
Advertising instrumen
etc.

ain the different steps in planning an advertising campaign.

vertising campaign it has to
larity of a product, market data)

» Name and expl
« When a company plans an ad
« make an actual analysis (popu
« define its advertising goals

« set up an advertising budget, and

« select suitable advertising tools and an advertising medium.

» Name and explain advertising goals.

« Ultimate goal: increase in sales and revenues. This can be achieved by creating demand for
a new product, stimulating the demand for an existing product, encouraging a target group
to buy more or attracting new target groups.

« Additional goals: entering a new target region or producing certain results within a particular

time period.

» Explain the terms "advertising budget” and "cost factors of advertising”.

The term "advertising budget” denotes total anticipated / planned advertising expenses per
time period, which can be a year, a quarter, etc. or total advertising expenses for an adver-
tising campaign.

Cost items:

« payments to advertising agencies, graphic artists, copywriters, photographers, etc.

» payment for placing the advertisement in a newspaper or magazine, etc.

> Explain the terms "advertising tool or vehicle" and "advertising medium".

The term advertising. t.ool or vehicle refers to the form in which the advertising message is
communicated (classified advertisements, fliers, brochures, radio spots, infomercials, etc.)

A 5 A
dvertising media are the institutions and communication channels which carry the messages,

including television radio, ma (
' v £4zines, newspa ers, h i |
S " roof f 3. | p p the Internct, the S!des Of bUSCS a“d taxis

>
Explain the significance of advertising expense per customer
The so-called advertising expense pe

particular adve r (potential) customer is calculated by dividing the costof a

rtisin ivi .
1sing activity by the number of people reached by the advertising message.

» Explain the term

"losses from non-
Losse on-selective advertising”

¢ < :
s from non-selective advertising arise be

who are not target group members i inevitablcause spending money on contacting people

e,

- E"p'am the significance of mea
xplain the terms ” 5
Tt i advertising effectiveness” and "reminder advert "
ther an advertisin : nde ertising
questions ne £ campaign h
e th: :l.ed to be analysed: 8N has been successful, the answers to the following
e cam .
* Were these [?ea(l)%?c“a“y feached the desired number of
> aware of Of people?
: If ‘so. do they still fEemkior ::E tampaign? (advertlsmg lmp‘;ct or effect )
Has the CoOmpany’s image € advertisements after a month? (a EEVENOS
(image enhanceme E€ Improved among the pe nth? (advertising retention)
ent) & the people who were aware of its campaign’

* Has the adv
ertising cam
Paign raised ¢
4 ales figures?

sunng promotional success
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It takes specialists of market research institutions to measure advertising impact, advertising
retention and image enhancement

» EX‘) ain the basic elements of advertis ng psychology.

Advertising is successful if it properly addresses the different cerebral hemispheres

1. Conquer the right side of the brain with beautiful pictures, music and anything else that
arouses positive emotions

2. Conquer the left side of the brain, where the emotions from the right hemisphere can
become associated with practical information

3. Repeat the messages frequently.

» Name and explain strategies of advertising des

Celebrity endorsement: Movie or sports stars endorse a product

* Expert testimonial: (Actors who appear as) professionals guarantee the quality of a pro-
duct.

* Quality or technical certification: A product that has been tested and received a quality
certificate

® Pretended shortage: Messages such as "Short time or
buying quickly

attempt to talk customers into

* Pleasant setting: The product is presented by an attractive meodel or shown in a luxury
home

* Personality symbol: It is always the same memorable character (animated or real) that
presents the product and communicates the advertis ng message.

> Explain points of advertising critic

* The points brought forward are that advertising

* creates a desire for things nobody actually needs

s unfair tricks in that it targets people's subconscious
* seduces and manipulates people

* turns defenceless children into mindless consumers

¢ Is @ daily nuisance which one cannot escape

* distracts people and takes away valuable time
Furthermore, the level of dggressiveness in advertising has n rising. Often advert SINg messa
tive characteristics such as greed, selfishness, etc

eal to people's low instincts, and neg
ire made more socially acceptable as they are linked with positive a jvertising messages

» iSO Xnown as junk mail is unsolicited advertising material that is sent in bulk to

both households and businesses through the pc

stal service or electronically as e-mail

sionally designed direct mail letters
¢ are concise

* are easily legible bec asant font, a good structure and short sentences

® may use grar

stchers
g atchers

IUCe a sample or a smaé

I Messape noor cdesien o
nessages, poor design, efc

EBC*L - Marketing

Marketing Part 3: Communications policy / Advertising / Specific methods an.
communications policy - Easy Business

q instruments of
in telegram style




Easy Business in telegram style — Marketing Part L instruments of communications policy

238

s

Communications policy / Advertising / Specific methods and

The popular AIDA formula says that in it o BeC v, & resgE enic

* get attention

e hold interest

« arouse desire and
« induce action.

> Explain the term "telephone marketing"”. SEN
It is advisable to let the ad mail be followed by a telephone call. The recipient is asked cyp-

ningly whether .
e he has received the mail

* he has read it :
« the product is of interest for him, and

« he would like to have a free sample.

The goal of telemarketing is not necessarily an instant order but an appointment with a custo.-
mer, during which a product will be presented.

» Explain the term "call centre”.

Telemarketing activities are often outsourced to firms (= call centres) which specialize in this
kind of selling practice. Call centers may also take telephone calls from customers to offer
them some help or to respond to complaints.

> Explain the term "sales promotion”.

Sales promotion consists of a wide variety of promotional tools that are intended to stimulate
stronger market response. Examples include free samples, ad-ons to newspapers, etc.

Sales promotion may also come in the form of sales force promotion, which comprises sales
force training, salesmen contests etc.

> Explain the term "event marketing"”.

Corporate arties or product presentations organized as spectacular events to impress
* customers

* employees

* the media, or

* public figures and celebrities.

> Explain the term "public relations”.

lhrt;:ét of securing‘editorial space (in contrast to paid space = advertising) in all media which
- viewed o listened to by a company's customers is known as public relations, or PR.

> Explain the term “sponsoring”.
Companies and isati i
p organisations which support a sports club, a project or an event financially or

in kind are known as SpoNsors.

Sponsering creates a hi

h g agn
imaze gher recognition effect and almost always contributes to a positive

> "
Explain the term Internet or on-line advertising”

 the Internet h
of enterprises have p i as revolutionized the advertising industry and a large number

and prices of the various suppliers

‘ﬁ, i)
KV
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Overall Learning Objectives:

» Being able to explain the most significant basic rules for success in selling

projects, products and services.




Learning targets:

» Being able to explain sales activity as an everyday business process that
concerns every individual

» Being able to explain the term "sales ethics"
» Being able to explain the term "win-win situation”

» Being able to name and explain requirements and competencies that
are needed for selling

» Being able to name and explain the different phases of the sales
communication process

> Being able to name and explain important steps in preparing the sales
communication process

> Being able to explain significant aspects pertaining to opening the sales
communication

> Being able to explain the difference between communication on a
personal level and on a business level

> Being able to name and explain significant aspects of a customer needs
survey

» Being able to explain the difference between "need” and "demand”

» Being able to name and explain significant aspects pertaining to ques-
tioning or interview techniques

Being able to explain the terms "open" and "closed questions™
Being able to explain the term "leading question”

>

>

> Being able to explain the term "active listening”

» Being able to explain significant aspects of sales argumentation
>

Being able to explain the difference between product features or char-
acteristics and product benefits

» Being able to explain the term "visualization”

> Being able to explain the difference between objection and pretext and
describe how to react properly to each one

» Being able to explain significant aspects of price argumentation

> Being able to name and explain significant aspects pertaining to closing
the sale

» Being able to name and explain buying signals

EBC*L - Sales
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Basics of Sales Success = Sale

> Sales activity as an
everyday business
process
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i r
s activity as an everyday business p

ocess

Being able to explain specific criteria pertaining to sales to corporate
» Being

customers

» Being able to explain the term “key account management

5 1.1. SALES ACTIVITY AS AN EVERYDAY BUSINESS

PROCESS

"Selling something? I? Never in my life. | am not a roper who talks people
into buying things they don't need.”

Quite a number of people think in these terms and associate the word "sel-
ling” with pushy insurance agents and unscrupulous car salesmen. Because
of a few black sheep, the image of these two business sectors has been tar-
nished, even though the wide majority of sales team members are actually

honest and respectable.

it is generally overlooked that selling is not exclusively practiced by those
whose business cards identify them as salespeople but rather by everyone
every day. The only difference is that some of us are more and others are
less successful.

The general attitude towards sales activity may change, however, if ‘selling’
is given a different name or looked upon from a different viewpoint. It could
be regarded as

= aprocess of persuasion, whose goal is to convince people of a product,
an idea or a person, lead to acceptance or agreement and ultimately
trigger a purchase or

= asolution to a problem

= that is either known to the other party (for example, Mr Salt needs
a new car because his old one does not run any more) or

- \ghich. the othgr party is not necessarily aware of (for example, Mr
0ssi's house is insured insufficiently; if it burns down he will be
reimbursed for only half of its current value).

In contr: i : :
ast to advisory or consulting activities, selling ultimately aims at the

customer’s i §
purchasing a product or Service, placing an order or giving his

consent to a project and payi : %
ying for it. If this ca achi ime and
therefore money have been wasted. Gl S dehleyeq, Himeg
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Sales activity as an everyday business process - Basics of Sales Success

Selling is practiced by anyone who establi : ;
any form. The hotel receptionist, the wait::\?: f:: tr:::awulrtahn:haen:jutst:omer v
tary on the telephone - all of them conscious| el
techniques to induce a first-time purchase b
the customer to come and buy again.

y or subconsciously apply sales
y the customer or to convince

Within enterprises too, ‘selling’ is practiced every day. Consider the followin
examples: 8

= The head of the firm would like all employees to take vacation at the
same time (vacation close-down).

Example®

= The marketing department must first 'sell’ a new product to its own

sales team members so that the latter are sufficiently motivated to
represent the product.

= As her back is causing problems, an assistant wants her boss to agree
to the purchase of a new ergonomic chair,

= The head of the IT department wants to make sure nobody violates
the security regulations.

= The project manager wants the project team members to complete
their future tasks in time.

= The new department head wants to be accepted by all employees

Also the designers of a business plan must sell their idea to superiors and
creditors (banks and funding authorities) in order to receive permission to
carry out a project.

This is precisely what Mrs Bossi will have to do now. She wants to convince
her husband that the production of their Pink Sauces has great potential, and
in doing so she will apply all the basic rules pertaining to successful selling.

. X ' ; Xy i S ol o ~Adririne Pink
Bossi Pizzeria: Mrs Bossi ‘'sells’ her husband the 1dea of progucing Pink

Sauces

YO~
I

Mrs Bossi knows that her husband has finally caught on to their new

but only in their own pizzeria

. ‘ L Ca117°0 =
duct and is dead keen to use the Pink Sauce [

y Laht nf nroducine the Pink Sauce in
for their own pizzas and pastas. The thought of producing the IR 3¢t :
1S

vi770r1
1ZZerid

' on e ther
y . s rrictomer 11 ever ) oLnher p
laree volume and selling it to private customers atid ¢ VO S e

| A A [+ ;
; . he For that reason, Mrs BosS! IS
s remote to him as It could possibly be. For that reason, Virs o

I} d A} ne ” -v'n(.r
¢ ¢ 1| ho 1/ Le her husband an WSINesSS partiici
aware of how difficult it will be to make her huspand afit s ,

:
buy this business idea
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' g s can twist him around her little finger if she wants to
Zalje"s(gnt:t‘;f:rfgefr’;m him. In this case hqwever. slwedvyant; h‘;’ husband
to be thoroughly convinced of the benefits of expanding the ink Sauce
strategy even further. Only if he fully supports this pro,ect/w:ll theylbe
successful and able to solve this or that problem together. (Sales ethics,

building credibility)

usband whether they could have a lengthy talk about the
project. Her intention Is to make Mr Bossi study in detail the business plan,
which has grown to quite some siz€ In the meantime. Afterwards she hopes
they will go together to their bank to ask for a loan.

She asks her h

Before this talk, however, she would like to prepare herself thoroughly
and therefore asks herself the following questions about her husband and

business partner:

= What wishes and problems does my husband have as a private indi-
vidual? What does he still want to accomplish privately?

< What wishes and problems does my husband have as a businessman?
What does he still want to accomplish professionally?

She comes to the following conclusion: Mr Bossi is 45 years old and has
been an independent businessman for 15 years. Their two children are
very important to him, and he very much regrets that he has not been able
to spend enough time with them because of all his business stress. They
should have the best education possible, which means another ten years of
high expenses. He has all but abandoned his dream that their children will
take over the pizzeria at some point. They have experienced too closely
what effort it takes to run a restaurant well.

What he loves most about being a businessman is his independence. Alt-
hough he could probably earn much more as a branch manager of a restau-
rant chain, he would never want to be an employee and report to a boss.
During his early business years he was bursting with creativity and energy,
but this enthusiasm has clearly waned over the past few years. The dream
of becoming rich quickly has been replaced by the desire for security, and
his [)z{s:ric=ss attitude has changed accordingly. He is more cautious now,
and debt redemption and financial hqurd/tyv are given top priority. (Prepa:
ration for conversation, analysis of needs and m;hvc’%’ s

These are the rest - ) _

cert 'r- ,ar:‘,”k results of Mrs Bossi's analysis. As she is not hundred percent

o (,(1” t7oug};(h, what her husband still wants to accomplish in life, she

>cides s A : ; ;
i Wd[“”c’);s :mn Since this cannot be done just in passing, Mrs Bossi
£ - - -

g 1'5?{( or ,t 1€ appropriate moment. The opportunity fortunately pre-
& Iisell soon when both of them have time for a glass of wine after

an unusually quiet business day. (O 5

environment) em e L S VS
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One single question is enough to trigger off a torrent of words from Mr
Bossi: '

= “Tell me, what do you still want to accomplish in life?"

All Mrs Bossi needs to do now is to listen and keep the positive conversa-
tion going by asking follow-up questions. (Questioning or interview tech-
niques, active listening, needs survey)

It turns out that many of Mrs Bossi's assumptions were right. What par-
ticularly worries Mr Bossi is the competition, whose financial means are
seemingly inexhaustible. In addition, his regular customers show up less
and less often, and he is especially annoyed at some guests whose attitude
has become impossible. Whereas they have become real penny pinchers
when they have a pizza at his place, he knows that they don't hesitate to
spend hundreds of euros when they dine at a star-rated restaurant. This
makes him fear the future and has caused quite a few sleepless nights. His
discomfort has been additionally aggravated over the past few weeks by
the sobering appointment he had with his tax consultant.

What Mrs Bossi has underestimated, however, is Mr Bossi’s pride and ambi-
tion. They still exist, and more than anything else Mr Bossi would love to
attract public attention and become the talk of the town. He managed to
accomplish just that several times during his early days in business.

Now the time has come for Mrs Bossi to ask the following question:

= “Should the opportunity present itself to cause a sensation by selling
our Pink Sauce not only in our town but all over the country, which
would make us less dependent on the moods and attitudes of our
guests, would you want to seize it?" (Arousing needs)

Mr Bossi's answer to this (closed) question is " Yes, of course.” He instantly
counters with his own question, though, and wants to know how all that
could be possible.

Now the moment has come when Mrs Bossi pulls out her business plan
and presents it to her husband. The tactic of surprise works, and Mr Bossi
is highly impressed by the extent of the business plan. Mrs Boss does not
want to go into details yet and would first like to point out the advantages
of the project. (Argumentation, characteristics and benefits)

EBC*L - Sales “:;.
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they sell their delicious pizza sauce (through

re as follows: If
also to corporate customers sych

to the end consumer and
s and restaurants, they

¢ niche, as the market research results have shown
fit and growth potential :

e restaurant business and can spread

Her arguments a
the retail trade)
as other pizzeria

= open a new marke
and create enormous pro

- become less dependent on th
their risk

« will most certainly attract the attention of the entire industry and may
even become a sensation for the press

= may be able to delegate important tasks after a two-to-three-year
start-up phase, restrict their activities almost exclusively to mana-
ging the business and thus have more time for their family and their
hobbies, and

= might arouse their children’s interest in taking over their business

after all.

These arguments impress Mr Bossi but he also has serious objections:

= What if the customers don’t like the colour pink at all?

= What if a major competitor enters the :
idea? P scene and simply steals our

= efc.

gie/}/;rshgsjstioflas bftzetn t:inking about these risks as well, she knows pre-
react to her husband's concerns. In vari ‘

: : arious scenario and
portfolio analyses, she has dealt with these issues thoroughly and has a

well-justified response to e i ot
treating ob,ed,-o,fs) ach of Mr Bossi’s objections. (Qbjections and

Of co
urse she has also expected to face the ‘mother of all objections':

= |t all so A .
thousanudr;(z)sfgerifot b[\x ifs pio)] ect will certainly devour hundreds of
we ca s. We can definitely not afford that. We are lucky if

n meet our current daily expenses. . ¥

Mrs Bossi is not unprepared for thi
piece of paper on which she has dor

the amoun 0 b .
{ ( e mnve ;
St(?d e
E’Xp(?l)g(} jt(: I5 hug

S Ob/?dion either, and she pulls out a
1€ a first rough calculation. Admittedly,

- she won't d 8 : :
ms creates an opportunity as well ROl bt ee e
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1' : Expense | Purrose OrPORTUNITY —‘

| 45,000 | Bottling facility and other

< High r i
i capital goods sl gt dlis il

third year

Brand registration Spreading of risks

Advertising, public relations | Image, reputation

Personnel More leisure time

Additional items

TOTAL INITIAL INVESTMENT

(Price argumentation and visualization of expenses)

It seems as if Mr Bossi is already convinced, but he manages to conjure
up a final counter argument:"To be honest, | have actually never liked the
colour pink. Come to think of it, you have also eliminated all your pink
dresses from your cabinet. Yet now you think we will strike gold with pink
sauces?"

This is. however, only a pretext which cannot be taken seriously, and Mr
Bossi’s facial expression shows it. Mrs Bossi easily refutes his argument
with a bit of a smile and a witty response. (Pretext)

In spite of her successful campaign, Mrs Bossi knows that the race is not
over yet. Now the time has come to finish things and receive a binding
promise from Mr Bossi so that concrete measures can be taken. If Mr Bossi
does not make a commitment now, she will have to start all over again
tomorrow.

She remains firm: "You will read through the business plan tomorrow SO
that we can talk about it in detail the day after. We will take your suggesti-
ons into consideration and then contact our bank.

Now things are moving a bit too fast for Mr Bossi, and he wants at least
one month to think things over. Mrs Bossi, however, has already made an
appointment with one of the bankers for next week. They therefore agree
to discuss the business plan thoroughly in four days from now. Further-
more, Mrs Bossi assures her husband that they will go to this appointment
only after his questions and concerns arising from the business plan have
been dealt with in depth and when he is completely convinced that taking
the risk will pay off. (Closing phase)

Mrs Bossi's successful sales presentation described above can now serve asa
guideline that helps you understand the basics of sales activities and distin-
guish between the different phases of the sales negotiation process.

EBC*L - Sales
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Sales - Sales ethics, competencies for s

» Sales ethics

» Win-win situation

> Competencies for
sales success

248

ales succes

5. 1. 2. SALES ETHICS. BUILDING CREDIBILITY

3 eone’, 'to take somebody to the cleaners’ and
:TO palm sorZEZT;"n%;ff;ZS:gresSions that imply that you manipulate your
tostc:::rr:vith psychological tricks, withhold important inﬁnrmation from
rc:m put him under pressure of talk him into a purchase d_ecus:on that causes
ﬁna;mcial difficulties. These are improper and dishonest selling practlces. which
won't lead to success in the long run. Customers that have been won in such
2 manner will most probably turn their backs on you as soon as you want to
sell something to them again. After all, they have plenty of alternatives.

5.1. 3. WIN-WIN-SITUATION

All respectable sales training programs and books will emphasise the necessity
of building credibility and trust through proper and honest sales practices,
which create a win-win situation for seller and buyer.

= The customer is provided with a solution to a problem.

= In return, the salesperson receives instant payment, the promise that
an order will be placed or another appropriate reward.

Both parties win.

3. 1. 4. THE SUCCESSFUL SALESPERSON

Whoever wants to sell something should possess certain competencies:

= Social competence encompasses the ability to deal with people, an

interest in listening to others and the willingness and ability to accept
a secondary role. '

: S(L;Sincss competence implies that you know the basic features, the
| vafntagfzs an‘d the drawbacks of your product(s) very well and are
@iso familiar with your competitors' products.

> ; .
ng(lisSc(;rrlzzt‘e;;;T |rtlﬁloudesbp.urpose-orientgd thinking and the ability to
ol have);ert ;vmost lmportgnt sef'lmg arguments. Furthermg,ve.
e tho;u: {)szchologlcall skills to understand what drives
know the most c&sor;tiwl]cfu\jS and motives are. In addition, you must

-tial Tactors for sales success.
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5. 2. Phases of the Sales Communication
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:ales negotiators are likely to be successful if they follow the certain proce-
ure:

. Preparing the sales communication process

. Opening sales communication

1
2

3. Customer needs survey

4. Presentation and argumentation
5

. Closing the sale

5.2. 1. PREPARING THE SALES COMMUNICATION
PROCESS

Thorough preparation for the sales communication process is one of the
major determinants of concluding a contract of sale and includes the follow-
ing elements:

+ Define a concrete aim: What is the actual purpose of the sales con-
versation?

= Analyse the other party: What are his needs? What are his desires
and fears in the present situation? What are his financial means? Is
he subject to anyone else’s influence? Is he in the position to make
decisions?

= Prepare information material. It may offer crucial help in the sales
communication process. Well-documented information offers technical

support to the seller and helps the buyer visualize what he has been
told.

« Establish a negotiation guideline. It includes options of how to start the
negotiation process, questions pertaining to a customer needs analy-
sis, tailor-made arguments as well as answers to objections which the
customer might possibly present.

« Choose the right moment or seize the perfect opportunity. Many sales
negotiation processes fail because the wrong moment was selected.
The customer must have the time and the willingness to apply himself
to solving a problem and making a buying decision.

EBC*L — Sales 3

> Phases of the sales
communication
process

» Preparing the sales

communication
process
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Phases of the Sales Communication Process =

» Opening the sales
communication

>» Communication on a
personal level and on
a business level

250

Opening

5.2.2. OPENING THE SALES COMMUNICATION

s start even before the first words are exchanged. The first
e when you enter a room, establish eye contact, or shake
forced by the way you are dressed and look at the other
or the success of the upcoming sales talk. The saying
d chance to make a first impression’ should therefore

Sales negotiation
impression you creat
hands is perhaps rein
person and is crucial f
that 'there is no secon
be taken seriously.

From here on, one should attempt to create a positive negotiation enyi-
ronment. The customer should not be rushed into business instantly but be
allowed to loosen up during a short warm-up phase. Some small talk about
the weather, the traffic conditions, and perhaps business and sports news

will serve this purpose.

Particularly in this phase, tact and sensitivity (social competence) are needed
to figure out how much time the sales meeting is likely to occupy. It makes
a difference whether you want to sell an insurance product to a pensioner
who has plenty of time or wrest an executive's consent who must rush to
another one of his appointments in twenty minutes at the latest. Furthermore,
cultural background and customs of the other party play a significant role in
international sales. A German customer is as different from a Greek one as
an Arabic customer is different from a business partner from China. They all
require special, individualized treatment.

In any case, during the first few minutes the foundations for a relationship of
trust must be laid. Customers will buy only if they feel that they are properly
taken care of by the seller. Communication on a personal level may play an
even more important role than communication on a business level (= pre-
sentation of the product). Frequently customers accept a product’s drawbacks
as long as they can count on proper and reliable treatment by the seller.

Proper body posture, a deliberately friendly facial expression, well-timed eye
contact, a pleasant voice and similar features are often heralded as indis-
pensable success factors. Accordingly, hundreds of seminars that train such
behaviour are offered. Learned patterns of behaviour, however, may come
across as artificial and are better applied on a stage than at a sales meeting,
in which unnatural play-acting is likely to alienate the customer.

Natural and authentic behaviour
hide your weaknesses, but be awar
tages you can offe
accepted and app

is far more advisable. Don't disguise and
e of your strengths, and rely on the advan-
r. Honesty towards yourself and others is more likely to be
reciated by customers than a rehearsed sales show.

EBC"L - Sales



w'hether the customer actually
buying motive). A need may be a
a problem that has to be solved.

or the product that is offered (=
the customer seeks to fulfil or

."jl‘," ‘needs are plentiful and complex. They i
: - They include physiologi
health and safety, social needs for influence andpwialt:ga'f::: r':‘eeds
also Chapter "Maslow's hierarchy of needs") , i

ited out in the chapter on "Marketing', needs must be distinguished

n demands. Not all needs can actually be filled: the
e : are n
:annot be achieved for another reason. 4 Shbas

SC salespeople are absolutely convinced that they know best what their
stomer needs the most or what he most definitely should spend his money

n. In reality, however, there is only one legitimate method of finding out

about customer needs: simply ask your customers what their needs are.

B <y regards questioning techniques, we can distinguish between different
kinds of questions:

= Open or open-end questions such as "How are you?" start with inter-
rogative pronouns (who, what, how, where, when, which, why).
They trigger off a thinking process and force the customer to formulate
his own answer. It is the customer himself who ultimately identifies the
need that has to be satisfied.

- What colour do you like best on cars?
- Why did you decide to buy a blue car?

= Closed or closed-end questions like ‘Do you feel fine?" invites a greatly
limited range of answers: yes, no, not really, etc.

- Do you like the colour yellow on this car?

= Alternative questions such as ‘Do you feel good or bad?’ present two
or more possible answers for the respondent to choose from.

~ Which colour do you like better on this car: yellow or red?
member correctly that you feel absg-
listening to what the customer said
derstood things correctly.
Jour for this car and that

= Reflective questions like ‘Do | re
lutely fine?' signal that you were
and help you check whether you un

~ You said that yellow is an inappropriate coi¢ 2
red would be the only choice. Is that correct:

EBC*L - Sales
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Phases of the Sales Communicatio

» Leading questions

)
Exampiegx

» Active listening
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n Process = Customer needs survey

needs survey, open questions make more
o speak. When later more specific answers
fy things, closed-end and alternative que-

customer
t a person t
d clar

At the beginning of a
sense because they g€
are desired to check facts an
stions are more suitable.

: i t any point. The person asking this
i stions should be avoided a boin '
:.;:: :fgq?;:tion seeks to gain acceptance of his view only and doesn't give
the respondent any options.

- You look absolutely great and | am sure
possibly be wrong about that, can I?

ants to be 'In’ today must have a yellow car. Don't you

you feel great too. I cannot

= Anyone who w
think so?

The person asked will in most cases give the desired response, but the view or
opinion he provides may not be 'honest'. He feels cornered and uncomfortable
because he feels forced not to disagree. He will most probably seize the first
opportunity to escape this situation and discontinue the conversation.

Asking the right questions at the right time and in the right manner is indeed
the high art of selling. The ability to listen, however, is at least equally impor-
tant. Active listening signals to the customer that you focus on him, have
time for him and respect him. Besides, active listening keeps the conversation
going. Itincludes everything that is typical of good communication between
friends: eye contact, an occasional confirmation, a smile at the appropriate
time and interim and follow-up questions.

In many cases it also makes sense to take notes of what the customer is
saying, which may become useful later on in the conversation.

A 53'?5P3f59n W_ho applies the right questioning technique and has active-
l'S_te“'”g skills will find it easy to detect the customer’s needs, which takes
him a lot closer towards closing the sales negotiations successfully.
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. PRESENTATION AND ARGUMENTATION

ase of the sals communication process the salesperson attempts to
why his product is best suited to satisfy the customer’s needs.

Product features or characteristics versus product benefits

‘When a productis presented, it is important to distinguish between its features
or characteristics and the actual benefits they provide. Product characteristics
are just a means to create particular benefits.

Nobody spends 2,000 euros on hi-fi equipment with 400 watts (= charac-
teristic) because he 'wants to buy 400 watts’ but because 400 watts

= give him the ultimate listening pleasure
= raise his reputation among his friends, or

= allow his equipment to overpower his neighbour’s violin.
(= Benefits)

The perfect strategy for a salesperson is therefore to explain a product’s
features and the benefits that can be derived from them at the same time.
The less technical knowledge a customer has, the more important the refe-
rence to a product’s benefits is. Information on pixel, shutter speed and focal
length / zoom may be confusing to a hobby photographer if he is not told
what these features do for him.

Purchase of a Camera

FEATURES/ CHARACTERISTICS BENEFITS

el

!

The camera has twelve mega | This enables you to enlarge your vacation pictures ;
pixels. to wallpaper size.

d

The shutter speed is one tenth | This feature allows you to take a series of quick ?
of a second. successive snapshots of the most active children |
and to document moments that are otherwise |
i irretrievably lost. |

The camera has a zoom fac- | You will be able to follow even the shyest birds.
tor 5.

l The above-mentioned examples of benefits show one thing quite clearly,
? though: in order to base your arguments on a product's benefits, a previous
needs analysis is an absolute necessity. People who hate photo wallpapers,
have no children and couldn't care less about our feathered friends will most
probably remain unimpressed by these arguments.

EBC*L - Sales
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ion
presentation and argumentatl

of the Sales Communication Process =

Phases

i jzation . : S
Visuali incapable of taking in information Py only listening to
e aren of the product you intend to sell is therefore a mygt

). This can be done easily with a tangible product such
' stomer and whose functions can be

Many _
it. Visual presentatio

(product visualization

ou definitely need written information for your sales presentation.
y

» Visualization

« The salesperson may resort _to a professionallx desigped folder,
mathematical calculations, diagrams or an entire business plan,
or do a computer or notebook preseptahog that enables particy-
larly effective visualization. Caution IS advised, though, because

the use of technical equipment may weaken — or lead to a loss of
- the personal relationship between the seller and the customer.

Product endorsement
Customers want to be sure that they spend their money on something that is
worth the expense. Reference to the following may help to convince them:

« alist of other (well-known) customers who already bought the product
and are highly satisfied with it

= a performance and quality report of a product test showing that the
product has done exceptionally well

= a press article in a special magazine in which the product has received
a very positive write-up

How to react to objections and pretexts

Z?;retis hardly any sales presentation in which the customer unconditionally
Saleg::::'fyth'”g that is said about a product. He is likely to question the
s arguments and wants to compare the product with others. If

a customer is serious and if hi
as an objection. Is counter argument is justified, it is referred to

l = How is it possible
. : that
Bamp bx pixels at 300 eyros only ;? nother store sells a camera with 13 mega

= As a hobby
; photograp}
pixels? Don't yoy grapher, do | really need a camera with 12 mega

: think o : _
less will also do2» ne with 6 mega pixels that costs 200 euros
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EBC*L - Sales



Presentation and argumentation - Phases of the Sales Communication Process

Of course objections must be treated accordingly, which means that you
should present justified counter arguments. This can be done most easily

 if you anticipated all possible objections prior to the sales conversation and
- prepared answers to each of them.

> Objection

- ,_#lher vague argument which doesn’t really refer to the presented product > Pretext
‘or the sales conversation is called pretext.

- sn't it crazy to buy a camera today that is sold at half the price six
months from now? Exampl

It is up to the seller simply to ignore the argument and to continue his sales
presentation or briefly comment on it with a very general response:

w That is true and the same thought crossed my mind when | bought
a new computer the other day. Still, you cannot wait forever, can
you?

Price argumentation

The most important rule concerning the crucial price issue is that ideally the > Price argumentation
price should be the last element in the chain of sales arguments — indepen-

dent of whether the product is exceptionally affordable or highly expensive.

Before he is informed about the amount he will have to spend, the customer

needs to be told what he will get for his money.

For price argumentation, visualization may be of importance again, i.e. the
price to be paid (= the investment) is presented together with the product's
benefits.

Purchase of a Camera

FEATURES/ CHARACTERISTICS BENEFITS PRICE (INVESTMENT)

The camera has twelve mega | This enables you to enlarge your vacation pictures | 400 euros

| pixels. to wallpaper size.
r The shutter speed is one tenth of a | This feature allows you to take a series of quick suc- '
second. cessive snapshots of the most active children and to :
document moments that are otherwise irretrievably ‘
lost. i
| The camera has:z zoom factor 5. You will be able to follow even the shyes!ib:rds. |
'i

Visualization also helps to offset the typical objection to a product’s pricc.t.
once it has been revealed. When a customer says, "That’s really expensive

EBC*L - Sales L%




Phases of the Sales Communica

» Closing the sale

» Buying signals
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Closing the sale

tion Process =

' the salesperson can once again summarize

; e quite high.’ .
oriR s e hange for his money.

what the customer gets in exc
rice argumentation and defen.ding are practiced
intensively. The goal is to teach salespeople how 'to motivate customer? to
buy a product without offering a discount or mak.mg any qther concessngn_
Some customers, however, absolutely need tp enjoy the ‘f'}lmphant feehng
that comes along with bringing down the price = even by just a few euros.
If the salesperson believes that a customer falls mtq the cate'gor'y of people
who need this form of self-esteem, he may be advised to give in. After all,
the alternatives to an insignificant discount are that the customer does not

buy at all or leaves in a huff and buys from the competition.

In sales training courses p

5.2.5. CLOSING THE SALE

If the salesperson has taken his customer successfully through all the above-
mentioned phases of the sales negotiation process, closing the sale should
be the next and final logical step. Still, in reality things are often different for
a simple reason: the seller doesn’t recognize that the customer is signalling

buying intent.

A customer clearly signals his intent to buy when he
= wants to know every detail about a product
= asks what the next step could be
= would like to test the product, or

= makes suggestions and brings in his own ideas.

The salesperson who reads such signals should not hesitate to clinch the deal
with such questions as:

= "May | ask you to sign the contract now?"

= "Can | wrap it for you?" or

= "Does this mean you have accepted the business plan and | can take
further steps now?”

EBC*L — Sales
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Very often, however, this final
simply be the salesperson’s hy
heara "No" and instead rather

opportunity will actually pres
because

question is not asked, and the reason may
man fear of being rejected. Nobody likes to
waits for a new opportunity. Whether another
ent itself is more than questionable, though,

= the customer is not likel

y to have the time for yet another lengthy
meeting, or

= it may be that the competition has just been waiting for its chance to

wrap things up, which is easy now that you have been so nice as to
do all the preparatory work for them.

This concludes our analysis of the basic points of sales negotiations and their
different phases. You may now want to return to Mrs Bos§its sales conversa-
tion at the beginning of this chapter. Note that Mrs Bossi is most definitely
a salesperson of great talent. She did everything right.

EBC L - Sales




5. 3. Sales to Corporate Customers

----------
---------------------------
........

- Mrs Bossi was looking at her husband from two viewpoints: she saw hi
‘ a private individual and a business person. The same needs to be done \l:;\as
you sell to corporate customers. On the one hand, you must remember ther;
you are dealing with people who have special needs for safety, social contaact
and recognition. On the other hand, your sales presentation nt::eds to address
the business organisation and take its particular circumstances into considera-
tion. At this point it may help to remember the specific features of corporate
customers that were outlined in the chapter on " Customer segmenation”

1. Several people are involved in the decision-making process.
2. Decision-making processes take longer.

3. Enterprises are more demanding. They want quality and reliability

because poor quality and delays in delivery may cost them their own
customers.

4. Decisions made by companies also have to meet business criteria such
as profitability and liquidity.

5. In general, corporate customers make more rational decisions.

As they have been in contact with their customers for many years, special
key account managers know

= the business requirements of these enterprises and

= the people who have the ultimate say in the decision-making process
and their desires and preferences.

Sales argumentation based on business reasons

Today business know-how is indispensable if you want to be successful in
selling to corporate customers. Only a person who
= is aware of the overall corporate objectives of an enterprise
« knows the specific business goals of the individual he communicates
with, and
« understands and speaks the language of the entrepreneur, the mana-
ging director or the department head
will have the necessary communicative background to be able to present a
suitable offer and the arguments to supportit.

EBC*L - Sales

> Sales to corporate
customers

» Key account
management
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Sales to Corporate Customers

he technical terms and business contexts presented to you
f learning objectives of EBC*L Levels A and B, you will be
ales to corporate customers.

If you understand t

in the catalogues o ;
properly equipped to succeed in s

wo additional aspects need to be dealt with in greater detajl:

i int, t :
At this poi cision makers.

corporate objectives and business goals of the de

1. Corporate objectives
Before a product is sold to an enterprise, its possible contribution to the firm's
overall business objectives must be analysed. These may be

= higher profitability

= maintenance and improvement of liquidity, and

= higher productivity.

These objectives can be achieved in a number of ways and may arise out of
the effect which a (new) product or service brings with it, such as

= acquisition of new customers
= increase in quality
= better prices
= cut in variable or fixed costs
= lower processing time
= greater employee motivation and satisfaction
= tax benefit
= optimal (profit) contribution margins
The above-listed eff

'ects are at the same time the benefits a product brings
to the enterprise,

, . and the salesperson will want to elaborate on them in his
presentation to the corporate customer.

EBC*L - Sales



a sales training seminar

Benerirs

sales staff will be excited by
perienced sales trainer.

7:he sales trainer's experience greatly reduces the risk that the
time your sales staff spend at the seminar will be wasted.

inar is scheduled for two
only and will be held in a cen-
ation.

Because of the short travel dista
the seminar, travel expenses an
are reduced to a minimum.

nce and the compact nature of
d time loss for the participants

ticular attention is paid to the
ial issue of "Defence strategies
gainst customer requests for price

E.xperience has shown that discounts and other concessions signi-
ficantly lower profit contribution. This seminar will help you
lower the necessity of such sales practices.

The cost is 500 euros per partici-
pant.

The relatively low investment of 500 euros per person is more
than offset by the benefits for your company. As you can expect

to close additional sales very soon, the seminar will pay off almost
instantly.

Payment can be effected in three
instalments.

Instalment payment offers you an attractive, liquidity-friendly
alternative.

| Seminar expenses are tax-deduc-
tible, and for some of the parti-
cipants you may apply for public
funding.

For an enterprise like yours, tax deductibility is of utmost impor-
tance. In addition, if you are eligible for public funding - applying
for it is fairly easy — half of the seminar expenses are paid for by

the Ministry of Finance.

Selling office chairs

o

CHARACTERISTICS

—

BENEFITS

The swivel chairs are ergonomi-
cally shaped, have a high backrest
and rubber-coated wheels.

EBC*L - Sales

The chairs’ ergonomic shape and high backrest lower the risk |
of shoulder and back pain significantly. Thus your employees ;
| can fully concentrate on their demanding work and the loss of |
| working time due to sick leaves will be reduced.

‘ irs wi ke less

| Because of the rubber-coated wheels fhe chairs will maio s ‘l
| unpleasant noise which would otherwise break the emtp y~sin

| concentration and lower productivity. Furthermore, costs arising |

| from office floor repair work will be reduced. ]

261

!
.
|
j



&

s
s

TREA0 = ) NPT

Sales to Corporate Customers

» Sound sales argu-
mentation

262

2. Business goals of the decision makers

made exclusively at top-management level. Depart-
ment heads and project managers, too, have their 0\.~n budgets and make
purchasing decisions. As they are frequently responsible .for sgparate profit

liar with cost centre accounting, financial ratio

centres, they must be fami
fficiency assessments and must be able to think

analyses, and economic €
economically. These skills are no longer reserved for entrepreneurs and mana-

ging directors.

Business decisions aré not

Any salesperson who addresses department heads and project managers
must be aware of that and use sound business arguments when addressing
them. He must know precisely what contribution his product can make so

as to meet their specific targets. They may have to

= lower costs

= achieve or improve certain (profit) contribution margins

« reach financial ratios (by which the performance of the department
head or branch manager may be measured), or

= follow strict time schedules.

Additional information

The dramatic rise in the number of books on the market best demonstrates
how crucial this issue is for enterprises. We recommend books which focus in
particular on sales ethics and building corporate credibility, including publica-
tions by Heinz Feldmann and Niklas Tripolt, from whom the author of this
book has received a number of valuable suggestions.

EBC"L - Sales



BUSINESS IN TELEGRAM STYLE

LES

following keywords and concise des

criptions give an overview ~
j | ke of the EBC

) L L
7, offer detailed explanations of the bys Py

iness terms
- and examples in this book. In addition, we advise
~ real business world - for further progress.

» Explain sales activity as an everyday business process that concerns every individual,

Every person sells himself, products or ideas several times every day.

Selling can be seen as

* a process of persuasion, whose goal is to convince
mately trigger a purchase, or

* a solution to a problem that is either known to the other
not aware of.

people of a product or an idea and ulti-

party or which the other party is

» Explain the term “sales ethics™
Explain the term "win-win situation”.

Manipulating customers with psychological tricks, withholding information from them, or

putting them under pressure are practices which violate sales ethics and won't lead to success
in the long run.

Building credibility and trust through proper and honest sales practices creates a win-win
situation for seller and buyer.

* The customer is provided with a solution to a problem.

* In return, the salesperson receives an appropriate reward (instant payment, order is
placed).

> Explain requirements and competencies that are needed for selling

* Social competence: ability to deal with people, interest in listening to others.

* Business competence: knowledge of the basic features, the advantages and the drawbacks
of your product(s).

* Sales competence: purpose-oriented thinking, ability to present sales arguments, psycholo-
gical skills to understand what customers' needs and motives are.

> Name and explain the different phases of the sales communication process
* Preparing the sales negotiation process

* Opening sales negotiations

* Customer needs survey

* Presentation and argumentation

* Closing the sale

» Name and explain important steps in preparing the sales communication process

* Define a concrete aim: What is the actual purpose of the sales negotiations? :

* Analyse the other party: What are his needs, desires and fears? What are his financial means?
Is he in the position to make decisions? 5

* Prepare information material: Well-documented information offers support to the seller an
helps the buyer visualize what he has been told. AnT n

* Establish a negotiation guideline: Know how to start the negotiation process, /'Prepa e
arguments that speak for the product. / Have answers to possible customer objections.

* Choose the right moment: The customer must be willing to make a buying decision.

EBC*L - Sales
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rtaining to opening the sales communication.

in signifi ects
» Explain significant asp pe ¥ ation on a personal level and on & busitiess

Explain the difference between commun

level. :
ou create is crucial for the success of the upcoming sales talk. There s

« The first impression y : '
no second chance to make a first impression (appearance, greeting).

« Create a positive negotiation environment. Build credibility. .
« Communication on a personal level may play an even more important role than commpyn;.

cation on a business level (= presentation of the product).

» Name and explain significant aspects of a customer ne"eds survey.
Explain the difference between "need” and "demand".
whether the customer has a need for the product (= buying

The salesperson must determine
h the customer seeks to fulfil or a problem that has to

motive). A need may be a certain wis

be solved.
Needs must be distinguished from demands. Not all needs can actually be filled: they are not

affordable or cannot be achieved for another reason.

» Name and explain significant aspects pertaining to questioning or interview techniques,
Explain the terms "open” and “closed questions"”.
Explain the term "leading question”.
During the different phases of the sales communications process different questioning tech-
niques are applied.
At the beginning of a customer needs survey, open questions are asked to analyse demand.
In the course of and at the end of sales negotiations, closed-end and alternative questions are
more suitable (to confirm previously made agreements).

* Open or open-end questions most often start with interrogative pronouns (who, what,
how, where, when, which, why). They force the customer to identify the need that has to
be satisfied.

* Closed or closed-end questions invite a greatly limited range of answers: yes, no, not really,
etc.

. ;\Iternative questions present two or more possible answers for the respondent to choose

rom.

* Leading questions seek to gain acceptance and don't give the respondent any options.
He feels cornered and uncomfortable because he is practically forced not to disagree.

> Explain the term "active listening".

Active listening signals to the customer that you focus on him, have time for him and respect

hlm. Activ.e Iistgning includes eye contact, an occasional confirmation, a smile at the appropriate
time and interim and follow-up questions.

> Explain significant aspects of sales argumentation.

Expla; .
Exp:a?n the dnfferﬁnce between product features or characteristics and product benefits.
xplain the term "product visualization”

* Wh : S
ristif:azzr&iu:cttl:a‘l)f::nftiid' : s Important to distinguish between its features or characte-
a product’s features a de h ALY provide. The perfect strategy for a salesperson is to explain

* Product visualizati _" the benehts that can be derived from them at the same time.

ion: A professuonally designed folder, photos, mathematical calculations,

dlagfal“s an e“tile busl”es ' n { n I en tlo” 0"(‘.‘1 Ualuab'e $ I '
0

; Prtoduct e.n'dorsement: A list of other (well-known
uct, a positive performance and quality report of
In & press article may contriby eciss

) customers who already bought the pro-

a product test or a very positive write-up
te to sales success s
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» Explain the difference between objection and prete
properly to each one
» Objection: The customer pre
responded to.
» Pretext: The customer's argument is of general nature and may be ignored

xt and describe how to react

sents a serious and justified counter-argument that muyst be

» Explain significant aspects of price argumentation

= |deally, the price should be the last element in the chain of sales arguments and sh 1d b
communicated at a time when the customer already knows what he will getofl;r hiz
money.

 Visualization may be of importance again, i.e. the price to be paid (= the investment) is
presented together with the product’s benefits. A

» Name and explain significant aspects pertaining to closing the sale
Name and explain buying signals

At the end of sales negotiations, the seller must recognize the

* customer's buying signals

* and react instantly by asking the customer to sign the contract / whether he has accepted
the conditions of sale, etc.

A customer clearly signals his intent to buy when he

* wants to know every detail about a preduct

* asks what the next step could be

» would like to test the product, or

» makes suggestions and brings in his own ideas.

> Explain specific criteria pertain ng to sales to corporate customers

* Several people are involved in the decision-making process

* In general, corporate customers make more rational decisions

* Decision-making processes take longer

* Enterprises are more demanding because poor quality and delays in delivery may cost them
their own customers

* Decisions made by companies also have to meet business criteria such as profitability and
iquidity

» Explain the term "key account man igement

Key account managers have been in contact with their corporate customers for many years
and know

* the special the business requirements of these enterprises and

¢ the people who have the ultimate say in the decision-making process

°
S
R
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A ¢ business idea to Mr Bossi, Mrs Bossi has cl
© 2l hurdles of her business plan. -

» questions still need to be answered, though:

. Can Bossi Pizzeria actually afford to realize the 'Pink Sauces' proj
Does the enterprise have sufficient funds? Will a bank or other inve-
stors provide additional capital? (To answer these questions, corpo'féf‘e
financial planning is necessary.) 3
= Will the 'Pink Sauces' project pay off? Will it be profitable enoug'h‘s'd.: '
that it is worth the effort and risk? (Here, an investment analy'sisv has
to be performed.) | |

financial planning and investment analysis — for which knowledge of EBC*L
Level A material and a pocket calculator are necessary — will be the topics of
EBC*L Level B, Part 2.

The Engli i -
ag N%::Iis\gglel;sal:g 1f EBC*L Level B, Part 1 was designed by Mag Diana Raab and
iistraion: Sh lt::'cturers at the Vienna University of Economics and Business
Ness texts, prebarat'u fyou or your company require proofreading of English busi-
in English b lon for an English business presentation or a tailor-made course
Ineéss communication, please contact: mraab@wu-wien.ac.at.
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 with the subjects of "investment analysis”, “financial plan-
ting” and “financing”, which make up the syllabus of EBC*L

2 of the European Business Competence Licence. It hooks up
evel B — Part 1", which comprises the subject areas "business
)", “marketing and sales” as well as project planning”.

analysis and financial planning are business planning techniques
s on what you would call the "hard facts” of a business plan. Starting
n projected facts and figures, these tools serve to develop a rational
ecision making. Examples for decisions to be taken are:

ould we invest in a new product?

uld we invest in a new plant?

hould we replace an old plant by a new one?

ould it pay to employ additional personnel?

* Are we able to afford the investments out of our own resources?
s there sufficient liquidity available?

:5 If no, how else could the investment be financed?

) answer these questions, the following instruments have been developed
in the field of business administration and management:

= investment analyses

= financial planning: budgeted profit and loss account, budgeted balance
sheet, liquidity plan

= ratios

= financing instruments

In this workbook you will find out that these instruments are a means of
making the future more predictable and that neither businesses nor, indeed,
private individuals can actually afford not to use them.

The target group of this knowledge — and hence of this workbook —is prac-
tically anyone planning an undertaking with implications of an economic
nature, be it the foundation of a company or the organisation of a club event.
All these undertakings require careful planning.

This workbook also addresses anyone who has to prepare a budge_t. Having
worked through this book they will have a much better understanding of the
budgeting process and the terminology used in this context.

¥
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Introduction

10

The target groups specifically include:
= entrepreneurs and business managers

= company founders

= managers with budgeting compe
cost centres and profit centres)

= all other key employees with planning competences

= private individuals wishing to make a success of their projects (building
a house, a vacation, a new car, ...)

tence (heads of divisions, departments,

Targeted preparation for the EBC*L Level B exam

Explai ; 2
hoz;':n::ju;? the b.asm of this very simple €xample, financial p!anning, alt-
Y Considered 5 rather knotty topic, becomes €asy to understand

'pl()ICSSiOIIal i y
(Ve” '0’ non ; | ou Wl” bt'“e“t gft‘{lﬂ " yOU' ave a bdsc NG
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ated to ¢ lements, cost units, cost centres)

‘d.y of Mr. Herzog, a former football player, has been
by setting it in italics.

age margin you will find marginalia indicating the learning
scussed, references to examples and other notes.

reading:

panies produce and trade products, goods, services. In this manual
we always speak of products; this term is thus used as a synonym for
-anything else a company may have on offer.

&,
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Introduction

Il -
Note g

12

s on how to use this workbook
manual as it is intended, namely as your personal learning
derscore text as you please.

Tip

please use this
guide in which you can highlight and un

knowledge of business administration will find that this

People with a basic
fficient information to prepare for the EBC*L exam. For

manual provides su
everybody else we recommend attending a preparatory course at an accred-

ited EBC*L educational institute.

For further information please refer to

www.ebcl.eu

www.easybusiness.at

We wish you pleasurable reading and all the best for your preparation for
your EBC*L exam and your professional career.
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> Being able to explain the objectives of investment analysis and draw up
concrete analyses

> Being able to explain the limitations of investment analysis

T

busines




Learning targets:

» Being able to explain the purpose of investment analysis

» Being able to explain the principal methods of iny

o) estment analysis
(overview,

Investment analysis provides companies with a valuable instrument to plan
and calculate future developments and the success of investments. Invest-
ment analysis provides answers to the following questions:

= How many units (= volume) must be sold for the investment to reach
profit level? (= break-even point)

= Which is the minimum sales volume for the investment to reach profit
level? (= break-even sales)

= How long will it take to earn back the investment? (= pay-back
period)

= Willit pay off to replace old machinery by new equipment? (cost com-
parison calculation)

= Which of several investment options promises the highest profit? (profit
comparison calculation)

= How profitable is this investment? (= profitability analysis)

Below, these issues will be analysed step by step using the concrete example
of referee Herzog.

First a hint to help you learn: Time and again you will be asked to galculat<f
the examples yourself. Actually doing these calculations will greatly improve
the success of your studies.

- art r - Plea Z - ": /
We would recommend you to stick to the following rule: Please keep ?f;‘”
i iven in tt : s — and for
attention focused on the facts and data given in the exar;p&tst 1: 1€ i
8 . - i P L > (aKken int
the time being ignore anything else you might think should be t:
account,

EBC*| -

Investment analysis

Learning targets

A

> Purpose of investment
analysis

15



Basics of investment an

o ’553 Example

-
Your solution ¥

16

alysis

Mr. Herzog trains to become a referee

Mr. Herzog, a former football player, is invited tq take a referee training
course by his football association. The. costs of th:s_ comp(ehensive course
amount to 5,000 euros. The referee licence remains valid for two years,
then Mr. Herzog would have to take a refresher or further training course.

Having completed this course he would be employed to act as referee at
football matches. Per match he would get 140 euros plus meals. Travelling
costs amounting to about 40 euros on average would be the only costs Mr.

Herzog would have to pay out of his own pocket.

For Mr. Herzog, acting as a referee would mean that he could remain in
close contact with his favourite hobby, football. But Mr. Herzog is not what
you call a rich man, and on top of this, he is a calculating person: He does
not want his hobby to cost him more than it earns him,

He therefore wants to know how many referee assignments he would need
to earn back at least the cost of his initial investment of 5,000 euros in the

training course.

Could you help him with his calculation?

EBCS Investment analysis







ing targets:
Learning targ Learning targets

» Being able to perform a break-even calculation and explain it
» Being able to work out a pay-back calculation and explain it /\/\/

» Being able to calculate break-even sales and explain the calculation
method

» Being able to explain the terms "contribution margin” and "contribu-
tion margin percentage” and calculate them

» Being able to perform and explain a cost comparison calculation for
new investments and replacement investments

» Being able to perform and explain a profit comparison calculation

» Being able to calculate the return on investment (ROI) and explain the
calculation method

» Being able to perform a profitability analysis and explain it

> Being able to explain the term "input variables of an investment analy-
sis” and explain the effects of modifications of the variables

» Being able to explain the difference between static and dynamic
investment analysis methods

19
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greak-even point

| S0cscsssscsnvesnnes
PR
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sesannan
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wrsanane

k-even point provides an answer to the following question:
The break-

t is the quantity or number of units (unit Sales)) at which all costs haye
e s :V:: e‘asrned and the profit level has been reached?
e

The formula for calculating the break-even point is:

investment costs

. oint =
break-even p (price - variable costs)

Necessary information for calculating the break-even point includes:
(example of Mr. Herzog)

investment costs: € 5,000
price (sales revenues) per unit: € 140
variable costs per unit: € 40

EBC*L Level A trainees will remember using the following method for calcy-
lating the contribution margin:

price (sales revenues) per unit: € 140
variable costs per unit: € 40
= contribution;;g-irrp;];—— ‘C— 100

Hence, the equation for calculating the break-even point may also read:

break-even point = nvestment costs

contribution margin per unit

20
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Break-even point

i
|
Example of referee Herzog: l

: 5,000 Examplm

—— = 50 assignments
(140 - 40)

Let us now analyse what the break-even point means with regard to Mr. Her- ]
zog's project. Reaching the break-even point after 50 matches means that:

= up to the 49th match Mr. Herzog remains in the loss zone; g

< with match 50 he is on par, i.e. he has reached the break-even
point;

< with match 51 he enters the profit zone; with every further match his
profit increases by 100 euros.

For his investment decision (the referee training) he now only needs to assess
whether he will actually be called as referee for at least 50 matches.

To be on the safe side, he could conclude a contractual agreement with the
football association in which the latter guarantees him a minimum of 55
assignments.

The break-even point can easily be illustrated using a very simple chart: 1

cM
i ] 1 ]
A e |
™M 6000 2 o R R A T e ot e
| | BEP 1 |
| | | |
costs Y
5000 . . l » »f
a0 Tl & i e = = ct
] ] | I
3000 .,A__.,i___l._.. e !..__ :_“
2000 -} - - L - - A ~_:. -t NGRS | gl
B R A e ol e
0 10 20 30 40 50 60 70
units (quantity)
Cf.....fixed costs (investment costs)

CM...contribution margin

BEP...break-even point

EBC*L - Investment analysis ﬁ bysinet 21



Break-even point

22

Investment costs, fixed costs siaue
[ ide a number of cost items in our
‘dactic reasons we consciously left asi : !
FC;' z:aeci;cn:;le The numerator in the equation for calculating the break-
e : :
::/en point therefore comprises only the investment costs.

investment costs

break-even point = : :
contribution margin per unit

In practice, however, there will be rental costs, depreciation and amortisation,

interest payments and, above all, payroll expenses that need to be taken
into account as well. In order to calculate the break-even point, a| fixed

costs incurred in a given period are offset against the attainable contribution

margin per unit.

fixed costs per period

break-even point =
contribution margin per unit

Period under consideration

The per_iod fo.r which the analysis is made can be freely chosen. It may include
the entire period of the investment project, but may also be broken down to
one year, one month, one day, etc.

grlnt:};g az:)‘ Vzé;xamp’-e of referee Herzog the calculations were based on the

ing /'nv[;st;zen;) /,nV:ZICh Ehe licence remains valid Therefore the entire train-

Herzog wanted g ke amc/)unt of 5,000 euros was taken /nto account. If Mr,

year to reach the brgOI:/ oW many matches he would have to referee per

Sy e ak-even point. he.would have to base his calculation
al pro-rata share of the training costs (2,500 euros).

Example - - iciti .
PI€ - acquisition of machine: break-even point for one year

How man
o uny :
deprec/at/}(;n nttse)m(;“ e sold in one year to earn the investment costs (=
< pPlus th(’f fIX(?d costs _/pdy/()//, Interest expenses, etc.)?
xpenses, etc.):

EBC*L - Investment analysis
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The pay-baCk method is used to calculate the period (days, months, years) » Pay-back calculation
required to earn back the costs of an investment and reach the break-even

point. This period is called the pay-back period.

Referee Herzog

Having calculated the break-even point (50 assignments), Mr. Herzog now :
vants to know how many months it takes for the investment to reach the Examplm
profit zone (= the break-even point). In order to calculate this period, he

needs one more piece of information, namely the envisaged number of
assignments per month.

The football association expects to call him in about five times per month.

Let’s recap the key data of Mr. Herzog's referee job:

investment costs (and/or fixed costs): € 5,000
price per unit € 140
variable costs per unit: € 40
assignments per month: 5
Please calculate the pay-back period for Mr. Herzog's referee training ™
investment. W
)
%
Your solution *
EBC*L 23
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Pay-back calculation

Solution“

Solution: . s

s referee training investment to repay.

ths for Mr. Herzog's re _ : :

/('MkeSpié;f;of; 27 ten months his investment enters the profit zone (= break
Aftera

even point).
The formula for calculating the pay-back period is:

investment costs

: iod i
pay-back perio (CM per unit x expected number of units

sold per period)

Referee Herzog

5,000
(100 x 5)

= 10 months

!

pay-back period

For Mr. Herzog the calculated pay-back period of ten months implies the
following;

= Up to and including the ninth month Mr. Herzog remains in the loss
zone.

= Atthe end of the tenth month he is on par. He has reached the break-
even point.

The eaﬂier the investment reaches the break-even point, the safer the invest-
ment is. If Mr. Herzog had the option of choosing a different investment

variant with a Pay-back period of only seven months, that variant would be
preferable.

E,L;,S,ICZE,'S:SZ:;C Ir;creasingly attaching importance to short pay-back periods,

el hc)0 t e fac.t that product Jife cycles are getting shorter and shorter.

) Phone just introdyced on the market, for instance, is ready to be
n on the scrap heap a mere six months later.

—

e e
Mana emen R R
| tself?s' t talk: "o, long wil j¢ take for ¢

=

he investment to pay for

—
ey

— \_%-—
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A further decision-making factor to be calculated besides th
number is break-even sales, i.e. the volume of sales revenu
investment reaches break even and starts yielding a profit.

v
ne

- 4
frv (O

calculate the break-even sales volume Mr. Herzog

".'.-' ree f {p,’/();\‘

have already established:

investment costs (and/or fixe

price per unit

variable costs per unit

The break-even point was calculated to be 50 assignments.

= Investment analysis

L

1 costs):

-.--..-.-..........-...-..o.-.-.-

1. 5. Break-even sales

Srrsssernnann Sssevscsscssccnses

€

€
€

SEtsssrsssaranns

e required unit
es at which the

has to attain for
his training investment to reach break even. We again use the raw data we

5

000
140
40

» Break-even sales

Example

’

-
Your solution *
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Break-even sales

Solution:

here are i - les:
i i lculating break-even sa
/ ble variants for ca
There are two possi

R, Variant 1:

it sales x price per unit
= break-even unit sa
break-even sales

Referee Herzog:

break-even sales = 50 assignments x 140 euros = 7,000 euros
eak- é - ¢

Variant 2: This variant is calculated in three steps.

Step 1: Calculation of the contribution margin per unit

price per unit € 140

- variable costs per unit € 40

= contribution Mmargin per unit € 100

ep 2: Calculati f the contributi argin per e
> Contribution margin Step 2: Calculation of the contribution n argin percentag
Percentage

This Percentage rate is dete

ship of the contribution ma
unit a

rmined by establishing the
r8in per unit (Cpm
result by 100,

percentage relation-

) to sales revenues (price) per
nd multiplying the

: M

contribution margin Percentage - __ x 100
—— TR
sales revenyes

= &5 7100
“Min% = TR o A R 100 71 4
- X 700 /71.490
T
140

This means that

4 Contribution m
€uros of

: rgin of 71 90 eur 0
sdles rpv(-;“,.,,,

S remains per 100
thus amount ¢

Variaple Costs .

8.60 euros.

26
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step 3: Calculation of break-even sales based on the following equation;

investment costs

break-even sales =

CMin %

5,000
break-even sales = ——0weuw__ _ 7,000 euros
71.40%

Both calculation variants show that break-even sales that have to be attained
amount to 7,000 euros. This amount exceeds total investment costs by 2,000
euros. Why?

Revenue does not equal profit

Again, the principle that "revenue does not equal profit” applies. After all,
the travelling costs (= variable costs) must be deducted from the 140 €uros
of sales revenue Mr. Herzog earns per match.

The lower the contribution margin percentage (i.e. the higher the share vari-
able costs "eat away"” from revenues), the higher the revenues must be.

Referee Herzog

How much would Mr. Herzog have to earn in terms of break-even sales if
due to larger distances he has to travel per match and higher fuel costs)
travelling costs per assignment surged to 120 euros?

EBC*( -

Investment analysis

Examplm

e

Your solution *




Break-even sales

Solution:
Step 1: Calculation of the new contribution margin per unit

So/ution“

price per unit € 140
- variable costs per unit € 120
= contribution margin per unit € 20
R
27 Step 2: Calculation of the contribution margin percentage
0
2 x100 = 14.30%

CMin% =
740

Step 3: Calculation of break-even sales

break-even sales = —-SOL = 35,000 euros

business ife than You might have thought. The principle that "revenue does
not equal profit" is sych a simple and fundamentally logical one, but people

all too frequently forget it.

28
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Here is  further example you might easily encounter in practical business
life:

BO()/(SCHe[ "Books" attains a contribution marg

, In percentage of 25%
_ discount on the purchase price granted by the p ge of 25

ublishing houses):

gased on this rate, break-even sales are calculated for a number of expense
jtems.

a) The company invests in a new computer system; investment costs
amount to 70,000 euros.

« The break-even sales volume required to cover this investment is
40,000 euros.

b) "Books" invests in a new employee. Payroll costs for the latter amount
to 30,000 euros per year.

= Often, both businesspeople and employees are convinced that gen-
erating additional sales revenues of 30,000 euros would be enough
for the company to earn back the employee’s payroll costs. However,

the company must actually achieve 120,000 euros in additional sales
revenues to cover the costs.

¢) A major customer of "Books " goes bankrupt. Outstanding receivables
amount to 2,000 euros.

= The additional break-even sales volume required to make up for the
loss amounts to 8,000 euros.

EBC*|

- = Investment analysis

Examplm

Break-even sales

29



speaking of acquisitions, a differentiation ca
ents and replacement investments. we ¢

In the case of a replacement investment an existing

is rep’aced by new equipment. process or old machinery

In both cases, costs are one of the key factors on which the decision is
based:

1.6.1. COST COMPARISON CALCULATION FOR NEW
INVESTMENTS

When planning new investments the investor is usually faced with a choice
of several possible options. The key issue at stake in this case is to find the
variant that entails the lowest total costs.

Having made a cost comparison calculation it may turn out that a seemingly
more expensive investment option, which
= involves higher purchase costs than another option

= actually pays off in the end because it permits cost savings due to lower
running costs (=variable costs).

Referee Herzog

s referee job will require him to
ew car. His wife is happy 10
s to town.

Mr. Herzog’s car is getting old. Since hi
travel quite a lot, he is considering buying a
use the old one, which will be fine for her short trip

C

{ ned o re
.’l,‘.’.’.’\r“." a SUV ana

ME Herzog has long been dreaming of 8etung o= © = =

| J ho Arnoa nere alfrc vy i
quests offers from several car dealers. In the end te
models left on his shortlist:

.
EBC*L ~ Investment analysis

» Cost comparison
calculation for new
investments

E xample\!
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Cost comparison calculation

“Cheap" model

=

FXCquisition costs

16,000 euros

vVariable costs (fuel etc.)

0.45 cents per km

sol
"Expensive” model To
7l
20,000 euros -
0.30 cents per km
TH

The cost comparison shows that the more expensive car costs Mr. Herzog

4,000 euros more in purchase costs, but then saves him 15 cents per kilo-
metre in terms of variable costs.

Which model should he decide to take?

Your solution ¥

32
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Cost comparison calculation

Solution:

to this quest; i
To get an ansWer to this question, we fjrep have to |i
two alternative options and Compare the resuft'to S gl m
1 Solution

The investment costs are compared as follows:

purchase price, expensive " mode| ¢

24,000
purchase price, cheap” mode| € 20,000
— difference in purchase price € 4,000

Costs saved per kilometre are calculated as follows:

variable costs "cheap” model per km € 045

variable costs "expensive” model perkm € 030

= cost savings (profit) per kilometre € 015

In a second step we want to find out from which point (how many travelled
kilometres)

= the higher investment costs would be offset by
= Cost savings due to lower variable costs.

Dividing the purchase price difference by the costs saved in terms of vari-
able costs per kilometre, we get the following value:

, 4,000 :
Dreak-even point = = 26,667 km

0.15

T 0 pYNPNSIVe C caches its break-
'Nis means: The investment in the more expensive car reach i ob‘://O'/i
even p - > Lif SN g the decision Is us
VEN point at 26,667 kilometres. For Mr. Herzog 1 tres with his new car
BDera: e 1930 ONO Lk otres with < N Cdl.
J€cause he expects to travel at least 120,000 kilome

He

e will .")Ul/ f[ll(l ”(‘4-,7'{)(‘”5;\/‘(_‘ e (H(}(/C/-
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Cost comparison calculation

> Cost comparison
calculation for
replacement
investments

Examplew

Your solution

34

OST COMPARISON CALCUI;ATION FOR
1.6. 2. ;ZEPLACEMENT INVESTMENT

indi hether it is more prof.

isions depend on finding out wh .

Some investment Id::;';";';nge‘:na chinery or repla.ce it by new-mac-hlnery
itable to keep e-mestme"t)- Factors to be taken into .account "T this case
(= reglalce‘:ln;nrtu'::mg expenses of new machinery, higher repair costs of
include lo

older models, efficiency considerations, etc.

Mr. Herzog in our example is also faced with such a decision.
r.

ht a new car (a SUV), which combines
T(zr;ze yefnr: ;i?m 2;1"-& ;3‘-’;‘;% Z‘;;‘l/‘?ng comfort, but is also conspicuous for
Z;ghi;: el conumpiioii e plerzog's racer gulps a full 14 litres perigy
kilometres. Up to now this was financially fe‘?SIb/e' despite high fuel prices,
But of late the petrol price went up seve.ra/ times in a row gnd Mr. Herzog
does not want to foot the high petrol bill any Ionge(. He is already faced
with average travel expenses of 50 euros per referee job,.

hybrid, though just a small car, would cost him 16,000 euros. After lengthy
negotiations he s offered 1 3,800 euros for his old car.

Would the investment in the new car pay off?

EBC*L - Investment analysis
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Solutio G

1o answer this quesﬁo}g m i

. calculate net invest

- and the profit per jot
The profit in this
costs (i.e. petrol cOsIS_)

The investment costs are:
purchase price "new"_éf
. sales proceeds "old” car

- net investment amount

Costs saved per job amount to:

travel expenses "old" car per job

In a second step net investment costs are offset.againsf‘ﬂ'n e Co .
job assignment. Dividing the net investment amount by the costs saved, v
obtain the following result: e

break-even point = 700 = 100 assignments

22

This means the break-even point for the investment in the new car would
be reached after 100 assignments. Mr. Herzog is convinced that he will be
called in to act as referee more than 100 times and therefore decides to buy
the hybrid car. This investment has a pleasant side effect: it also puts his

énvironmental conscience at rest.

% (f‘/];‘:ﬁ ’ 35
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son calculation

Cost compar

&- The approach to the cost comparison calculation (for replacement invest-
Py ments) is the following:

1. Calculation of net investment costs

purchase price "new"”

- sales proceeds "old"

= netinvestment costs

2. Calculation of costs saved in terms of variable costs per unit

variable costs "old” per unit

variable costs “new" per unit

cost savings (profit) per unit

3. Division of net investment costs by costs saved per unit

break-even point = net investment costs

cost savings (profit) per unit

4.F vheth
ind out whether the break-even point will be reached

36

EBC*L - Investment analysis

o
PELA
.

just real
an adec
want to
proﬁt.

Refereé
The ba!

refere
pnce {
variak

contri
break



iNveg,

Provided Mr. Herzog does his job well, the football association expects to

VU

......... L,
annnn -.--.o--o.---....
LY

1. 7. Profit comparison ¢

................. SRR s e

Sesesssenesns

®eesecncecsssonnes

alculation

Referee Herzog

The basic data available for Mr. Herzog’s referee job are:

eferee training investment costs: € 5.000
rice (revenue) per job: € 140
variable costs per job: € 40
contribution margin per job: € 100
break-even point 50 assignments

se his services in up to 80 matches in the period up to the expiry of his ref-
ree licence in two years time (renewal then being contingent on a refresher
To Mr. Herzog it is obvious that 80 assignments are far more than
1e needs to reach the break-even point. But he wants to know what profit

e

he will be able to make. Could you help him with his calculation?

BC'L - Investment
estment analysis

> Profit comparison
calculation

Exampl&

2

Your solution /
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Profit comparison calculation

So/ution%

Examp/cm

38

Solution:

In order to calculate the profit, the investment cqsts of 5,000 euros first
have to be offset against the sum total of contribution margins. This total is
calculated by multiplying the contribution margin per job by the expected

number of job assignments:

contribution margin per job € 100
x assignments 80 matches
= total contribution margins € 8,000

Then the profit is calculated by simply deducting the investment costs from
the sum total of contribution margins:

total contribution margins € 8,000
investment costs € 5,000
= profit* € 3,000

t', Profit: The term profit can only be used subject to the qualification that
g7ece are no overhead costs. The more precise term is "contribution mar-
in-.

R : :
eferee Herzog - profit comparison calculation (continued)

dacquaint

rat(el?s. M;,a f;j:r;/;atdtge handball association Pays its referees much higher

ing costs amoungg to 975 some research and gets the following offer: Train-

the costs of the footba’/(/)(iofeuroS (hence they are 2,000 euros more than

Would be paid 180 ey eleree training). On the other hand, Mr. Herzog l
S per match. The licence js valid for three years and |

the associat;
on expects to y A v
this three- vear period se Mr. Herzog's services for 90 matches during

At first o h
ally <:ons;§e/{; t‘:)cl(ses;)unds lust perfect to my Herzog and he actu-
e s dtpt/’/:g :Ije handball association’s foer. But then
¥l ;/:1555 Hfof the matches. The locations are
s tdkino w’ football venues. He therefore
€5 amounting to 60 euros per match

EBCAL ~ Investment analysis



What is the result of the profit comparison for the handball referee job?

Your solution
handball

39
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Profit comparison calculation

Solution %i

Solution:

price (revenue) per job
variable costs per job

180
60

—  contribution margin per job

x assignments

120

90 matches

total contribution margins

70,800

| o

total contribution margins

investment costs

70,800
7,000

= prof;_tw

3,800

This means that his profit from the handball engagement would be a re-
spectable 800‘eurps above the profit he would make as football refer 5
Should he decide in favour of the handball offer in this case? o

You will find an answer to this question in the following chapter.

EBC*L - Investment analysis
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1. 8. Return on Investment (ROI)

profitability analysis of an investment

B
......

There is a basic principle that applies to an investment: it must be profit-
able.

This means that it should yield a higher rate of return than a compa-
rable riskless investment (such as putting the money into a savings
account). If you have a choice of two investment projects, you will natu-
rally choose the more profitable option (see also EBC*L Level A — Ratios).

The profitability of an investment - i.e. the return on investment (ROI) - is
calculated by setting the expected profit in relation to the invested capital.

profit
RO = x 100
invested capital

» Return on investment
(ROI)

Referee Herzog - profitability analysis

For the offer he received from the football association Mr. Herzog calcu-

lated his potential profit to be 3,000 euros. The capital he would have to
/ F

invest for the referee training amounts to 5,000 euros.

3,000 ,
ROI = x 100 = 60%
5,000

A ROI (return on investment) of 60% is obviously an excellent rate of
return that he would hardly achieve with any other form of investment.
But maybe the handball association’s offer entails an even higher rate of
return?

» Profitability analysis

@

2

Your solution Y

handball

41
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Return on investment (ROD)

So/utionq

&
Note

42

- profitability analysis of an investment

Solution:
ROI = e x 100 = 54%

7,000
The ROI of the handball association’s offer is 54 %, which is 6% below the
rate Mr. Herzog may expect to attain with the football referee job. Hence,
the football association’s offer is more attractive in the end. Mr. Herzog
feels somewhat relieved. After all, to tell the truth he likes football much

better.

Note:

In pertinent literature, the ROI formula is often given as follows:

profit + interest

ROI =
total capital invested

Interest paid on borrowed capital is important when comparing investment
projects with differing shares of equity and borrowed capital (not relevant

with regard to learning catalogue targets).
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On the preceding pages you were introduced to the following investment
analysis methods:

= break-even calculation

= pay-back calculation

= break-even sales calculation
= cost comparison calculation
= profit comparison calculation

= return on investment (ROI) calculation

These are so-called static methods. They are called "static" because
the time factor is not taken into account. This means they take no
account of the fact that

= the investment must be paid today, whereas
P y

= the income accrues only in the future.

This time factor is taken into account in the more complex dynamic invest-
ment analysis methods.

The following example illustrates this approach:

Let us assume that scientist Mr. Roots developed a really potent new hair
growth tonic. To make his product ready for the market Mr. Roots has to
make an initial investment of one million euros. After five years of develop-
ment work he expects to sell the patent to a pharmaceutical company for

1 / miltlion euros

EBC*L ~ Investment ana lysis

> Overview of invest-

ment analysis
methods

Example 'gl
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Static and dynamic investment analysis methods

Static investment analysis
Mr. Roots calculates the profit and the ROl and obtains the following values:

» Static
investment analysis Profit
sales revenues € 1,200,000
investment costs € 7,000,000
= profit € 200,000

Return on investment, ROI:

200,000
ROl = ———  —— = 20%
1,000,000

A profit amounting to 200,000 euros and 20% ROI - this looks quite attrac-
tive, doesn’t it? Not if you take into account the time factor and the com-
pound interest effect.

Dynamic investment analysis

Applying the dynamic investment analysis method, we would take into
account that

> Dynamic = Mr. Roots has to invest 1,000,000 euros today
investment analysis

= and only receives his profit of 200,000 euros in five years' time. ‘

If he invested his million elsewhere, he would, even if we assume a very con-
servative interest rate of 5% for this period, be able to net a profit of 276,000
euros in five years’ time. His million would thus increase to 1,276,000 euros.

Assuming an interest rate of 20%, his profit would amount to a proud
1,488,000 euros. Hence, his capital would amount to 2,488,000 euros and
thus would have far more than doubled.

You could also look at it the other way round. If Mr. Roots wanted to know
how much capital he requires to have a total capital of 1,200,000 euros
after five years, he would have to discount five years accrued interest on

this amount. Starting out from a targeted rate of return of 20%, he would
réquire an initial capital of only 482,000 euros.

a4
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Static and dynamic investment analysis methods

The discounted value just calculated is the so-call

ed net present value
(NPV).

The net present value indicates today's value of future revenues or cash
flows.

There are a number of different methods of dynamic investment analysis,
the best known including

= the net present value (NPV) method
= the internal rate of return (IRR) method
= the annuity method.

For a more detailed discussion of this subject please refer to pertinent litera-
ture or special seminars.




Static and dynamic investment analysis methods

NET PRESENT VALUE METHOD (NPV)

(Not exam relevant)

The net present value method used to calculate the profitability of an invest-
ment consists of the following steps:

1. You first have to define the rate of return (= discount factor) you would
consider adequate for the respective investment. This rate will depend
on the rate of return of other investment options, but also on the risk
involved in the investment.

= For a risky investment, in a new research project, for instance, a rate

of return of 20% may appear adequate (however, calculations could
also be based on a rate of 10, 40 or 50%).

2. In a next step the excess amount of cash inflows over cash outflows
(= cash flow) generated in subsequent years has to be calculated (not
taking into account the initial investment amount).

=In our greatly simplified example this is a one-off amount of
1,200,000 euros.

in pertinent literature). The amount thus calculated is called the net
present value (NPV or current worth).

net present value 482,000

€
- invested amount € 1,000,000
—_fesult € -518,000

The calculated resy/t Is clearly negative. Therefore, Mr. Roots should either
forget this Investment ...

-+ Or explore the possibilities of “amending” the variables.

! EBC*L - Investment analysis




Static and dynamic investment analysis methods

possible modifications of variables include:

= reducing the invested amount

- e.g. from 1,000,000 to 800,000 euros
= increasing the expected revenues

- e.g. from 1,200,000 to 1,400,000 euros

= reducing the time it will take for revenues to accrue

- e.g. from 5 years to 3 years
= reducing the discount factor
- e.g. from 20% to 15%
Based on these modified assumptions, the net present value in our case

amounts to 920,000 euros. Since the initial investment has been reduced to
800,000 euros, the calculation yields a positive value.

net present value € 920,000
invested amount € 800,000
= result € + 120,900

47
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1. 10. Investment analysis - - input variables
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The results of an investment analysis depend on the assumptions on which

the calculations are based (= the variables). If the individual variables are
changed, the results obtained from the calculation may lead to completely
different conclusions.

For a more detailed explanation let us go back to our break-even calculation.

" The formula reads:

investment costs

break-even point =
(price - variable costs)

Using the example of referee Herzog, this means:

5,000
(140 - 40)

= 50 matches

Example of referee Herzog

Let us assume the football association guarantees Mr. Herzog > only 35 job
assignments (rather than the 50 requires to re ach break even)

Mr. Herzog is quite keen on the referee job. But he keeps a sober mind
when it comes to this type of decision. What could he do in your opinion?

EBC*L - Investment analysis

> Investment analysis
- input vanables

-
Example )}‘:I
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Your solution Iy
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Investment analysis — input variables

Solution“

50

Solution: Mr. Herzog could try to
= negotiate a reduction in the training costs, having to pay only 4,000
euros instead of previously 5,000 euros:

= negotiate a higher price per job assignment, and for instance ask for
760 euros instead of 140 euros per match;

= try to reduce travel expenses ~ using public transport he could reduce
average costs per match from 40 to 30 euros.

Let us see what effect these changes would have on the break-even point:

k t I 317 assignments
b -evenpoint = —0—— _ assignmen
s 5 (160 - 30)

Given these assumptions, the break-even point would be reached at
about 31 matches. The 35 assignments Mr, Herzog is guaranteed would
therefore be sufficient to reach break even,

In order to arrive at this result, Mr. Herzog "amended” the variables (=
modifiable parameters) of his break-even calculation. These include

= the investment costs (were reduced)
= the price (was increased) and

= the variable costs (were reduced)

Of course, this approach only makes sense if the assumptions remain realistic
even after amending the individual parameters.

encountered.
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Learning target:

» Being able to explain the limitations and

/ problems of investment
ana )’SIS

The main problem: the future

When it comes to prices and costs, an investment analysis is always based
on assumptions for the future. Hence, there is a risk that the result of such a
calculation turns out to be wide of the mark because

= assumptions regarding investment costs and fixed costs arising in the
future were too low or too high

= expectations regarding the obtainable price (sales revenues) were too
optimistic or pessimistic

= variable cost estimates were too low or too high (e.g. low raw material
or energy costs).

Unless the crystal ball providing us with reliable forecasts for the future is
finally invented, the future will always involve an element of insecurity in
terms of possible price reductions or cost increases. An investment therefore
always involves an entrepreneurial risk.

Example of referee Herzog

Mr. Herzog has no absolute guarantee that the price paid ‘

not be reduced in the future (e.g. to 120 euros), much less that the petrol price
will remain the same. A drastic petrol price increase necessarily results in a
perceptible increase in travel expenses (e.g. to 60 euros). If both these risk
factors came to bear, our calculation would yield quite a different picture.

ver assignment will

"Soft facts” that cannot be appraised in monetary terms

Furthermore, there are factors such as the fun factor, family happiness and
the like that cannot be weighed and assessed in economic (= arnthnxgtlc)
terms. Hence. other non-monetary factors may also have to be taken into

account in making a decision.

EBC*L ~ Investment analysis

Leamlng targets
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> The limitations of
investment analysis
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The limitations of investment analysis

Example of referee Herzog

Mr. Herzog derives such a great deal of pleasure from putting on his black
referee kit and bossing other people around on the football field that thfe
money he gets for his job is of subordinate importance. The fun factor anq his
personal motives are not taken into account in the break-even calculation.

Or, looking at things from quite a different angle: Mr. Herzog would have to
spend a lot of time on his referee hobby, and this could jeopardise his marital
bliss and family life. How is this risk to be taken into account?

Another example: buying a new car

From an economic viewpoint, the purchase costs and fuel expenses are easily
quantifiable decision-making criteria. But how to take into account factors

such as

= the colour
= the beautiful design
= the prestige the car will gain you with your friends

= the trust to be placed in the salesperson?

Business economics only offers solutions to problems that can be solved using
quantitative methods. All decision making that goes beyond these quantifi-
able problems is necessarily based on gut feeling and subjective trade-offs.
This even applies to big investments worth millions made by large industrial
groups.

Intentional or unintentional disregard of time "invested”:

One factor has been intentionally left out of account in all the calculations
regarding Mr. Herzog's project, and that is the time factor. But Mr. Herzog
€ams something like 20 euros per hour in his usual profession and he might
well take this into account in his investment analysis. But then he'd better
not start calculating at all. Considering this aspect, his referee job would

hardly prove profitable, indeed it would more likely turn out to be a losing
proposition,

As a matter of fact, we frequently find in practice that people forget to fac-

tor in personnel expenses for own work. The owners of small businesses in
Particular often fail to include their own working hours as a cost factor.

EBC*L - Investment analysis




The limitations of investment analysis

This approach is definitely not a very rational one, but it often spares the
entrepreneur some rather frustrating insights.

Notwithstanding the above limitations and shortcomings, investment analysis
provides important evidence on which different options can be evaluated.
No project should be started without making use of this type of decision-
making aid.

In summary, the limitations of investment analysis are as follows:

= the future cannot be forecast with any degree of confidence
= the soft facts cannot be weighed in monetary terms

= some factors are intentionally or unintentionally left out of account
(the time invested by the entrepreneur, for instance).

However, the most important factors not taken into account in this type of
calculation are all the different options foregone once you have made a deci-
sion in favour of a certain project. This consideration brings us to a further
key concept, namely that of opportunity costs.

53
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Learning target:

: Learning t
» Being able to explain the term “opportunity costs” bt

N

Opportunity costs may be described as the " cost of opportunities foregone”. > Opportunity costs
This is one of the most decisive factors, but it is a factor that is all too often
ignored, even by business economists.

An entrepreneur considers launching an advertising campaign to enhance
awareness of his company. He obtains a cost estimate from a public rela-
tions agency. Costs would amount to 10,000 euros. The entrepreneur is \
shocked by this amount and politely declines the offer Example

The entrepreneur is faced with the alternative:
= option 1: taking action
* option 2: not taking action or taking different action

It is obvious that taking action (= launching the campaign) would involve
costs amounting to 10,000 euros.

Less obvious is that the alternative of not taking action may be the cause of
€normous costs, namely in the form of costs of opportunities foregone:

- ’ y L/ - ~ne aznrle
= to enhance awareness of the company t!.‘.'cugn public relations work

* thus acquiring additional customers and,
= in further consequence, achieving higher profits, which may far exceed

the costs of the advertising campaign.

In fact, doing without advertising may even mean the end of a company
- there is definitely a lot of truth in the saying "advertise or die".

Op:)ortL.nity costs can therefore be seen as the " costs of benefits foregone”
Opportunity costs arise wherever decisions are taken. They should always be
taken into consideration, even though it is quite difficult to quantify these
costs with any degree of accuracy.
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Opportunity costs

Examp/ew

Examples of opportunity costs:

A sales representative decides a

gainst travelling a long way to visit a cus-

tomer. Travel expenses would be more than 1,000 euros,

= Opportunity costs: An order b
euros in sales revenues,

A branch manager decides a

y this customer may wel| bring 100,000

gainst employing a further sales assistant; the

latter would involve daily costs of 200 euros,

anything because they could not pe served in

= Opportunity costs: The costs caused b
mobbing, withholding of ideas, etc a

y fluctuation, inner resignation,
re very much higher.

Management tak: The term Opportunity costs can pe used t

when pleading in fa
this project entails

vour of a project, arguing for instance:

X €Uros in costs. However, we also hav
the Opportunity costs arising if we dr,

0 good effect
"l am aware that

e to be aware of
op it."
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n vestme”t analysi§ serves to assess the Quantitatiy. th
can be measured in monetary terms) of an investment = tOSe t.hat
00l that allows us to judge the expediency of an Project. It is a

investment isi
 ysed to compare the return generated by an investment wi(:;(:iltssloctsltt

e effects (=

as regards costs, we basically differentiate between
- the investment costs and the fixed costs and
» the variable costs.

The return on an investment may consist of
= actual income or revenues, but also

= cost savings (e.g. due to the replacement of a machine with high run-
ning expenses by a new, more cost-efficient machine).

The information required for carrying out an investment analysis consists of
the above named factors or key data.

We differentiate between two basic types of investment analysis: static and
dynamic methods of investment analysis.

Dynamic investment analysis methods additionally take into account the time
factor, meaning that future additional revenue flows are discounted to the
present value at the date at which the investment is made.

EB lysi
oL Investment analysis
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Investment costs = summary

We differentiate between the following investment analysis methods:
e

« Break-even calculation
Serves to calculate the number of units (unit sales) at which all costs have
been earned and the investment returns a profit.

The equation to calculate the break-even point is:

investment costs

break-even point =
r ; (price - variable costs)

= Pay-back method

Serves to determine how long it will take (days, months, years), until the
costs of an investment have been earned back and the investment returns
a profit.

investment costs

pay-back period =

(CM per unit x expected number of units
sold per period)

= Break-even sales method

Serves to calculate the sales volume at which all the costs involved in the
Investment have been earned.

break-even sales - break-even unit sales x price per unit
Break-even sales can also be cal

culated on the basis of the contribution margin
percentage (see above).
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Investment costs - summary

= Cost comparison calculation

serves to determine the point at which an investment in more expensive (ne
investment) or new (replacement investment) plant and equipment starts tw
return a profit because of variable costs saved. %

method of cost comparison calculation (for replacement investments)

1. Calculation of net investment costs

purchase price “new"
sales revenues "old"
- net investment costs

2. Calculation of cost savings in terms of variable costs per unit

variable costs "old” per unit
variable costs "new" per unit

= cost savings (profit) per unit

3. Division of net investment costs by costs saved per unit

net investment costs

break-even point =

cost savings (profit) per unit

4. Find out whether the break-even point will be reached

59
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FINANCIAL PLANNING / BUDGETING

. L)

General Learning Objectives

> Being able to explain the objectives, the structure and the instruments of
financial planning or budgeting

> Being able to explain the objectives and the Iayoul_of.th.e budgeted profit and
loss account, the budgeted balance sheet and the liquidity plan

3
2
B
B
P
1
> Being able to calculate target ratios regarding profitability, liquidity anc ‘.
productivity and derive conclusions from these ratios :
4
¢
3
.
.
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Learning targets:
» Being able to explain the purpose of financial planning or budgeting

» Being able to explain the difference between statutory financial
accounting, cost accounting and company-internal financial planning

» Being able to explain the logical procedure of financial planning

Using the example of referee Herzog, the importance of anticipatory financial
planning will be shown on the following pages. Tools and methods will be
used in this process that are already well known to trainees of EBC*L FevellA.
These include the balance sheet, the profit and loss account, the key ratios,
and the liquidity and cash-flow analysis.

In a first step, a differentiation is made between external accounting (=
financial accounting) and internal accounting methods (= cost accounting,
financial planning).

2.1.1. EXTERNAL ACCOUNTING

The key financial accounting instruments are the annual financial statements.
These provide information regarding

= the company’s performance in the past business year — whether it
became richer or poorer - in other words, whether it made a profit or
a loss (profit and loss account)

= the company's assets and capital (balance sheet)

The figures stated are actual figures from the past and present for which
evidence is provided as of the balance sheet date.

The annual financial statements provide the basis for calculating the ’kiy
fatios indicating the profitability and productivity of a company and 115
quidity situation.

ment, but also to external

This information is not only of interest to the manage ’
ties. In order to create

Parties such as banks, suppliers and government enti
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Financial planning — overview

> Cost accounting

> Company-internal
financial planning

the basis for a common tax base and rapid orientation, balance sheets an.d
profit and loss accounts must be drawn up in line with uniform legal provi-
sions. The structure and layout of annual financial statements, the balance
sheet date and certain calculation methods (e.g. amortisation and deprecia-

tion rules) are regulated by law.

2. 1. 2. INTERNAL ACCOUNTING

Above and beyond the information provided by financial accounting and
reporting, the entrepreneur or the company management will require more
detailed information regarding the company.

This includes:
1. All information derived by means of cost accounting, namely
= WHICH costs and revenues (cost element accounting) will accrue
= WHERE (cost centre accounting / profit centre accounting) and

= WHAT FOR (cost unit accounting)
(see EBC*L Level A).

2. The financial forecasts for the near-term and long-term future. These are
subsumed in the term financial planning.

In order to secure the continued existence of a company and plan its future
success, the management should endeavour to assess as exactly as pos-
sible:

= The amount of profit or loss the company is expected to generate in
the year to come. This projection is made by drawing up the budgeted
profit and loss account.

= The company's assets and the amount of equity and borrowed capital
at the end of the planning year. This projection is made by drawing up
the budgeted balance sheet.

* The development of cash flows in the course of the year and whether
there is a risk of a serious liquidity bottleneck in this period. This pro-
jection is called a liquidity plan.

Therc Is no statutory obligation for companies to perform cost accounting or
financial planning. Consequently, there are no binding standards defining the
structure and content of these instruments. Hence, it is left to the discretion

EBC*L - Financial planning




Financial planning - overview

the individual company to decide
of
|

on the layout of its budgeted profit an
the way it calculates Projected amortis

hich items to include in the d balance sheet (capitalise) and
- W
which to leave out of account.

d loss account,

dom of scope is the reason why itis difficult to Compare the budgeted
m;-:r:r:d loss accounts of different companies.
pront c
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Learning targets:

. to explain the purpose, the structur
» Being able . e and the key terms of
pudgeted profit and loss account (based on the knowledge speciﬁez ,-7,
the Learning Targets Catalogue of FBC*( Level A)

Being able to explain the purpose, the structyre and the key terms of
2 budgeted balance sheet (based on the knowledge specified in th A
Learning Targets Catalogue of EBC*L Leve/ A)

» Being able to calculate and explain the key financial ratios listed in the
Learning Targets Catalogue of EBC*L Level A on the basis of 2 budget-
ed balance sheet and a budgeted profit and loss account (target ratios)

» Being able to explain the purpose, the structure and the key terms of
liquidity planning

» Being able to explain the difference between income (revenues) and
inflows of funds

> Being able to explain the difference between expenses and outflows of
funds

> Being able to explain the term "cash flow"

> Being able to explain the terms "excess liquidity” and "funding gap"
(or "liquidity bottleneck"”) within the context of liquidity planning

2.2.1. CASE STUDY:
FINANCIAL PLANNING BY REFEREE HERZOG

reree career with the foot-
AM L1, g+ ’ y . y oy . - o F o career v',“‘"] the IcC
I Herzog finally decided to start out on his referee ca

‘ hic trainine. Being a person
ball association and to invest 5,000 euros in his training. Being a [

b ill have to

1:1 s whether he will have [«

Who thinks ahead, Mr. Herzog would like to know whether he will S

A R A : g ar ac referee. He therefore compares
cXpect a profit or a loss in his first year as reieree.

‘ i } ( Ta) o |
IS pros 5b the expenses he has to incur
nis 4,’(.’,"\,’(}(,( {jl,;(_- revenues V\r"“”«' ‘_f“t; (,'A;)f nses ne nas to

2.2.2. BUDGETED PROFIT AND LOSS ACCOUNT

¢ 10
] coSt ymount (o
! { neg (= investment costs) dl /
"€ One ' "OS of forpp JIng (= ¢ froom
ne-off costs of his referee training « Mr. Herzog starts out from
S 00r ' y 1: 4 £, two vears. / ¢ )
VU euros, His licence is valid for two 'y

the f~1
"Ollowing assumptions:
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Financial planning =

» Budgeted profit and

loss account

> Liquidity planning

68

instruments

price (revenue) per job € 140
variable costs per job € 40
_  contribution margin per job € 100
x job assignments per year 40 matches
_ total contribution margins € 4,000

If Mr. Herzog deducted the full amount of training costs of 5,000 euros from
this balance, he would arrive at an amount of minus 1,000 euros (= loss).
However, since his licence is valid for two years, he divides the training costs
by two and thus takes into account only 2,500 euros in costs for this year.

price (revenue) per job € 140
variable costs per job € 40
= contribution margin per job € 100
x job assignments per year 40 matches
= total contribution margins € 4,000
pro-rata training costs € 2,500
= result (profit) year 1 € 1,500

Mr. Herzog is satisfied: "Not bad if your favourite hobby even yields a
profit.”

2. 2. 3. LIQUIDITY PLANNING

Two months later Mr. Herzog's satisfaction has turned to displeasure. He
successfully finished his training and proved his worth in three matches.
But he has not yet seen a cent from the football association. Having bitterly
complained about this, he is informed that he obviously failed to read the
small print in his contract, which says that the premiums are collected and

disbursed on a quarterly basis. This means he has to wait a further month
until he gets his first payment.

This gets him into liquidity problems because he had a credit balance of
{u;t 2,100 euros on his savings account at the beginning of the year. This
2/45 enough to hr_rance his training and the travel expenses for his ﬁrst./obs.

ut now his credit is exhausted and more than that, his account is 20 euros
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in the red. To make ends meet he has to ask hjs best friend for al
oan.

Mr. Herzog never wants to get into this kind of bother agai

poot, by his hobby! He therefore decides to plan hijs ﬁng:r;'c,es Cna'used' t?
ciently in the future. Hg draws up a liquidity Plan in which he com 4 e;ﬂ-
actual income (=cash inflows) with hijs current expenses (= cash :ft’:;wg

on a month-for-month basis. He starts his compilation retroacti 1
his referee training. s

1. His starting capital (= savings) for the “referee undertaking"
it, amounted to 5,100 euros. e -

2. In January he took his training course, which involved costs of 5,000 euros
that had to be paid immediately.

3. In February he was called in to one match, in March he already got two
assignments. Travel expenses amounted to 40 euros per match, hence he
had cash outflows amounting to 120 euros in these two months.

4. In April he receives the first payment in the amount of 420 euros from
the football association. The amount is disbursed retroactively for the past
quarter (January to March).

5. The assignment plan for the rest of the year is as follows:

a. From April to the end of June is the main football season. In this period
he can expect to be assigned six jobs per month.

b. July is mid-season break and there will be no assignments.
C. In August and September he can again expect to be called in for six

matches a month. Four assignments are scheduled for October and
three for November.

6. The football association disburses the payments retroactively on a quar-
terly basis, i.e. in April, July, October and January of the following year.

EBC*| - Financial planning bt
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Financial planning

— instruments

Based on these data, Mr. Herzog's liquidity plan is as follows:

January February March April May June
¥ 420 0 0
Cash inflows 5,100 0 0

Cash outflows - 5,000 - 40 - 80 - 240 - 240 - 240
a

Cash flow + 100 - 40 - 80 + 180 - 240 - 240
as

Liquid funds +100 + 60 -20 +160 - 80 - 320

B3 July August September | Oktober | November | December

Cash inflows 2,520 0 0 1.680 0 0

Cash outflows 0. - 240 - 240 - 160 -120 0

Cash flow +2,520 - 240 - 240 +1.520 -120 0

Liquid funds +2,200 + 1,960 +1,720 | +3,240 +3,120 +3,120

Explanation of the liquidity plan:

In January the cash inflow of 5,700 euros from Mr. Herzog (= savings) com-
pares with cash outflows in the amount of 5,000 euros for the referee training.
This results in a positive cash flow of 100 euros. Liquid funds at the end of
the month amount to 100 euros (= excess liquidity/liquidity surplus).

Note: The excess amount of cash inflows over cash outflows is called cash
flow. In practice, more detailed liquidity plans differentiate and show cash
inflows by their source, e.g. sales revenues by product/product category,
sale of fixed assets, equity contributions, subsidies, etc.

February

In February mr. Herzog had his first assignment and cash outflows of 40
€uros for travel costs. As yet, there are no cash inflows. He therefore has a
negative cash flow of 40 euros; liquid funds drop to 60 euros.

g’
%;/ A Y

business
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Financial planning - instruments

In March Mr. Herzog is called in for two matches and he again has a nega-
tive cash flow of 80 euros this time. He thus records a negative balance or
shortfall of 20 euros on his account (= liquidity bottleneck).

April

In April Mr. Herzog can finally expect the cash inflow of 420 euros from the
football association for his referee jobs in the first quarter. This amount com-
pares with cash outflows of only 240 euros. He therefore records a positive
cash flow amounting to 180 euros and a liquidity surplus of 160 euros.

In both these months the cash flow is negative, resulting in a serious liquidity
bottleneck of 320 euros in June.

He absolutely has to make provisions for these two months. His landlord
will not tolerate it if he gets into arrears with his rent again - and Mr. Herzog
would not want to jeopardise his cosy flat for his much beloved hobby.

From July, when he receives a respectable 2,520 euros for 18 assignments
in the second quarter, his liquidity situation eases and Mr. Herzog can now
€xpect a liquidity surplus in each of these months.

Mr. Herzog ends the year with a liquidity surplus of 3,720 euros. In January
of the following year he can expect to receive another 980 euros for the
quarterly payment for the period October to December.

c ,'€;~k'.rz-‘ S 3
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Financial planning - instruments

Advantages of liquidity planning

e i important benefit: it spares him
. Herzog, liquidity planning has one impe o 4
Fz:)lgsa,:: surgpris?es and he can plan in good time how he will bridge the
u

months in which he has to expect a liquidity bottleneck.

i iation to make an exception and remit

Id, for instance, ask the association » M i

Hae rc::nt for his April assignments at the beginning of May. Another-optuon
fvoyuld be to ask his bank for a bridge loan, which he wpuld certainly be
granted as he is able to show that the liquidity bottleneck is only short term

in nature.

2.2.4. BUDGETED BALANCE SHEET

Mr. Herzog now also wants to find out what effects his football hobby will
have on his assets and financial situation. For this purpose he prepares an
opening and a closing balance sheet.

Opening balance sheet

> Sligingbalance Aot Capital
bank / cash in hand € 5,100 | own funds € 5,100
borrowed funds € 0
total assets € 5,100 | total capital € 5,100

Budgeted balance sheet (presumable closing balance sheet at the end of

the year)
> Budgeted balance
sheet Assets ’ Capital
licence € 2,500 | own funds € 6,600
accounts receivable € 980 | borrowed funds € 0
bank / cash in hand € 3,120
e L Ay LAGR
total assets

€ 6,600 | total capital € 6,600]
et W0 | total caphtal :

= wealth) at the beginning and the
. €uros. This amount is the profit he
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Financial planning - instruments

equity closing balance sheet € 6,600

equity opening balance sheet € 5100

profit € 1

e, POt 500
— "T

Note regarding Mr. Herzog's referee licence

the licence is valid for two years, therefore Mr. Herzog wrote it off to 50
cent. However, it is questionable whether Mr. Herzog would be allowedp:r
capitalise the licence in official annual statemen 7 Note

ts (as it cannot be classified
as a disposable asset) or whether the full amount of the costs would have to
be booked as expenses. However, in the case of an internal budgeting bal-

ance sheet the planning person is free to decide which items to include and
which to leave out of account.

2.2.5. TARGET RATIOS

Last but not least, Mr. Herzog wants to know whether his investment in the
referee training will turn out to be profitable in the end.

To answer this question, he compares the profit at the end of the year with
the invested capital.

1,500 Sees
profitability (ROI) = ——x100 = 30%

» Profitability (RO/)
5,000

Mr. Herzog calculates a ROI of 30%. He is more than satisfied with this rate.
5 : R -4 ~nn hic cavinoc unt at
After all he knows that he gets a mere 3% interest on his savings accou ita
the bank, in which he has deposited his savings to date

excellent by the end of

Addition iaui ituation promises to be
onally, his liquidity situation [ Jivable in the

} - - ' - - 3 ACC S rece
the year: 3,120 euros of liquid funds, further accounts re nts payable
- by - M a S payc
amount of 980 euros due in the following month and no accounts pay

on the Hdblm‘/ side
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Financial planning - instruments

I The example of Mr. Herzog illustrates

» Purpose of .
financial plan- = the great importance of anticipatory financial planning because unex-

ning pected liquidity bottlenecks may rapidly lead to the downfall of a com-
pany, and
= that financial planning is a practical application of the business man-
agement instruments introduced in EBC*L Level A. These include the
balance sheet, the profit and loss account, the key ratios and the (com-
prehensive) cash flow analysis (liquidity plan).
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6. SUMMARY: |

2.2
INSTRUMENTS OF FINANCIAL P

LANNIN

1. BUDGETED PROFIT AND LOSS ACCOUNT

gy preparing a.budgeted profit and loss account you can fiﬁd out wh
the business will generate a profit or a loss in the upcomih'g‘btiéines’s y

gasically, expected revenues are offset against expected expenses, the bal. :
ance indicates the projected profit or loss. et

expected revenues

expected expenses

= projected profit (projected loss)

The budgeted profit and loss account is drawn up applying more or less
the same rules as those used by the accounting department in preparing
the annual profit and loss account:

= |tis prepared taking into account business transactions that make the
company richer (= revenues) or poorer (= expenses).

= The purchase of assets with a lasting value (which are therefore capi-
talised in the balance sheet) is taken into account in the profit and loss
account in the form of write-offs. The applicable write-off rates for the
respective budget year have to be calculated and taken into account.

2. LIQUIDITY PLAN

> Liquidity plan
In 2 monthly liquidity plan

= the expected cash inflows are offset against

= the expected cash outflows.

The result is called cash flow.

b %

- v,i‘. N\

4
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Financial planning — instruments

» Cash flow

» Difference income
(revenues) and
inflows of funds

» Difference expenses
and outflows of funds

» Excess liquidity -
funding gap (liquidity
bottleneck)

> Budgeted balance sheet

» Target ratios

76

expected cash inflows
- expected cash outflows

= cash flow

Please note in this context that

= income or revenues do not necessarily generate a cash inflow immedi-
ately (for instance payments received on a quarterly basis);

= expenses do not necessarily entail a cash outflow (e.g. write-offs).
Another fact to be considered is that investments immediately result in a

cash flow in the full investment amount (but the profit is not reduced by this
full amount).

By summing up cash and cash equivalents at the beginning of the period and
the planned cash flows, we are able to calculate whether there will be excess
liquidity or a funding gap (= liquidity bottleneck) in the respective months. If
the planning figures indicate a liquidity bottleneck in a specific period, timely
planning permits us to take adequate counteraction.

3. BUDGETED BALANCE SHEET

A budgeted balance sheet indicates,

= the value of assets at the end of the respective year
= the expected amount of debt
= the expected amount of equity,

= and whether equity - by comparison to the beginning of the year - will
have increased (profit) or decreased (loss).

4. TARGET RATIOS

Calculating the target ratios based on the budgeted profit and loss account
and the budgeted balance sheet helps to find out whether a company will be
able to achieve its primary corporate goals in terms of profitability, liquidity
and productivity — provided everything develops as planned.

EBC*L - Financial planning
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= debt ratio ot i
= the liquidity ratios, i.e. the cashraup,
= return on equity R e
= return on total investment (ROI)
 return on sales |

77
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7.3.1. BUDGETED PROFIT AND LOSS ACCOUNT

As already mentioned, financial planning is not subject to statutory rules and
regulations. Therefore, the budgeted profit and loss account can be designed
in the way that appears most expedient for the respective company.

> Budgeted profit and
loss account

gelow you will find a model budgeted profit and loss account. Subsequently,
the individual items will be briefly discussed: |

Budgeted profit and loss ac- Target

count values

Sales revenues 450,000
- Sales deductions (discounts) 20,000
- Cost of sales 80,000
- Cost of production 0
= Contribution margin (gross yield) 350,000
+ Other operating income 0
- Personnel expenses 200,000
- Other operating expenses 45.000,
= Cash flow from operating activities 105,000
- Depreciation and amortisation 12,000
= Operating result 93,000
+ Financial income 2,000
- Interest and other financial expenses 8,000
= Profit on ordinary activities 87,000
+ Extraordinary income 0
- Extraordinary expenses 0
= Profit for the year before tax 87,000
- Tax on income 17,400
= Profit for the year after tax 69,600

All the above terms are known from the chapters on financial ??Co?nténfé
key ratios and cost accounting of EBC*L Level A. The only unfamiliar fgtél :Jnd
is that they have been combined in the context of a budgeted proht ¢
loss account.
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Financial

» Cash flow

» Difference
expense - cash outflow

80

planning in practice — budgeting

on margin is calculated: This term denotes sales
s less costs directly attributable to the products,
nt of goods or direct cost of production

In a first step the contributi
revenues from core activitie
such as the costs for the procureme
(often, this result is called gross yield).

operating activities is calculated by adding other operat-

The cash flow from Z
ntribution margin and deducting all other costs that actu-

ing income to the co 3 S
ally result in cash outflows. The cash flow from operating activities indicates

the excess balance of cash inflows over cash outflows (it roughly corresponds
to the term EBITDA, earnings before interest, depreciation and amortisation,

which is frequently used today).

In a next step, accounting transactions other than those resulting in actual
cash flows are deducted from the cash flow from operating activities. These
primarily include depreciation and amortisation (= expenses that do not imme-
diately entail a cash flow). With this step we arrive at the operating result
(also called EBIT, earnings before interest and tax).

From this point the budgeted profit and loss account follows the pattern
known from financial accounting and reporting rules: The profit on ordinary
activities (earnings before tax) is calculated by taking into account financial
income and expenses. In a next step extraordinary income and expenses, if
any, are added and deducted, which brings us to the profit for the year before
tax, and, taking into account tax on income, the profit after tax.

The unorthodox structure of a budgeted profit and loss account has one

gregt advantage: It gives an immediate overview of all information of mate-
rial importance for the company:

= If the contribution margin i i
‘ gin is low or even negative, the company is in
massive danger. All alarm bells should immediately start ring‘i)ng.y

If 2

F ,e;};eaiash ﬂo‘?’ from operating activities is negative, this is also to be
e imaus:; or serious alafm. In addition, the company will have to
mediately whether it has sufficient liquid reserves to cover the

negative cash flow or whether additi :
t .
tapped (e.g. by taking up a loan). 'tional financing resources must be
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= In the profit on ordinary activities the financial r
toin e esult h
into account. Adjusting this item for extraordinary itemis‘::‘:: taken
the profit for the year. If a profit is only attained thanks to a ::'I\;ir?;

positive financial or extraordinary result, it is certainly w. i
have a closer look at the efficiency of the core businezs orthwhile to

For existing companies it definitely makes sense to
loss account data as a basis and compare them with t
addition, changes can be expressed in percentage r.
an even more transparent way.

se the latest profit and
he projected figures. In
ates to present them in

Example:

BUDGETED PROFIT AND LOSS ACCOUNT

Actual Target Change
in %
Sales revenues 360,000 450,000 25%
- Sales deductions (discounts) 30,000 20,000 -33%
- Cost of sales 60,000 80,000 33%
- Cost of production 0 0
= Contribution margin 270,000 350,000 30%
+ Other operating income 0 0
- Personnel expenses 180,000 200,000 1%
- Other operating expenses 40,000 45,000 13%
= Cash flow from operating activities 50,000 105,000 110%
- Depreciation and amortisation 10,000 12,000 20%
= Operating result 40,000 93,000 133%
+ Financial income 2,000 2,000 0%
- Interest and other financial expenses 8,000 8,000 0%
= Profit on ordinary activities 34,000 87,000 156%
+ Extraordinary income 0 0 3
- Extraordinary expenses 3,000 0 -100%
= Profit for the year before tax 31,000 87,000 131:/"
- Tax on income 6,200 17,400 181%
= Profit for the year after tax 24,800 69,600 181%

This may well remind heads of department of their annual budget ca{culj-
tions. Target values are defined on the basis of actual values. This can be
done by stating absolute values:

5 > ution
= Sales revenues must be increased to 450,000 euros, the contrib

margin to 350,000 euros.
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Financial planning in practice = budgeting

Another frequently observed approach is to state the targets in percentage
values:

= Sales revenues are to be increased by 25%, the contribution margin
by 30%.

2.3.2. BUDGETED BALANCE SHEET

The budgeted balance sheet has the same layout as the balance sheet pre-

k : 3
e A pared for accounting and reporting purposes. However, assets and liabilities

sheet
are not listed side by side but one below the other. Among other things, this
approach has the effect of permitting an easy comparison of target values
and actual values.
Example:
; budgeted balance sheet
Example Actual Target Change in %
ASSETS
Real estate 100,000 95,000 -5%
Plant and equipment 50,000 70,000 40%
' Machinery and vehicle fleet 80,000 90,000 13%
Inventory 60,000 50,000 -17%
Accounts receivable 20,000 12,000 -40%
Securities 0 10,000
Liquid funds | 40,000 70,000 75% |
TOTAL ASSETS 350,000| 397,000 13% |
LIABILITIES f
'_x
E : |
%%U:YI 100,000|  172,000] 72% |
= |
ok oans 120,000 110,000 | -8%
v
Provons | 25000  25,000] 0% |
| Accounts payable
| Tom_ 105,000 S0,000 -14%
' BILITI | 350 ‘
By ES_ 350.0& 397,000 13% |
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2. 3. 3. LIQUIDITY PLAN

Financial planning in practice - budgeting

A liquidity plan can be prepared in great detail, showing all payment flows
irrespective of whether these cash flows have the effect of increasing or
reducing profit or have no effect on profit.

Example:

LIQUIDITY PLAN

Month 1

Month 2

Month 3

Month ...

Cash and cash
equivalents at the
beginning of the period

Cash inflows from ...

Sales revenues

Interest received

Accounts receivable

Sale of fixed assets

Sale of securities

Others

Total CASH INFLOWS

Cash outflows for ...

Personnel expenses

Material expenses

Goods purchased

Interest paid

Purchase of fixed assets

Purchase of securities

Repayment of loans

Others

Total CASH OUTFLOWS

| Cash flow

Cash and cash

equivalents at the end of
Lthe period

EBC*L - F

nancial planning
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Learning target:

» Being able to explain the major problems of financial planning

The example of Mr. Herzog shows that financial planning can produce a
wealth of valuable information. However, we must not overlook the fact that
- asin every type of planning - the future constitutes an aspect of uncertainty
that should not be underestimated. Financial planning requires assumptions
to be made regarding:

marketable volumes

"

achievable prices

“

costs for the procurement of goods, personnel, energy, interest pay-
ments, etc.

= necessary investments

Only in very few cases will these assumptions actually be met as forecast. A
sharp price decline may reduce profits or profits may surge skywards due to
unexpected rush demand by customers (provided a company has the capaci-
ties to deal with such an onrush).

Uncertainties such as these always have to be taken into consideration. Finan-
cial planning is therefore an ongoing process that requires regular revision
and updating.

Referee Herzog — what may the future bring?

Mr. Herzog also has to consider a number of imponderables:

= The football association might train too many referees. This would give
rise to excess supply and entail a lower number of assignments

v Yy S 7( L,'\' ner
= The football association might not be satisfied with Mr. Herzo S

. ) he has to pay
formance and require him to undergo further training he has 1o |

out of his own pocket
1 ) )
' ] | ) dand navt
= The football association might encounter financial problems and |
;,‘.u‘(/ for the referee :

155120

to cut costs and therefore also the rates

ments

EBC*L - Financial planning

Learning targets

> Problems of financial
planning
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)
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The main problem of financial planning: the uncertainty of e future

- The football association might turn out to be an unreliable debtor,
resulting in the commissions being paid semi-annually rather than

quarterly.

= Petrol prices and road charges might go up, resulting in higher travel
expenses.

= |n April, the beginning of the season to boot, Mr. Herzog might break
a leg and have to take a break until August.

= Conversely, it is conceivable that Mr. Herzog might rapidly advance
to the status of a star referee and get double the number of jobs and
this at 30% higher rates.

= and many more ...
Each of the above listed events would completely throw over Mr. Herzog's

financial plan. Mr. Herzog therefore decides to review the entire set of data
at the end of each month and update his financial plan accordingly.
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Learning target:

» Being able to explain the basic difference between

financing equity and d

If a company experiences a liquidity bottleneck, it is compelled to

additional capital to bridge the gap.

Additional capital may also have to be raised if a company is unabl
finance a planned expansion from its own resources or if it has to invest in
new plant and equipment.

Basically, there are two financing options:

= equity financing

= debt financing

%’ S 89
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3. 2. Equity financing

A,

R D “en

Learning targets:

» Being able to name and explain different equity financing options
> Being able to explain the terms "shares” and "new shares”

> Being able to explain the term "undisclosed partnership”

The term "equity financing” denotes the act of raising additional capital
through equity investments. This capital may be contributed by the entre-
preneurs or existing shareholders (partners) or by persons or institutions
that were hitherto not linked with the company. In return, the latter acquire
a share in the company (profit, company value). The primary advantage of
equity financing as compared to debt financing is that it involves no current
interest expenses and capital repayments. A heavy burden of fixed costs due
to interest and capital repayments may ruin a company in times of crisis.

If a company needs additional capital (e.g. raised by taking in further partners),
the capital increase often takes the form of a reorganisation, for instance:

= a sole proprietorship is converted to a limited partnership

= a general partnership is converted to a public limited company

Another option is to take in so-called undisclosed partners against a partici-
pation in the company's profit.

For the advantages and disadvantages, rights and responsibilities under the
individual legal forms see EBC*L Level A, Business Law.

3.2.1. NEW SHARES

Public limited companies have the possibility to raise additional funds by
issuing new shares (= issuance of new shares). This transaction is also called
capital increase. The capital raised is equity capital. The new shareholders
acquire a participation in the company and benefit from profit distributions
(= dividend) and a rising share price (= price gains). Moreover, they usually
have voting rights in the general meeting of shareholders.

EBC.L - Fﬂ{;.’](”';z —_—y

Learning targets

o

> Equity financing

» New shares
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Equity financing

The shareholders, in their role of business partners, run a risk of "leaving
empty handed” if the company fails to generate a profit or, indeed, makes
a loss or if the share price declines (=price loss).

3. 2. 2. VENTURE CAPITAL

(Not exam relevant)

In recent years the term venture capital (= risk capital) has become widely
used. It is frequently encountered in the context of so-called venture capital
funds acquiring an interest in highly risky businesses (predominantly in the
high-tech sector). In many cases these venture funds not only bring in capi-
tal, but also offer comprehensive consulting services. The venture capitalist's
participation in the company is usually for a restricted period of time. As a
rule, they expect to sell their interest in the company at a high profit within

just a few years.
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Learning targets:
» Being able to name and explain different debt financing options

» Being able to explain the terms "creditworthiness/credit rating” and /\/\/
"credit assessment”

Leaming targets

» Being able to explain the term "bank loan"

» Being able to explain the terms "nominal rate of interest” and "effec-
tive rate of interest”

» Being able to explain the term "overdraft facility "

» Being able to explain the term "supplier credit”

» Being able to explain the term "bond"
> Being able to explain the term "leasing”

» Being able to explain the term "factoring”

If equity financing is not possible or not desirable, a debt financing solution > Debt financing
will have to be considered. There are different types of debt financing, i.e.
bank loan, overdraft facility, supplier credit, leasing, bonds and factoring.

The prerequisite for obtaining debt finance is a satisfactory creditworthiness > Credit rating
(= credit rating). In order to verify the creditworthiness of a company, the
financial institutions will

= analyse the company’s economic situation and its future prospects
(balance sheet, profit and loss account, ratio analysis, sector analysis,
business plan)

= demand collateral

= examine the quality of the management (technical and business man-
agement know-how, personal trustworthiness, etc.)

Note: The credit assessment has gained significance since the European Parlia-
ment passed the so-called Basel Il Directive. Although it only requires banks
to perform an in-depth credit assessment for large credit cxposures,. banks
have adopted the practice of assessing the borrowers' credit standing for
smaller loan amounts as well.
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Debt financing

» Bank loan

> Nominal rate of
interest

> Effective rate of
interest

> Overdraft facility
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3.3. 1. BANK LOAN

debt financing is taking out a loan from a bank. As a ryle,

ical form of s ¢
Thetldss ving made a credit assessment,

banks will grant such a loan only after ha

The bank grants a loan under the condition that
= the borrower pays interest on the loan amount, and
= repays the entire loan amount.

Repayment of the loan may take different forms:

= regular loan instalments (monthly or quarterly) falling due from the
date the loan is taken out

= |oan instalments starting to fall due with a few months delay

= the loan amount only has to be repaid at the end of the agreed loan
term (bullet loan)

Taking out a loan may involve the following types of costs:

= interest
= loan commission falling due upon conclusion of the loan agreement
= fees (one-off and regular)

= credit tax

When comparing different loan offers it is important that one thing is
taken into account: A seemingly advantageous offer (only x% inter-
est) may ultimately turn out quite expensive due to high extra fees and
charges. In order to render loan offers comparable it is recommended
to calculate the so-called effective rate of interest, in which all credit
costs (fees, commission, charges, etc.) are taken into account. We there

fore differentiate between th i
_ € nominal rate of i i
effective rate of interest. et i

3.3.2. OVERDRAFT FACILITY

tc i .
nyin'?sames on thglr current account. To be granted this
'X€ a private individual - has to set up an account

ugh this account the :
i compan t
INg payments. pany is then able to transac

credit line the compa
with the bank. Thro
INcoming and outgo
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Incoming and outgoing payments on a company’'s current account may some-
times result in a credit balance, sometimes in a debit balance, Depending on
whether the balance is positive or negative, the bank credits or debits integrest
to the account. This interest is calculated on a daily basis and is usually ver

low on credit balances and extremely high if the account goes into the red)./

Example:

Interest on credit balance: 0.25%
Interest paid on overdraft: 13%

Considering its usually high interest charges, a credit line or overdraft facility
is only recommended for meeting short-term capital requirements. However,
this credit variant is quite popular with businesses because the overdraft facil-
ity can be utilised more or less automatically and without any formal barriers,
Once a company has set up a bank account and negotiated a credit line (=
maximum debit balance permitted to accumulate on the account), it need
not call on the bank for a loan every time extra funds are needed.

The overdraft limit depends on the company’s credit rating or creditworthi-
ness. In the case of small companies, the credit line will be limited to a few
thousand euros, whereas large corporations may be granted facilities extend-
ing to several million euros.

3. 3. 3. SUPPLIER CREDIT

We speak of a supplier credit (or trade loan) if a company exploits the pay-
ment periods allowed by its suppliers. By delaying the outflow of funds as
long as possible, the company gains a certain time buffer.

Example:

} =y . oaftor the <i1in-
Payment is due within 10 days without any deductions. Thereafter, the sup
plier charges the company interest at a rate of 2% per month. Obviously,

the 10 days allowed for payment should be exploited to the last day.

It interest — often

But frequently companies also put up with paying defau
e . - : ! » of 2% pe onth
because they are not aware that "interest at the rate of 2% per moi

actually means a horrendous annual rate of 32°

EBC*L - Financing

> Supplier credit
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Example\l

95




SRR A A

Debt financing

» Leasing
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3. 3. 4. LEASING

This financing variant has established itse!f as a popular alternative tq the
classical bank loan. However, its purpose is less to provide funds t.o bridge
liquidity bottlenecks than to finance investments. The range of possible leas-
ing objects includes everything from computers and vehicles to real estate

and even turn-key production plants.

The term "leasing” denotes a special form of hire contract concluded between
the lessor and the lessee. This means that the leased property (leased object)
remains in possession of the lessor.

The agreement gives the lessee the right to use the leased object (e.g. a car)
and in return requires the lessee to pay a leasing rate, which covers the costs
for financing the property, the administrative expenses and the risk incurred

by the lessor.
The lease contract may include additional agreements, for instance,

= whether the leasing object has to be returned to the lessor upon expiry
of the lease contract or may be bought by the lessee for a specified
amount;

= whether insurance contracts are to be concluded to cover the risk of
accidental loss (e.g. the total loss of a car);

= etc.

A vast number of different leasing variants has evolved in the course of time.
One reason for this great variety is that resourceful tax experts came to con-
sider leasing a fiscally advantageous financing variant. But the tax authorities
did not take very long to close these tax loopholes as they emerged.

Companies are often faced with the alternative of financing an investment
either by taking up a loan or through leasing. The following decision-making
Criteria must be considered in this context:

= @comparison of the effective rate of interest

= accounting policy aspects; for instance, if a car is financed through a
loan, both the car and the loan are shown in the balance sheet: if it is
leased, only the leasing rates are shown as expenses:

= tax aspects

We haye to look at the individual case to decide which of the two, leasing
or credit financing, is the better option.
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3. 3. 5. SALE AND LEASE BACK

(Not exam relevant)

This is a more complex leasing variant under which a business sells a fixed asset

; : > Sal
item (e.g. the vehicle fleet, machinery) to a leasing cOmpany and then hires or e

3. 3. 6. BONDS

Banks, when granting large credits to companies, usually secure themselves > Bonds
certain information and decision-making rights. Notably large corporations

aim at reducing the resulting dependency on banks and, rather then bor-

rowing from banks, raise the money for investments from private individuals

or other institutions. This is done by issuing so-called bonds (=issuance of

bonds). Bonds are securities by which the issuer confirms to the bondholder

that the latter

= lent the company a specified amount of money and that this amount
will be repaid after a certain period of time (at maturity)

= will receive a guaranteed rate of interest on this amount of capital.

Bonds issued by companies (= corporate bonds) usually boast a higher rate

of return than traditional savings accounts or bonds issued by the state (=

government bonds). The higher yield of corporate bonds is due to the high- [
er risk investors incur when buying these bonds. If the company defaults,

the bondholders’ money is also gone. For the companies, bonds are debt

capital. Bonds are issued to third parties / institutions and - similar to shares

~ are partly exchange traded,
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Debt financing

s 3.3.7. FACTORING

& . Rt We speak of "factoring” if a company sells receivables due from its customers
- a

Ry > to a so-ralled factoring company (usually a bank).

. {:f’

A Example: A company has carried out an order worth 10,000 euros and has

already invoiced this amount. Owing to a special agreement, the amount
will fall due only in six months' time.

Aty

The company now sells this account receivable to a factoring bank. The latter,
< rather than paying the full 10,000 euros, withholds a certain share for:

= interest
= incurring the (customer’s) default risk

= administrative expenses

For the company, this financing variant has the advantage that it immediately
gets the money and does not have to wait for the receivables to be paid by
the customer, does not have to worry about payment reminders (dunning),
and is no longer exposed to the risk that the Customer could go bankrupt.

However, these advantages are partly offset by an important disadvantage:
In collecting their claims the factoring banks don't exactly treat their debtors

with kid gloves. Hence, there is a risk the company will upset customers and
lose them as a result.
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4. 1. Case study: professional referee
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Finally, you now get a chance to test the knowledge you have acquired by
applying it to the example of Mr. Herzog. This time, however, we make a
small enterprise of Mr. Herzog’s refereeing hobby: Mr. Herzog becomes 1
professional referee.

Note 1: Our example has now become a little more complex and ideally you
should work it through together with a trainer. If you want to try it on your
own, you will find the solutions at www.easybusiness.at/book

Note 2: You won't be set such a complex task in the EBC*L exam.

4.1.1. MR. HERZOG
BECOMES A PROFESSIONAL REFEREE

g has gained an excellent reputation as a referee over the past

three years. Time and again people suggest to him that he should ive up his
> F ! 55

“ordinary” job and earn his living as a professional referee. For Mr. Herzog

€ a dream come true. But he has a wife and two small children

1d he doesn't want to decide in a rush. "Better calculate ten

e off the mark once”, is his motto.
- ) ofeccional referece he wre ild have to make
» d protessional rereree, he would have to make

111ide £ - e g R Allraring aces ntinnc
GUILC a 1ew investments. He starts out from the following f“""""?."f“”n\‘

Note
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Case study - Financial planning by referee Herzog

« Costs of training courseé for grofes-
sional referee and referee Ilce_nce € 10,000
(valid for four years) are capitalised
and written off over four years.

- A comfortable and safe car for his
numerous trips. He expects to drive € 40,000

the car for four years.

« A computer with Iargg-screen moni- s
tor; expected useful life: 4 years

= Small office — monthly rent € 400
= |nternet fee, monthly €30
= Mobile phone costs (lump sum),
€ 50
monthly
= Other current expenses per month € 100
= |nterest on loan (per year) € 3,000
= Travel costs and accommodation per € 200
match

Mr. Herzog needs 2,000 euros per month to cover his private fixed costs
(Note: Full amount has to be taken into account as ordinary cost factor
in the budgeted profit and loss account; tax issues are not relevant in this
example).

In June Mr. Herzog plans the following investments:

= Large-screen television for video analysis

of the matches; useful life: five years € 1,500

= Washing machine and drier (he wants to

wash his work clothes himself): useful € 800
life: 8 years
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Case study - Financial Planning by referee

Mir. Herzog has saved quite a bit of money in recent years and has 18 000
Mr. Herzoj 7
euros in his savings account,

L

crom his bank he already has a commitment for a loan in the amount of
;:U. 000 euros. The interest he has to pay on this loan amounts to 3,000 euros
annually - as taken into account in the table. This first payment only falls
due in December of the first year. (Note: The loan is a bullet loan, which
means that the capital is repaid at the end of the loan term),

with a total capital of 58,000 euros, Mr. Herzog is able to cover the basic
investments in his training, a car and the computer. Additionally, he has
6,000 euros in cash left.

The national football league pays 1,500 euros per match.

Payments are made retroactively every four months (beginning of May/
beginning of September / beginning of January).

As a professional referee Mr. Herzog gets a binding commitment for 48
matches per year. These are distributed as follows:

| ,"ﬁon(—h [ Matches | Month + Matches |
January ' 0 July 5
February ‘ 2 | August 1 “
March 5 3] Sv,')f;mhc/ = 5

. /\Q!;f : 7‘7 % Oc f(,)})(‘/ % 5

‘ v":j)’ 5 = N()'/_tj'mbu—r [ 5

‘ — —— ]
| June 5 December 2
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Case study - Financial planning by referee Herzog

4.1. 2. TASKS: FINANCIAL PLANNING / BUDGETING

1. Draw up a budgeted opening balance sheet as of the beginning of the
: year. (01 Jan. 200x).

(Note: The solution is given on the last page; pleas‘e have a try before you
look.it up. However, to make sure that your basic d.ata are correct, you
should compare your solution with the sample solution before you start

the remaining task blocks).
2. Draw up a budgeted profit and loss account (in report form).

- Also calculate the contribution margin (gross yield) and the cash
flow.

3. Draw up a monthly liquidity plan for the first business year.

- Find out in which months Mr. Herzog will have excess liquidity and
in which a funding gap.

4. Draw up a budgeted balance sheet as of the end of the year (31 Dec.
200x).

5. Calculate the following target ratios and comment on them:

- Return on equity (based on the budgeted profit and loss account
and the budgeted opening balance sheet)

- Equity ratio (based on the budgeted balance sheet as of the end of
the year)

4. 1. 3. TASKS: INVESTMENT ANALYSIS
6. Calculgte the break-even point for one year (all fixed costs have to be
taken into account on a pro-rata basis for 1 year).

. Calculate break-even sales for one year.

f::lf::ssthree variables that can be changed to obtain more favourable
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Case study - Financial planning by referee Herz

4. 1. 4. TASKS: BUSINESS PLAN / MARKETING

9, Develop a corporate vision for Mr. Herzog as referee.
10. Develop a corporate design for Mr. Herzog as referee.
11. Who could Mr. Herzog's stakeholders be?
12. Who is Mr. Herzog's customer? Which needs does the latter have?
13. Which marketing measures would you recommend for Mr. Herzog?

14. Take Maslow’s hierarchy of needs and explain which of Mr. Herzog ‘s
needs the referee job would fulfil.
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piannrg by referee HeTOE

4 1. 5. SOLUTION TO ITEM 1, FINANCIAL PLANNING:
BUDGETED OPENING BALANCE SHEET

GETED OPENING BALANCE SHEET

~

REFEREE HERZOG:
BUD

SSETS
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TO CONCLUDE PLEASE NOTE:

As mentioned above, you can get the solutions to the remaining items
either from your favourite trainer or call them up on the Internet at
www.easybusiness.at/book
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The Easy Route to
Business Management

Easy Business is the perfect way to prepare for the
European Business Competence* Licence, EBC*L

This study manual specifically focuses on the learning targets of the
European Business Competence* Licence, EBC*L, offering a perfect way of
preparing for this exam. The central element of Level B is the business plan.
A wide variety of planning and budgeting instruments have been develo-
ped to support project planners and executives in establishing business
plans. Having worked through this manual, you will be able to draw up a
business plan for any specific project and argue its pros and cons. You will
also have developed the professional expertise and skills required for your
career or to start a business of your own. The "Easy Business” method has
received numerous awards for its unique, practice-oriented approach that

ensures easy reading and understanding.

EBﬁcLL

Europeim Busmess
. Competence*
\ Licence ,

Www.easybusiness.at

v

i

\



