Marketing
            * Role of marketing – creates a link between the business and the customer/consumer
  * Strategic role of marketing goods and services
      * A common financial business goal is profit maximisation. The strategic role of marketing is to translate this goal into reality.
profit maximisation occurs when there is maximum difference between the total revenue coming into the business and total costs being paid out.
      * Marketing should: 
1. make the consumer aware of the product
2. highlight its features and benefits
3. persuade the customer to buy this product/service
4. encourage repeat purchase and customer loyalty 
marketing is a total system of interacting activities designed to plan, price, promote and distribute products to present and potential customers.
This definition reveals the four main features of marketing
        * Involves a wide range of activities
        * Is directed at a wide range of goods and services and ideas
        * Stresses the importance of satisfying exchanges
        * Is not limited to the activities of businesses
  * Marketing plan
marketing plan is a document that lists activates aimed at achieving particular marketing outcomes in relation to goods or services. – To achieve the goal of profit maximisation, the marketing plan should be the focus of both short term and long term planning for three reasons;
  1. The marketing plan outlines the strategies to be used to bring the buyer and seller together. The business needs to be able to identify
  * Where the market is
  * Who will buy the product
  * Why they will buy the product
  * How often they will buy the product
  2. The core of marketing is satisfying existing customer wants, which should lead to repeat sales
  3. Marketing is the revenue-generating activity of any business. Nothing is 

achieved until a sale is made
  * Interdependence with other key business functions
      * The marketing concept is a philosophy that states all sections of the business are involved in satisfying a customer’s needs and wants while achieving the business’s goals.

  * Production, selling, marketing approaches

Production approach
1820’s-1920’s | Sales Approach
1920’s-1960’s | Marketing approach
1960’s-1980’s |
Definition:
The production approach focused businesses on the production of goods and services | Definition: 
The sales approach emphasised selling because of increased competition. | Definition:
The marketing approach focuses on finding out what customers want and then satisfying the need |
| | |
| | Research customer’s needs and wants |
| | Adopt the marketing concept |
| advertise | advertise |
| Train sales force (training) | Train sales force (training) |
Take orders | Take orders | Take orders |
Deliver goods/perform services | Deliver goods/perform services | Deliver goods/perform services |

  * Production approach
      * The attitude towards marketing is best explained by a catchphrase common during this time “if we make it, they will buy it”
      * Production design was based more on the demands of mass production techniques than on customer needs and wants.
      * Marketing consisted of simply taking orders and delivering the products.
  * Sales approach
      * High-quality, mass-produced products came on to the market, and the competition between businesses increased.
      * Businesses could no longer rely on selling all it produced.
      * Businesses had to develop a new marketing approach – one that was sales-orientated in an attempt to beat the competition and gain new customers.
      * Businesses increased their spending on advertising, marketing making use of the newly developed

electronic communication systems such as film and radio
      * Sales representatives were hired and trained
      * Salespeople – reached out to thousands of people and sometimes used high pressure tactics 
      * Most businesses were still neglecting the needs of the customer, instead of researching what the customer wanted, they were producing what the company could make and getting their sales representatives to create demand.
  * Marketing approach
      * Placing the customer at the centre of all marketing activities
      * Extra income was used to satisfy their needs and wants with different types of goods and services
      * Producers now had to learn how to satisfy wants as well as needs
Discretionary income: money left over after all needs have been satisfied. This money can be used by consumers to satisfy their wants
Customer orientation: collecting information from customers and basing marketing decisions and practise on customer’s wants and interest
Customer satisfaction: refers to the relationship between price, quality and the value for money in satisfying a customer’s needs and/or wants
Relationship marketing: keeping existing customers satisfied whilst placing a high priority on customer retention and continually satisfaction, therefore attracting new customers and repeating the process.
  * Types of markets – resource, industrial, intermediate, consumer, mass, niche
      * Resource
        * Resource market consists of those individuals or groups that are engaged in all forms of primary production, including mining, agriculture, forestry and fishing.
        * Eg/ famers purchase machinery, seed and fertiliser
  * Industrial
      * Industrial market includes industries and businesses that purchase products to use in the production of other products or in their daily operations
      * Eg/ tip

top bakery buys flor for bread to be made
  * Intermediate
      * Intermediate market consists of wholesalers and retailers who purchase finished products and resell them to make a profit.
      * Eg/   subway is a retailer that buys goods to make into products to sell
  * Consumer
      * Consumer markets consist of individuals – that is, members of a household who plan to see or consume the products they buy.
      * Eg/ housing, clothing, food and cars
  * Mass 
      * Mass markets the seller mass-produces, mass-distributes and mass-promotes one product to all buyers.
      * The business does not target specific consumers and assume that all customers have similar needs and wants
      * Eg/ model T Ford was mass produced
  * Niche
      * Niche market, also known as a concentrated or micro market, is a narrowly selected target market segment, consists of buyers who have specific needs or lifestyles
      * The smaller of groups become the target market, towards which marketing managers aim their marketing efforts
      * Eg/ newsagents have magazines that appeal for all

  * Influences on marketing
      * Factors influencing customer choice – psychological, sociocultural, economic, government
        * Psychological factors
            *   Psychological factors are influences within an individual that affect his or her buying behaviour
              * Perception
                  * Perception is the process through which people select, organise and interpret information to create meaning.
              * Motives
                  * A motive is the reason that makes an individual do something
              * Attitudes 
                  * An attitude is a person’s overall feeling about an object or activity
              * Personality and self-image
                  * An individual’s personality is the collection

of all the behaviours and characteristics that make up that person
                  * An individual’s self-image relates to how a person views himself or herself
              * Learning
                  * Learning refers to changes in an individual’s behaviour caused by information and experiences
                  * Brand loyalty occurs when a favourable attitude towards a single brand results in repeat sales over time.
        * Sociocultural factors
            * Sociocultural factors are forces exerted by other people and groups that affect an individual’s buying behaviour
              * Social class
                  * Social class refers to a person’s relative rank in society, based on his or her education, income or occupation
              * Culture and sub culture
                  * Culture is all the learned values, beliefs, behaviours and traditions shared by a society. It determines what we wear, what and how we eat, and where and how they live.
              * Reference (peer) groups
                  * A reference or peer group is a group of people with whom a person closely identifies, adopting their attitudes, values and beliefs

        * Economic factors
            * They influence a business’s capacity to compete and a customer’s willingness and ability to spend.
            * Fluctuates from boom to recession
              * Boom
                  * A boom is a period of low unemployment and rising incomes.
                  * Businesses increase their production lines and attempt to increase their market share by intensifying their promotional efforts
              * Recession
                  * A recession sees unemployment reach high levels and incomes fall dramatically.
        * Government influences
            * Depending on the prevailing economic, conditions, the government will

put in place policies that expand or contract the level of economic activity.
            * Influence of government regulations has a more direct and immediate impact on the marketing plan of a business.
            * Regulatory forces consist of laws (statutes) and regulatory bodies that can influence business behaviour.
              * such forces exert a significant influence over the marketing activities of businesses because the breaking of these laws or regulations may result in financial penalties.
      * Consumer laws
        * Governments have introduced laws to improve the protection and rights of consumers, and to clarify the rights and responsibilities of businesses.
            * The Australian consumer law (ACL)
              * In 2011, a single national consumer –the ACL – was introduced, which replaced 17 existing national, state and territory laws. The ACL applies in the same way to all Australian consumers and businesses, regardless of where the business operates or where the consumer shops
            * The competition and consumer act 2010
              * Has two major purposes
                  * 1. To protect consumers against undesirable practices, such as misrepresenting the contents of products, their place of production, and misleading and deceptive advertising
                    * Eg/ it ensures that such statements are not made:
                        * Designed in Italy (but made in china)
                        * Product of Australia (the bottle-but the content grown in Turkey)
                  * 2. To regulate certain trade practices that restricts competition. This government also wants to ensure a number of businesses are operation at any one time in the same market to encourage competition.
                    * Eg/ petrol prices that tend to go up and down at the same time regardless

of the company – EXAMPLE – Tuesday prices are low and Saturday prices are high.
                    * Breaches of this law are handled by:
                        * The A.C.C.C. 
Australian consumer and competition commission
                          * Handles consumers concerns over businesses
                        * ASIC
Australian securities and investment commission
                          * Handles complaints against financial institutions such as banks 
        * Deceptive and misleading advertising
            * Even though the competition and consumer act makes deceptive and misleading advertising illegal, a number of methods are still used by some businesses
              * Fine print – important conditions are written in a small-sized print and are therefore difficult to read.
              * Before and after advertisements – consumers may be misled by ‘before’ and ‘after’ advertisements, where the comparison is distorted so that ‘before’ images are worsened and ;after; images are enhanced
              * Tests and surveys – some advertisements make unsubstantiated claims; for example stating ‘9 out of 10 people’ prefer a product when no survey has been conducted
              * Country of origin – accuracy in labelling is important – eg/ ‘made in Australia’   and ‘product of Australia’ are two different things
              * Packaging – the size and shape of the package may give misleading impression of the contents
              * Special offer – advertisements may be misleading or deceptive if they imply that a special offer is available for only a limited period, when in fact the offer is continuously available
            * Two of the most deceptive and misleading advertising techniques are;
              * Bait and switch advertising involves advertising a few products at reduced and, therefore

enticing prices to attract customers.
              * Dishonest advertising is when an advertisement uses words that are deceptive or claims that a product has some specific quality when it doesn’t.
        * Price discrimination
            * Price discrimination is the setting of different prices for a product in separate markets
              * the difference in price is possible because
                  * the markets are geographically separated, for example city and country prices
                  * there is product differentiation within one market, for example different electricity prices for domestic and business users
        * implied conditions – consumer guarantees
            * consumer guarantees are a comprehensive set of rights and remedies for defective goods and services
            *   implied conditions are the unspoken and unwritten terms of a contract
              * The most important implied term relating to customer purchases refers to the products acceptable quality.
                  * Acceptable quality means that the product is fit for the purpose for which it is being sold, acceptable in appearance and finish, free from defects, safe and durable.
        * Warranties
            * Warranty is a promise by the business to repair or replace faulty products. 
            * it assures the customer that the business has confidence in the quality of the product and will repair or replace any faulty items.
      * Ethical influences
        * Apart from legal considerations which have ramifications, ethical influences are more to do with the morality of a certain issue – they are not necessarily illegal
            * Ethical criticism of marketing
              * Creation of needs – materialism is an individual’s desire to constantly acquire possessions.
              * Stereotypical 

images of males/females – power tools: males = watching sport with his mates, females = portrayed preparing meals, cleaning the house or caring for the children
              * Use of sex to sell products – sexual themes and connotations to sell products.
              * Product placement – product placement is the inclusion of advertising in entertainment
            * Truth and accuracy in advertising
              * Advertising is a paid, non-personal message communicated through a mass medium.
                  * Untruths due to concealed facts - 
for example some juice companies will boast about the “healthy” nature of their products (eg, fresh fruit.) without revealing that their product is high in sugar
                  * Exaggerated claims -
otherwise known as “puffery” attempts to make the customer believe that the use of product X will make them a better person, make their clothes brighter and their bathroom sparkling
                  * Vogue statements -
for example “The use of this vitamin supplement ay help you to…”. These and other such as “may help” type statements are non-specific claims
            * Invasion of privacy
              * Tracking of web users and using this information to target them with advertisements
      * Good taste in advertising
        * Some consumers may find an advertisement as offensive, while others might view it as inoffensive
        * There is usually common agreement to what society considers acceptable and marketers must be aware of community sensitivities
            * Advertising standards bureau
              * Attempts to self-regulate
self-regulation is a system by which a business or industry controls its own activities rather than being publicly regulated by an outside organisation such as the government
      * Products that may damage health
        * Foods

that lead to obesity
        * The marketing of junk food, which is often portrayed as an essential part of a balanced diet, is an area presently being criticised by nutritionists and health advocates, especially as childhood obesity rates approach epidemic proportions
      * Engaging in fair competition
        * Consumer exploitation occurs when the rights of consumers are ignored
        * Because competition in the market place is so intense the temptation is there to engage in consumer exploitation by making false claims, exaggerated claims, vogue statements etc. some of these practices are illegal whilst others breach codes of practice
            * Ethical marketing policy
              * Do we conduct our marketing activities in a way that is ethical and fair?
              * Are we being socially responsible in all that we do?
              * Are we responsive to the emerging social and ethical issues within our society?
              * Do we respect and obey the government’s legislation and regulations?
              * Are all employees aware of, and following, the business’s ethical marketing policy?
      * Sugging
        * Selling Under the Guise of a surveyor “SUG”
        * The use of consumer marketing ‘surveys’ to try to sell a product
  * Marketing process
      * The elements of the ‘marketing plan’ NOTE! Carefully: the marketing plan is NOT just the ‘marketing strategies’ (4 P’s)
      * The marketing strategies is one element of the wider marketing plan which in the syllabus is referred to as the marketing process
      * Situational analysis -> market research -> establish market objectives -> identify target market -> develop marketing strategies ->implementation, monitoring and controlling -> situational analysis -> market research -> etc etc
SWOT ANALYSIS |
INTERNAL

ASSESMENT | EXTERNAL ASSESMENT |
strengths | Weakness | Opportunities | threats |
What are our strengths?
- What is the business good at
- is our product popular?
- do we have a skilled motivated workforce?
- do we function efficiently?
-are we in a solid financial position?
- is our equipment state of the art? | What are our weaknesses?
- do we have competent managers and staff?
- is our computer system obsolete?
- have we experience past failure?
- have we been upgrading our facilities to keep pace with others? | What are our opportunities?
- What will new technology bring for us?
- is the national economy strong?
- are interest rates low?
- What are our possible new markets?
- what other businesses can we acquire to expand the organisation | What are our threats?
- What trends have been evident in our markets?
- are there new laws regulating what we do?
- are there new competitors?
- are current competitors taking over our market share? |

  * Product life cycle
      * This is different from the business life cycle. Although the stages appear to be the same. In other words a business life cycle can continue even though its production has declined. However if the business neglects its products life cycle the business its self could disappear
      * Intro stage – growth maturity – decline
Introduction stage | Growth stage | Maturity stage | Decline stage |
Product – brand and reliability is established | Product- quality is maintained and improved and support services may be added. | Product – features and packaging try to differentiate the product from those of competitors | Product- maintained with some improvements or rejuvenation. Cut the losses by selling it to another business |
Price – is often noticeably   lower than competitors’ prices in order to gain a market foothold | Price – per unit of production 

is maintained as the firm enjoys increased consumer demand and a growing market share | Price – may need to be adjusted downwards to hold off competitors and maintain market share | Price – is reduced to sell remaining stock |
Promotion – directed at early buyers and users occurs, and communications seek to educate potential customers about the merits of the new product | Promotion- now seeks a wider audience | Promotion -   continues to suggest the product is tried and true – its still the best | Promotion – discontinued |
Distribution – is selective, which enables consumers to gradually form an acceptance of the product | Distribution channels are increased as the product becomes more and more popular | Distribution – incentives may need to be offered to encourage preference over rival products | Distribution – channels reduced and product offered to a loyal segment of the market only |

  * Market research
      * Market research is the process of systematically collecting, recording and analysing information concerning a specific marketing problem.
        * Data collection – primary and secondary sources
            * Marketing data refers to the information relevant to the defined marketing   problem
            * Primary
              * Primary data are the facts and figures collected from original sources for the purpose of the specific research problem.
            * Secondary
              * Secondary data is information that has already been collected by some other person or organisation
                  * Internal data refers to information that has already been collected from inside the business
                  * External data refers to published data from outside the business
  * Establishing market objectives
      * Marketing objectives are the realistic and measurable goals to be achieved through the 

marketing plan.
        * three common marketing objectives are;
            * increasing market share
              * market share refers to the business’s share of the total industry sales for a particular product
              * A business that attempts to increase its market share must be able to differentiate its products form its competitors whilst at the same time appeal to the same target audience.
            * expanding product mix
              * product mix is the total range of products offered by a business
              * companies will monitor changing tastes and preferences to cater for customer needs and wants.
            * maximising customer services
              * customer service means responding to the needs and problems of the customer
              * customer service use to involve
                  * 1. Explaining how the product worked
                  * 2. Referring customers to repair or refund policies
              * Today businesses are aware that customers expect more from a business
                  * Asking customers what they want
                  * Anticipating market trends by conducting research
                  * Training employees and rewarding them for excellent customer service
  * Identifying target markets
  * Target market is a group of present and potential customers to which a business intends to sell its product
  * Why identify a target market?
- To understand   the customers behaviour and 
- To use market resources more efficiently
              * The primary target market is the market segment at which most of the marketing resources are directed
              * A secondary target market is usually a smaller and less important market segmentation
      * Mass marketing approach seeks a large range of customers
        * Therefore develops one marketing mix

for the entire market
      * Market segmentation occurs when the total market is subdivided into groups of people who share one or more common characterisitcs
        * Enables a business to design a marketing plan that meets the needs of a relatively uniform group
      * Niche marketing is a narrowly selected target market segment
  * Developing marketing strategies
      * Marketing strategies are actions undertaken to achieve the business’s marketing objectives through the marketing mix
  * Implementation, monitoring and controlling – develop a financial forecast; comparing actual and planned results, revising the marketing strategy
      * Implementing the marketing plan
        * Implementation is the process of putting the marketing strategies unto operation
        * To implement the marketing plan effectively, a number of basic questions need to be answered:
            * 1. Is it integrated with other sectors of the business:- i.e. operations, finance, HRI
            * 2. Are all employees familiar with the marketing objectives and strategies
            * 3. How should the business be organised
      * Monitoring and controlling the marketing plan
        * Monitoring means checking and observing the actual progress of the marketing plan
            * 1. What does the business want the marketing to achieve; that is, what are the objectives
            * Take corrective action
  * What should be down about it
Take corrective action
  * What should be down about it
Evaluate performance
- is what is happening good or bad?
- why is it happening
Evaluate performance
- is what is happening good or bad?
- why is it happening
Monitor performance
- What is actually happening
Monitor performance
- What is actually happening
Establish marketing objectives
- What do we want to achieve

Establish marketing objectives
-

What do we want to achieve

2. Are these objectives being achieved

        * Developing a financial forecast
            * Cost estimates: costs of the marketing plan can be divided into 4 major components: market research, product development, promotion (including advertising and packaging) and distribution
            * Revenue estimate: forecasting revenue will be based on two major components; how much consumers are expected to buy and for what price, and what sales staff predict they will sell.
        * Comparing actual and planned results
            * Sales analysis is the comparing of actual sales with forecast sales to determine the effectiveness of the marketing strategy
            * Marketing profitability analysis is   a method in which the business breaks down the total marketing costs into specific marketing activities
            * Market share analysis = by undertaking a market share analysis a business is able to evaluate its marketing strategies as compared with those of its competitors
        * Revising the marketing strategy
            * Changes in the marketing mix
              * Changes that could be introduced
                  * Production modifications – businesses that continually upgrade their products will be able to maintain a competitive advantage
                  * Pride modifications – prices fluctuate due a variety of reasons so the price component of the marketing mix will need to be revised in response to changes in the external business environment
                  * Promotion modifications – promotion costs will be high when a new product is first launched onto the market. Promotion strategies will need to change over time corresponding to the life cycle of the product
                  * Place modifications – as a products success increases, the distribution channels will need

to be expanded to cater for the growing market
              * New product development
                  * If a business wants to achieve long-term growth, it must continually introduce new products
              * Product deletion
                    * Product deletion is the elimination of some lines of products

  * Marketing strategies
        * Market segmentation
            * Segmenting markets
              * A segmentation variable is the characteristics of individuals or groups that re used by marketing managers to divide a total market into segments
                  * demographic segmentation is the process of dividing the total market according to particular features of a population, including the size of the population, age, sex, income, cultural background and family size
                  * geographic segmentation is the process of dividing the total market according to geographic location
                  * psychographic segmentation is the process of dividing the total market according to personality, characteristics, motives, opinions, socioeconomic group and lifestyle
                  * behavioural segmentation is the process of dividing the total market according to the customer’s relationship to the product.
            * Differentiation and positioning of product/service
              * Product/service differentiation – products that are the same or very similar to differentiate themselves from their competitors to win a share of the market 
                  * Points of differentiation 
                    * Packaging or labelling or more complex like offering top-quality service, greater convenience, more features and better value for money
                        * Value for money is the desire to obtain the best quality, features and performance for a given price of a product
          

          * four important points of differentiation are;
                        * Customer service 
                          * Pre-sales, after-sales, presentation of the premises
                        * Environment concerns
                          * Businesses that create pollution may risk loosing customers
                          * ‘green’ philosophy and produce environmentally friendly products may see their sales increase
                        * Convenience
                          * Select products that are convenient to use
                        * Social and ethical issues
                          * Ethical consumerism involves buying products that are not harmful to the environment, animals and society
                  * Product/service positioning
                    * Product/service positioning refers to the technique in which marketers try to create an image or identity for a product compared with the image of competing products.
      * Products – goods and/or services
        * Products are goods or services that can be offered in an exchange for the purpose of satisfying a need or want
            * Branding
              * A brand is a name, term, symbol, design or any combination of these that identifies a specific product and distinguishable 
              * Brand name is that part of the brand that can be spoken
              * Benefits of branding
                  * Branding helps consumers; 
                    * Evaluate the quality of products, especially when a consumer lacks the expertise to judge a product’s features. 
                    * Gain a psychological reward that comes for purchasing a brand that symbioses status and prestige.
                    * Reduce their level of perceived risk of purchase. A respected and trusted brand will provide reassurance that the

consumer is making the right choice.
                  * branding helps businesses;
                    * gain repeat sales because consumers recognise the business’s products 
                    * introduce new products onto the market because consumers are already familiar with the business’s existing brands
                    * with their promotional activities because the promotion of one product indirectly promotes all other similarly branded products
                  * a brand name can be a powerful marketing tool, which is why businesses spend a great deal of time, money and effort creating and protecting their brand name. 

              * branding – symbols and logos
                    * trade mark signifies that the brand name or symbol is registered and the business has exclusive right of use
                    * brand symbol or logo is a graphic representation that identifies a business or product.
              * Branding strategies
                  * Manufacturer’s brand or national brands are those owned by a manufacturer
                  * A private or house brand is one that is owned by a retailer   or wholesaler
                  * Generic brands are products with no brand name at all.
            * Packaging
              * Packaging involves the development of a container and the graphic design for a product.
                  * Gives a positive impression of the product
                  * Encourages first-time customers
                  * In addition, packaging;
                    * Preserves the product
                    * Protects the product from damage and tampering
                    * Attracts consumer’s attention
                    * Divides the product into convenient units
                    * Assists with the display of the product
                    * Makes transportation

and storage easier
                  * Use of communication
                    * Consumers see certain colours and draw conclusions about the product before they read the label
              * Labelling is the presentation of information on a product or its package
                  * A label is that part of the package that contains information – ingredients, operation procedures, shelf life, package size or country of origin
                  * Marketers use labels to promote other products or to encourage proper use of the products therefore greater consumer satisfaction with products.
      * Price
        * Price refers to the amount of money a customer is prepared to offer in exchange for a product
            * Price too high could mean lost sales unless benefits are offered
            * Price too low may give customers the impression that the product is ‘cheap and nasty’
              * Pricing methods
                  * cost based (mark-up) pricing is a pricing method derived from the cost of producing or purchasing a product and then adding a mark-up
                    * mark-up is a predetermined amount (usually expressed as a %) that a business adds to the cost of a product to determine its basic price
                        * the total of the cost plus the mark-up is the selling price of the product
                          * formula: cost + (cost x mark-up %) = price
                  * market-based pricing is a method of setting prices according to the interaction between the levels of supply and demand – whatever the market is prepared to pay
                    * When a demand for a product is greater than its supply, there will be a shortage in the market, this will then force up the price of the good.
                    * When the supply of the product is greater than its demand, a surplus

will exist in the market; the price of the product will consequently fall.
                  * Competition-based pricing is where the prices covers costs (cost of   raw materials and the cost of operating the business) and is comparable to the competitors price
                    * Below the competitors – this policy of undercutting the competition is often used as a way of breaking into an established market
                    * Equal to that of the competitors – following the price established by a price leader   (price leader is a major business in an industry whose pricing decisions heavily influence the pricing decisions of the competitors) is an easy option for a business because it avoids having to undertake market research to find out what the consumer would actually pay – avoids the risk of price competition/war
                    * Above that of competitors – this is a favoured practice by businesses who wish consumers to perceive the product as superior, which appeals to the status-conscious buyers
              * Pricing strategies
                  * Bundle pricing is where customers gain a ‘package’ of goods and services in addition to the tangible good they purchased
                  * Price skimming occurs when a business changes the highest possible price for the product during the introduction stage of its life cycle
                  * Price penetration occurs when a business charges the lowest price possible for a product or service so as to achieve a large market share
                  * Loss leader is a product sold at or below cost price
                    * Although the business makes a loss on this product, it hopes that the extra customers will buy other products as well.
                    * This is often used when the business 
                        * Is overstocked or a product 

is slow to sell
                        * Wants to increase the traffic flow in the expectation of gaining new customers
                        * Wants to build a reputation of having low prices
                  * Price points (or price lining) is selling products only at certain predetermined prices
              * Price and quality interaction
                  * Normally products of superior quality are sold at higher prices
                  * Helps determine the image customers have of products or brands
                  * If a business charges a low price for a product, customers may perceive the product as ‘cheap.’ Charge a high price and the product develops an aura of quality and status
                    * Known as prestige or premium pricing which is a pricing strategy where a high price is charged to the product an aura of quality and status
                        * EG. Cartier 
      * Promotion
        * Promotion describes the methods used by a business to inform, persuade and remind a target market about its products.
        * Attempts to;
            * Attract customers by heightening awareness of a particular product
            * Increase brand loyalty by reinforcing the image of the product
            * Encourage existing customers to purchase more of the product
            * Provide information so customers can make informed decisions
            * Encourage new and existing customers to purchase new products.
        * Elements of the promotion mix
            * Promotion mix is the various promotion methods a business uses in its promotional campaign. Methods include; advertising, personal selling & relationship marketing, sales promotions and publicity & public relations.
            * Advertising
              * Advertising is a paid, non-personal message communicated through a mass

medium.
              * Essential tool for successful marketing
              * Advantage of advertising is that it provides businesses with the flexibility to reach an extremely large audience or to focus on a small, distinct target market segment.
                  * advertising media refers to the many forms of communication used to reach an audience
                    * mass marketing- tv, radio, papers and mags
                    * direct marketing catalogues- catalogues mailed to individual households
                    * telemarketing- the use of the telephone to personally contact a customer
                    * e-marketing- the use of the internet to deliver advertising messages
                    * social media advertising- online advertising using social media platforms such as Facebook and twitter
                    * billboards- large signs place at strategic locations
              * personal selling involves the activities of a sales representative directed to a customer in an attempt to make a sale
                  * advantages
                    * message can be modified to suit the individual customer’s circumstances
                    * the individualised assistance to a customer can create a long term relationship resulting in repeat sales
                    * the sales consultant can provide after-sales customer service in relation to product features, installation, warranties and servicing.
                  * Disadvantages
                    * Can be expensive
                  * Relationship marketing is the development of long-term, cost-effective and strong relationships with individual customers.
                    * Ultimate aim is to create customer loyalty by meeting the needs of customers on an individual basis thereby creating reasons to keep customers coming back

                  * Sales promotion is the use of activities or materials as direct inducements to customers
                    * Aims to;
                        * Entice new customers
                        * Encourage trial purchase of a new product
                        * Increase sales to existing customers and repeat purchases
                    * Examples include
                        * Coupons – offer discounts of a stated amount on particular items at the time of purchase. They work best for new or improved products
                        * Premiums – a premium is a gift that a business offers the customer in return for using the product
                        * Refunds – part of the purchase price is given back to those customers who send in a voucher with a specific proof of purchase.
                        * Samples – is a free item or container of product
                        * Point-of-purchase displays- special signs, displays and racks are supplied and installed by the manufacturer in retail outlets. They are usually located at the end of aisles in supermarkets to gain consumer attention and make more efficient us of floor space
                  * Publicity and public relations
                    * Publicity is any free news story about a business’s products
                        * Main aims;
                          * Enhance the image of the product
                          * Raise awareness of a product
                          * Highlight the business’s favourable features
                          * Help reduce any negative image that may have been created
                    * Public relations (PR) are those activities aimed at creating and maintaining favourable relations between a business and its customers
                        * This can be done by;
                    

      * media
                          * Speeches on special occasions
                          * Attention-seeking gesture (donation, give-away sale)
                        * 4 main ways of which PR activities can assist a business in achieving its objective of increase sales
                          * Promoting a positive image; reinforcing the favourable attitudes and perceptions consumers have regarding the business’s reputation
                          * Effective communication of messages; using advertising, sales promotions,, publicity and personal selling to convey   info about the business and its products
                          * Issues monitoring; protecting sales by providing an early warning of pubic trends that could affect the business’s sales. Remedial action can be taken before much harm is done to sales
                          * Crisis management; protecting a business’s reputation as a result of negative or unfavourable rumours and adverse publicity, which, if left unchecked, might result in a loss of sales.
        * The communication process
            * A channel is any method used for carrying a message
            * Noise is any interference or distraction that affects any or all stages in the communication process.
            * Opinion leader is a person who influences others
              * Sought to for advise
              * Actors, athletes, musicians and models are regarded by some groups as opinion leaders and many businesses use celebrity endorsement as part of their marketing strategies
            * Word of mouth
              * Communicated by friend or leader
              * Word of mouth communication occurs when people influence each other during conversations
              * Businesses are using media – twitter, Facebook to engage in a form of word-of-mouth communication.


      * Place/distribution
        * Place or distribution are activities that make the products available to customers when and where they want to purchase them
            * Distribution channels
              * Channels of distribution or marketing channels are the routes take to get the product from the factory to the customer.
                  * Traditional channels
                    * Producer to customer –simplest channel and involves no intermediaries
                    * Producer to retailer – a retailer is an intermediary who buys from producers and resells to customers. Often used for bulky or perishable products
                    * Producer to wholesaler to retailer to customer – This is the most common method used for the distribution of consumer goods. A wholesaler is an intermediary who buys in bulk from the producer, then resells In smaller quantities to retailers
                    * Producer to agent to wholesaler to retailer to customer - An agent distributes products to wholesalers but never owns the product. Agents are paid a commission by the producer. Usually agents are used for inexpensive, frequently used products. A business that does not have any sales representatives will often use an agent instead.
                  * Innovative distribution methods – non-store retailing
                    * Non-store retailing is retailing conducted away from the traditional store.
                        * Door-to-door selling, mail-order catalogues, party-plan merchandising
                        * Telemarketing- use of a phone to make a sale
                        * Internet marketing – people purchase things online
                          * As more people use the internet to shop the traditional distribution channels will be modified
            * Channel choice
              * Intensive

distribution – this occurs when the business wishes to saturate the market with its product. EG/ continence goods – milk, lollies and newspapers
              * Selective distribution – this involves using only a moderate proportion of all possible outlets. EG/clothing, furniture and electrical appliances. 
              * Exclusive distribution – this is the use of only one retail outlet for a product in a large geographic area. This is commonly used for exclusive, expensive products
            * Physical distribution issues
              * Physical distribution is all those activities concerned with the efficient movement of the products form the producer to the customer.
              * Transport – an intricate network of transportation is required to deliver the vast array of products on supermarket shelves. The four most common methods of transportation are rail, road, sea and air
              * Warehousing – is a set of activities involved in receiving, storing and dispatching goods. A warehouse acts as a central organising point for the efficient delivery of products.
              * Inventory – business may implement an inventory control system which reduces the amount of times stock may be out. If a business carries too much stock on its inventory, it will experience high storage costs. However, too little stock results in lost sales or ‘stock-out costs.’
                  * Inventory control is a system that maintains quantities and varieties of products appropriate for the target market.
            * People, processes and physical evidence
              * Applies especially to intangible products such as tourism, entertainment and hospitability
              * People element refers to the quality of interaction between the customer and those within the business who will deliver the service
    

            * Consumers base their perceptions and make judgements about a business based on how the employees treat them
              * Processes refers to the flow of activities that a business will follow in its delivery of a service
                  * Without a tangible product, the processes must be highly efficient to achieve customer satisfaction
              * Physical evidence refers to the environment in which the service will be delivered. It also includes materials needed to carry out the service such as signage, brochures, calling cards, letterheads business logo and website.
                  * A business should provide high-quality physical evidence to create an image of value and excellence

            * E-marketing
              * E-marketing is the practice of using the internet to perform marketing activities
              * E-marketing technologies
                  * Web pages are a display of information accessible on the web through a web browser
                    * Website is a collection of related web pages, usually associated with a particular business or organisation
                  * Podcasting involves the distribution of digital audio or video files over the internet
                  * SMS (short message service) is the means by which text messages can be sent between mobile phones
                  * Blogs (weblog) is an online journal that can be added to by readers
                    * It allows the business owner and employees to establish a reputation for expertise, by providing detailed information on products and services.
                    * New ideas for products and services can be put to the public to gain comment and feedback
                    * A blog by its nature is informal, so it can present a human face to the public and build trust with customers
      

          * Web2.0 refers to the transformation of the worldwide web into a more creative and interactive platform for information sharing, rather than just a means of retrieving information.
                    * Facebook, twitter…
                  * SMA (social media advertising) is a form of online advertising using social media platforms such as Facebook, YouTube and Twitter to deliver targeted commercial messages to potential customers
                    * Advantages;
                        * Inexpensive in comparison to traditional advertising methods
                        * Easy to use and monitor
                        * An effective method to gain exposure
                    * Disadvantages;
                        * A marketer does not have control over what online consumer write about the business’s product. Bloggers have the freedom to discuss and even ridicule a product or a specific business.
                        * Unlike more traditional online advertising, it is difficult for a marketer to accurately measure the reach   and frequency of SA
                          * The reach of an advertisement measure the number of people exposed to the message
                          * The frequency of an advertisement measures the average number of times someone is exposed to the message.
            * Global marketing
              * A business;s marketing plan must be modified and adapted to suit overseas markets. 
              * Transnational corporation (TNC)   is any business that has production facilities in two or more countries and that operates on a world wide scale
              * Global branding is the worldwide use of a name, term, symbol or logo to identify the seller’s products.
                  * Businesses are increasingly using global branding for a number of reasons
                

    * It can be cost effective because one advertisement can be used in a number of locations
                    * It provides a uniform worldwide image
                    * The successful brand name can be linked to new products being introduced into the market.
              * Standardisation
                  * Standardised approach is a global marketing strategy that assumes the way the product is used and the needs it satisfies are the same the world over.
              * Customisation
                  * A customised or local approach is a global marketing strategy that assumes the way the product is used and the needs it satisfies are different between countries.
                  * It is possible for a business to adopt a middle path – that is, a combination of the two approaches
              * Global pricing
                  * Global pricing is how businesses   coordinate their pricing policy across different countries
                  * Customised pricing occurs whenever consumers in different countries are charged different prices for the same product
                    * Tariffs are a tax on an imported product
                  * Market customised sets prices according to local market conditions
                    * This strategy allows for even more flexibility than the customised pricing strategy
                  * Standard worldwide pricing 
                    * Standardised pricing   is the practice of charging customers the same price for a product anywhere in the world
                    * It will only succeed if the foreign marketing costs remain low enough not to affect overall costs
              * Competitive positioning 
                  * Competitive positioning relates to how a business will differentiate its products
                  * It centres on how a business will carve out 

a place in the competitive marketing environment

Finance
  * Role of financial management
      * Strategic role of financial management
        * Strategy is the major tool   adopted by a business to achieve its goals
        * Goals/purpose/mission
Goals/purpose/mission
A strategic plan encompasses the strategies that a business will use to achieve its goals
            * Business goals and objectives
              * Business objectives
Business objectives
Businesses exist for a number of reasons that are translated into goals. Some examples of goals include;
                  * To increase the dividends to shareholders
                  * To maintain an environmentally friendly business
                  * Strategic planning
Strategic planning
To be a market leader within five years
              * Business objectives break the business operations into achievable and manageable outcomes that can be measured and evaluated 
                  * Tactical planning
Tactical planning
breaks the businesses operations into achievable and manageable outcomes that can be measured and evaluated
            * strategic plans
              * Operational planning
Operational planning
most important plan for a business
              * The strategies that a business uses to achieve its goals are incorporated into a strategic plan.
            * The main elements of business planning
The main elements of business planning
Managing financial resources
              * Financial resources are those resources in a business that have a monetary or money value
              * Financial management is the planning and monitoring of a business’s financial resources to enable the business to achieve its financial goals
              * Crucial if a business is to achieve its financial goals. The mismanagement of financial resources can lead 

to problems such as;
                  * Insufficient cash to pay suppliers
                  * Inadequate capital for expansion
                  * Too many assets that are non-productive
                    * Assets are the property and other items and effects of a business, such as business premises, machinery, vehicles and cash (tangible assets) and patents, trademarks and goodwill   (intangible assets)
                  * Delays in accounts being paid
                  * Possible business failure
                  * Overstocking of materials
              * Strategies for monitoring the financial resources of a business must be incorporated into strategic plan. This involves;
                  * Monitoring a business’s cash flows 
                  * Paying its debts
                  * Developing financial control techniques
                  * Auditing of financial accounts
                  * Continuing to make profits for its owners and shareholders
      * Objectives of financial management
        * Profitability
            * Profitability is the ability of a business to maximise its profits
        * Growth
            * Growth is the ability of the business to increase its size in the longer term
        * Efficiency 
            * Efficiency is the ability of a business to use its resources effectively in ensuring financial stability and profitability
        * Liquidity
            * Liquidity is the extent to which a business can meet its financial commitments in the short term
        * Solvency
            * Solvency is the extent to which the business can meet its financial commitments in the longer term.
        * Short-term and long-term financial objectives
            * Short term financial objectives are the tactical (one to two years) and operational (day-to-day) plans of a business
          

  * Long term financial objectives are the strategic plans of a business. They are determined for a set period of time, generally more than 5 years.
              * Broad goals
                  * Increasing profit or market share
      * Interdependence with other key business functions
        * Operations
        * Marketing
        * Finance
        * Human resources
        * The interdependence of these business functions means that each one must interact with all of the other to achieve the goals of a business
        * operations
operations
marketing
marketing
finance
finance
Human resources
Human resources
Business goals tend to be based on improvements to profit levels and have their origins within the financial function of a business

  * External sources of finance
External sources of finance
Financial institutions
Financial institutions
Influences of government
Influences of government
Global market influences
Global market influences
Influences on financial management
Influences on financial management
Internal sources of finance
Internal sources of finance
Influences on financial management

      * Sources of finance – internal and external
        * Financial decision making requires relevant information to be identified, collected and analysed to determine an appropriate course of action
        * Internal sources

            * Internal finance is the funds provided by the owners of the business (finance) or from the outcomes of business activities (retained earnings)
            * Owner’s equity 
              * Owner’s equity is the funds contributed by owners or partners to establish and build the business
            * Retained profits
              * Retained profits is the most common source of internal finance and in which all profits are not distributed but are kept in the business as a 

cheap and accessible source of finance
        * external sources
      * External sources of finance
External sources of finance
Short term borrowing
- bank overdraft
- commercial bills
- factoring
Short term borrowing
- bank overdraft
- commercial bills
- factoring
Debt
Debt
Long term borrowing
- mortgage
- debentures
- unsecured notes
- leasing
Long term borrowing
- mortgage
- debentures
- unsecured notes
- leasing
Ordinary shares
- new issues
- rights issues
- placements
- share purchase plans
Ordinary shares
- new issues
- rights issues
- placements
- share purchase plans
Private equity
Private equity
equity
equity
external finance is the funds provided by sources outside the business, including banks, other financial institutions, government, suppliers or financial intermediaries

        * Debt: short-term borrowing is provided by financial institutes through bank overdrafts, commercial bills and bank loans
            * Bank overdraft
              * With a bank overdraft, the bank allows a business or individual to overdraw their account up to an agreed limit and for a specified time, to help overcome a temporary cash shortfall
            * Commercial bills
              * Commercial bills are a type of bill of exchange (loan) issued by institutions other than banks
                  * A bill of exchange is a document ordering the payment of a certain amount of money at some fixed future date.
            * Factoring
              * Factoring is the selling of accounts receivable for a discounted price to a finance or factoring company
        * Debt long-term borrowing
            * Mortgage
              * Mortgage is a loan secured by the property of the borrower (business) 
            * Debentures
              * Debentures are issued by a company for a fixed rate of interest and for a fixed period of time

            * Unsecured note
              * An unsecured note is a loan for a set period of tie but is not backed by any collateral or assets
            * Leasing 
              * Leasing is a long term source of borrowing for businesses. It involves the payment of money for the use of equipment that is owned by another party
            * Operating
              * Operating leases are assets leased for short periods, usually shorter than the life of the asset. Operating leases can be cancelled, often without penalty
            * Financial leases
              * The lessor purchases the asset on behalf of the lessee, and they usually are the life of the asset. Lease repayments are fixed for the economic life of the asset (3-5 years)
                  * Advantages: 
                    * The costs of establishing leases may be lower than other methods of financing
                    * If some assets are leased a business may be in a better position to borrow funds
                  * Disadvantages:
                    * Interest charges maybe higher than for other forms of borrowing
            * Equity
              * Equity refers to the finance (cash) raised by a company by issuing shares
                  * Ordinary shares   (new issue, rights issue, placements, share purchase plan).
                    * The purchase of ordinary shares by individuals means they have become part owners of a publicly listed company and may receive payment called dividends
                        * Dividends is the distribution of a company’s profits (either yearly or half-yearly) to shareholders and is calculated as a number of cents per share
                        * New issue –a security that has been issued and sold for the first time on a public market; sometimes referred to as primary shares or new offerings
          

              * Rights issue – the privilege granted to shareholders to buy new shares in the same company
                        * Placements – allotment of shores, and so on made directly from the company to investors
                        * Share purchase plan –an offer of existing shareholders in a listed company the opportunity to purchase ore shares in that company without brokerage fees. The shares can also be offered at a discount to the current market price.
                  * Private equity is the money invested in a (private) company not listed on the Australian Securities Exchange (ASX). The aim of the private company is to raise capital to finance future expansion/investment of the business
      * Financial institutions
        * Banks
            * Major operators in financial markets and are the most important source of funds for businesses. Banks receive savings as deposits from individuals, businesses and governments, and, in turn, make investments and loans to borrowers
        * investment banks
            *   banks are one of the fastest growing sectors of the financial markets and provide specialised advice and services for business financial needs
        * Finance and life insurance companies
            * Are non-bank financial institutions and act primarily as financial intermediaries
        * Superannuation funds
            * are able to invest the contributions of members into a range of short and long-term   investments with the aim of maximising a return
        * unit trusts
            * (aka mutural funds) take funds from a large number of small investors and invest them in specific types of financial assets
              * Short-term money market (cash management trusts), shares, mortgages and property, and public securities
        * Australian Securities Exchange (ASX), formerly

the Australian Stock Exchange, was created by the merger of the Australian Stock Exchange and the Sydney Futures Exchange in 2006. The ASX acts as both a primary and secondary market for the sale of shares to the public.
            * ASX is the primary stock exchange group in Australia
      * Influence of government
        * 1. The Australian Securities and Investment Commission (ASIC)
            * The government has an influence on financial management in a number of ways. Through;
              * Fiscal Policy: e.g. taxes levied expenditure levels
              * monetary   Policy: interest rates that impact on the cost of borrowing money
            * ASIC enforces the corporations Act. This is a law that regulates the actions of all companies. In other words, how they trade, how they raise funds, how they interact with consumers and other businesses.
        * 2. Company tax
            * The government sets tax rates for companies. In Australia companies used to pay 36c for every dollar of profit. They   now pay 30c this makes Australian companies more competitive and encourage businesses to invest in Australia
      * Global Market Influences
Global Market Influences
Interest rates
Interest rates
Availability of Funds 
Availability of Funds 
Economic outlook
Economic outlook
Global market influences

        * The global economic outlook refers specifically to the projected changes to the level of economic growth throughout the world. Availability of funds refers to the ease with which a business can access funds (for borrowing) on the intentional financial markets 
        * Global economic outlook
            * Global economic outlook refers specifically to the projected changes to the level of economic growth throughout the world.
            * Positive outlook = impact on the financial decisions of a business

              * Increasing demand for products and services
              * Decrease the interest rates on funds borrowed internationally from the financial money market
              * Eg/ 
1. European banks are at the moment not lending money to many European Union countries because they fear that they will not be able to pay back.
            * Negative outlook = impacts on financial decisions of a business in the opposite way to those mentioned (in the positive)
            * All the world’s economies are interconnected negative outlooks (possible events) have an impact on other economies
        * Availability of Funds
            * Availability of funds refers to the ease with which a business can access funds (for borrowing) on the international financial markets
            * Businesses need to borrow money in order to grow (make profit, employ more people, lower prices due to selling more etc)
            * If funds become unavailable all the above will be difficult to achieve
            * Availability of funds affects a businesses objectives 
- liquidity, solvency, profitability growth
              * Eg/ borrowing at a higher interest rate puts the business at risk of insolvency 
              * Other businesses inability to pay on time will put it at risk of liquidity problems
              * Lack of funds will affect growth and profit
        * Interest rates
            * Interest rates are the cost of borrowing money
            * The higher the level of risk involved in lending to a business, the higher the interest rates
            * Australian interest rates tend to be above those of other countries, such as US and Japan. Hence, Australian businesses could be tempted to borrow the necessary finance from an overseas source to gain the advantage of lower interest rates
            * Any adverse currency

fluctuation could see the advantage of cheaper overseas interest rates quickly eliminated
            * Long term – ‘cheap’ interest rates may end up cost more
  * Process of financial management
      * Planning and implementing 
        * Financial planning is essential if a business is to achieve its goals. 
            * Establishing financial controls
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Identifying financial risks
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Maintaining record systems
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        * The financial planning process begins with long-term or strategic financial plans.
        * Planning process involves the setting of goals and objectives determining the strategies to achieve those goals and objects, identifying and evaluating alternative courses of action and choosing the best alternative for the business.
        * Financial needs
            * Important financial information needs to be collected before future plans can be made
              * Financial information includes; balance sheets, income statements, cash flow statements, sales and price forecasts, budgets, bank statements, weekly reports from departments, break-even analysis, reports from financial ratio analysis and interpretation
            * The financial needs of a business will be determined by; 
              * The size of the business
              * The current phase of the business cycle
              * Future plans for growth and development
              * Capacity to source finance – debt and/or equity
            * A business plan might be used when seeking finance or support for a project from a bank or other financial institution

or other potential investors.
            * Financial information Is needed to show that the business can generate an acceptable return for the investment being sought and should, therefore include an analysis of financial performance, income statement, cash flow statement, balance sheet and financial ratio analysis report.
        * Developing budgets
            * Budgets provide information in quantitative terms (facts and figures) about requirements to achieve a particular purpose.
              * Operating Budgets relate to the main activities of a business, and   may include budgets relating to sales, production, raw materials, direct labour, expenses and cost of goods sold
              * Project budgets relate to capital expenditure and research and development
              * Financial budgets relate   to financial data of a business and include the budgeted income statement, balance sheet and cash flows
            * Budgets are used in both the planning and the control aspect of a business. As a control measure, planned performance can be measured against actual performance and corrective action taken as needed. 
            * A budget is an important part off the planning process and various factors need to be considered in preparing it, such as; review of past figures and estimates gathered from relevant departments in the business.

        * Record systems
            * Record systems are the mechanisms employed by a business to ensure that data are recorded and the information provided by record systems is accurate, reliable, efficient and accessible
            * Minimising errors in the recording process, and producing accurate and reliable financial statements are important aspects of maintaining record systems.
        * Financial risks
            * Financial risk is the risk to a business of being

unable to cover its financial obligations
            * If the business is financed from borrowings there is a higher risk. The higher the risk, the greater the expectation of profits or dividends
        * Financial controls
            * Financial controls are the policies and procedures that ensure that the plans of a business will be achieved in the most efficient way
            * Financial problems and losses prevent a businesss from achieving its goals. The most common causes of financial problems and losses are;
              * Theft
              * Fraud
              * Damage or loss of assets
              * Errors in record systems
      * Debt and equity finance
        * Debt finance relates to the short-term and long-term borrowing from external sources by a business
        * Equity finance relates to the internal sources of finance In the business
        * Balance of debt and equity
            * All business’s need to balance the percentage of finance that they use
              * Eg/ equity finance 80% and debt finance 20%
                  * Too much equity finance will allow the businesses to avoid liquidity issues – but it ay restrict growth as money is ‘locked in’ and therefore not ‘working’ for the business
              * Eg/ debt finance 80% and equity finance 20%
                  * Too much debt finance may lead to a danger of being unable to pay its debts if the revue drops, but if used carefully may be invested to assist the business to take opportunities to grow when conditions are favourable
            * Advantages and disadvantages 
Debt – Advantages | Disadvantages | Equity – Advantages | Disadvantages |
- funds are usually readily available- increased funds should lead to increased earnings and profits- tax deduction for interest payments | - increased risk if debt comes from 

financial institutions because the interest, bank charges, government   charges and the principal have to be repaid- security is required by the business- regular repayments have to be made- lenders have first claim on any money if the business ends in bankruptcy | - does not have to be repaid unless the owner leaves the business- cheaper than other source of finance as there are no interest payments- the owners who have combined the equity retain control over how that finance is used- low gearing (use resources of the owner and not eternal sources of finance)- less risk for the business and the owner | - lower profits and lower returns for the owner- the expectation that the owner will have about the return on investment (ROI) |
        * Comparisons of equity/debt finance
Debt | Equity |
Lenders have prior claim in the event of liquidation | Shareholders have a residual claim on assets |
Debt must be repaid by periodic repayments | Equity has no maturity date |
Interest payments are tax deductible | Dividends are not tax deductable |
Lenders usually require a lower rate of return | Shareholders require higher return due to higher risk |
Interest payments are fixed | Dividend payments are not fixed and may be reduced through lack of funds |
Debt providers have no voting | Equity holders have voting rights |
      * Matching the terms and sources of finance
        * Where you borrow money and under what terms depends on many factors.   Let’s say you want to borrow $100 to go to a concert.
Do you borrow from:- 
- parent – no interest, pay back next month
- friend – 10% pay back next year
- bank – 20% pay back over 5 years.
        * Businesses must find the source of finance that is most appropriate to fund the actitivites arising from these descions. This will be influenced by:
            * The terms of finance must

also be suitable for the structure of the business and the purpose for which the funds are required.
            * The cost of each source of funding, whether from equity capital (share issues and retained earnings) or debt capital such as borrowings, must be determined
            * The structure of the business can also influence decisions about finance.
            * Costs, including set-up and interest rates, must be measured for each of the available sources of funds, as costs fluctuate depending on market and economic conditions
            * Flexibility of the source of funding is another important consideration. Business’s often require sources of funds to be variable so that, if firms have excess funds, borrowings can be paid off more quickly, increased   or renewed as conditions change
            * The availability of finance cannot be taken for granted and is an important financial consideration
            * The level of control maintained by a business is also an important consideration. If the lender requires security over an asset and other conditions of lending are imposed, a business’s ability to consider future financing possibilities is reduced.
      * Monitoring and controlling
        * The process of monitoring and controlling essential in all aspects of business functions, especially in the process of financial management. This is because inconsistent methods or review and systems of control will have an immediate impact on the viability of the business and requires managements to monitor the internal and external factors that will impact financially on business operations.
        * Cash flow statements
            * Cash flow statement is a financial statement that indicates the movement of cash of receipts and cash payments resulting from transactions over a period of time
            * It indicates

the movement of cash receipts and cash payments resulting from transactions over a period of time. 
              * It can also identify trends and can be a useful predictor of change
            * a statement of cash flows can show whether a firm can;
              * generate a favourable cash flow (inflows exceed outflows)
              * pay its financial commitments as they fall due 
              * have sufficient funds for future expansion or change
              * obtain finance from external sources when needed
              * pay drawings to owners or dividends to shareholders
            * in preparing a cash flow statement, the activities of a business are generally divided into three categories;
              * operating activities – are the cash inflows and outflows relating to the main activity of the business – that is, the provision of goods and services
              * investing activities – are the cash inflows and outflows relating to purchase and sale of non-current assets and investments. These assets and investments are used to generate income
              * financing activities – are the cash inflows and outflows relating to the borrowing activities of the business. Borrowing inflows can relate to equity or debt. Cash outflows relate to the repayments of debt and cash drawings of the owner or payments of dividends to shareholders.
            * A cash flow statement is usually prepared from the income statement and balance sheet, as these summarise the transactions of the business.

        * Income statements
            * Income statement shows the operating results for a period. It shows the revenue earned and expenses incurred over the accounting period with the resultant profit or loss
            * The income statement shows
              * Operating income earned form the main 

function of the business, such as sales of inventories, services and non-operating revenue earned from other operations, such as interest, rent and commission
              * Operating expenses such as purchase of inventories, payment for services and other expenses incurred in the main operation of the business, such as advertising, rent, telephone and insurance 

        * Balance sheets
            * A balance sheet represents a business’s assets and liabilities at a particular point in time, expressed in money terms and represents the net worth of the business
            * The balance sheet is prepared at the end of the accounting period
            * The balance sheet shows the level of current and non-current assets, current and non-current liabilities, including investments and owner’s equity
              * assets represent what is owned by a business
                  * Assets are items of value owned by the business’s assets and liabilities at a particular point in time, expressed in money terms, and represents the net worth of the business
              * Liabilities are claims by people other than owners against assets, and represents what is owned by the business.
                  * Liabilities are claims by people other than owners against the assets (items of debt), and represent what is owed by the business. Current liabilities must be repaid within 12 months, whereas non-current liabilities must be met some time after the next 12 months
              * Owner’s equity 
                  * Owner’s equity represents the owner’s financial interest in the business or net worth of the business. Also referred to as CAPITAL.

            * Balance sheet- the accounting equation and relationships
              * The accounting equation, which forms the basis of the accounting process, shows the relationship between

assets, liabilities and owner’s equity
              * Assets are what is owned by a business; liabilities and owner’s equity are what is owed by a business. 
              * FILL ME IN
FILL ME IN
ASSETS = LIABILITIES + OWNER’S EQUITY
OWNER’S EQUITY = ASSETS – LIABILITIES
LIABILITIES = ASSETS – OWNER’S EQUITY
ASSETS = LIABILITIES + OWNER’S EQUITY
OWNER’S EQUITY = ASSETS – LIABILITIES
LIABILITIES = ASSETS – OWNER’S EQUITY
The business and the owner are separate; therefore, owners’ equity is what is to be repaid by the business to the owner.

              * Profit is the difference between revenue and expenses
              * ASSETS = LIABILITIES + CAPITAL + REVENUE – EXPENSES
Or
ASSETS = LIABILTIES + CAPITAL + PROFIT (REVENUE – EXPENSES)
Assets = 245,500
liabilities = 107 000
Owner’s equity =   138,500

ASSETS = LIABILITIES + CAPITAL + REVENUE – EXPENSES
Or
ASSETS = LIABILTIES + CAPITAL + PROFIT (REVENUE – EXPENSES)
Assets = 245,500
liabilities = 107 000
Owner’s equity =   138,500

The accounting equation, which forms the basis of the accounting process, shows the relationship between assets, liabilities and owner’s equity

      * Financial ratios
        * Financial statements summarise the activities of a business over a period of time and must be analysed to increase understanding of the implications of those activities
        * Analysis involves working the financial information into significant and acceptable forms that make it more meaningful and highlighting relationships between different aspects of a business.
        * The main types of analysis are vertical, horizontal and trend analysis
            * Vertical analysis compares figures within one financial year
            * Horizontal analysis compares figures from different financial years
            * Trend analysis compares figures for periods o three

to five years
        * Ratios are one of the main tools used to analyse financial information and assist in answering more clearly the questions relating to profits, solvency, efficiency, growth and return.
        * Liquidity
            * Liquidity is the extent to which the business can meet its financial commitments in the short term, which usually refers to a period of less than 12 months
            * Current assets and current liabilities determine the liquidity or short-term financial stability
            * Current assets
Current ratio =     Current liabilities
Current assets
Current ratio =     Current liabilities
current ratio (working capital)

              * Current assets and liabilities are turned into cash within 12 months
                  * Eg/ assets such as inventories and accounts receivables would be paid in a month or two, as would liabilities, such as the firm’s own accounts payable
              * 
Generally accepted that a ratio of 2:1 indicates a sound financial position for a firm. That is, the firm should have double the amount of assets to cover its liabilities

        * Gearing (leverage)
            * Gearing is the proportion of debt (external finance) and the proportion of equity (internal finance) that is used to finance the activities of a business. Gearing ratios determine the firm’s solvency
            * Gearing ratios determine the firm’s solvency – that is, its ability to meet its financial commitments in the longer term
            * The degree on gearing depends on the type of industry and management of the business 
              * An industry that carries higher risk but is likely to generate large profits may have a high debt-to-equity ratio – that is, it is highly geared
              * the more highly geared the business the greater the risk for the business but

the greater potential for profit
            * a business must consider
              * return on investment
              * cost of debt
              * size and stability of the business’s earning capacity
              * liquidity of the business’s assets
              * purposes of short-term debt
            * debt to equity ratio
              * Total liabilities
Debt to Equity = Owner’s equity
Total liabilities
Debt to Equity = Owner’s equity

              * The debt to equity ratio shows the extent to which the firm is relying on debt or outside sources to finance the business. 
              * This ratio is an important control aspect for management because the relationship between debt and equity must be carefully balanced
              * The higher the ratio, the less solvent the firm. That is, the higher the ratio of debt to equity, the higher the risk
              * A highly geared firm (a firm that uses more debt than equity) carries more risk with regard to longer term financial stability.
              * Debt to equity ratio also has a direct effect on the short-term and immediate solvency of a business. 
              * The greater the owners’ financial interest in the business, the more solvent in the short term the business is likely to be

        * Profitability
            * Is the earning performance of the business and indicates its capacity to use its resources to maximise profits
            * Profitability depends on the revenue earned by a business and the ability of the business to increase selling prices to cover purchase costs and other expenses incurred in earning income
            * Why are number of parties interested in a business’s profitability;
              * Owner’s and shareholders want to know whether the firm is earning an acceptable return on their investment

              * Creditors want to know whether they will be paid and should offer credit in the future
              * Lenders want to know whether the principal on the loan and interest will be repaid and whether to lend to the firm in the future
              * Management uses profitability to decide on the need for adjustments to policies
            * The amount of profit is determined by a number of factors, such as;
              * Volume of sales
              * Mark-up on purchases
              * Level of expenses
            * Gross profit ratio
              * Represents the amount of sales that is available to meet expenses resulting in net profit
              * Gross profit
Gross profit   =         sales
Gross profit
Gross profit   =         sales

              * Shows the changes from one accounting period to another and indicates the effectiveness of planning policies concerning pricing, sales, discounts, the valuation of stock and so on
              * if the ratio is low, alternative suppliers may need to be sourced and competitors investigated
            * net profit ratio
              * represents the profit or return to the owners
              *     Net profit
Net profit =               sales
    Net profit
Net profit =               sales

              * shows the amount of sales revenue that results in net profit
              * the costs or expenses after gross profit must be low enough to generate a net a profit
              * a firm would be aiming at a high net profit ratio
              *   a low net profit ratio indicates that expenses should be examined to see whether reductions can be made
            * Return on owner’s equity
              * Shows how effective the funds contributed by the owners have been in generating profit, and hence a return on their investment


              *           Net profit
return on owner’s equity=   total equity
          Net profit
return on owner’s equity=   total equity

              * if returns compare favourably, owners might consider expansion or diversification of the business. 
              * If the return is unfavourable, the owners would consider alternative options, including selling off the business
        * Efficiency
            * Efficiency is the ability of the firm to use its resources effectively in ensuring financial stability and profitability of the business. 
            * Efficiency relates to the effectiveness of management in direction and maintaining the goals and objectives of the firm. 
            * The more efficient the firm, the greater its profits and financial stability.
            * Total expenses
expenses   ratio   =         sales
Total expenses
expenses   ratio   =         sales
expense ratio
              * 

              * Compares total expenses with sales
              * The ratio indicates the amount of sales that are allocated to individual expenses, such as selling, administration, cost of goods sold and financial expenses.
            * Accounts receivable turnover ratio
              * sales
ARTR   =         accounts receivables
sales
ARTR   =         accounts receivables

              * Measures the effectiveness of a firm’s credit policy and how efficiently it collects its debts
              * It measures how many times the accounts receivable balance is converted into cash or how quickly debtors pay their accounts
              * The answer to the ratio is then divided by 365 days. (i.e. one year). This will then allow you to calculate how long it takes you to collect the money owing to the business. This is important because the longer it takes to collect debts the:-
    

            * the high the chance of a liquidity problem
                  * missed opportunities to invest the money owing

        * Comparative Ratio analysis
            * For analysis to be meaningful, comparisons and benchmarks are needed.
            * Judgements are then made by comparing a firm’s analysis against other figures, percentages and ratios
            * Comparisons are made between two statements over different years
            * Analysis can also include budget figures so that predicted figures can be compared against actual figures, usually over short ti periods such as per month.
      * Limitations of financial reports
        * there are limitations to financial reports. They can be misinterpreted and can be misleading, both of which will impact on the decision making of management and potentially put the business at risk
        * limitations can include the influences on information when recorded, such as those that are ‘one off’s’ that will distort the true earnings of a company
        * the limitations of financial reports are;
            * normalised earnings – this is the process of removing one time or unusual influences form the balance sheet to show the true earnings of a company 
            * capitalising expenses – this is the process of adding a capital expense to the balance sheet that is regarded as an asset (in that it will add to the value of the company and is therefore recorded on the balance sheet) rather that an expense (in this situation, it would be recorded on the income statement)
            * valuing assets – this is the processes of estimating the market value of assets or liabilities. The valuations can be used in a variety of contexts for a business, including analysis, mergers and acquisitions and financial reporting
            * timing issues – financial reports

cover activities over a period of time, usually one year.
            * debt repayments – financial reports can be limited because they do not have the capacity to disclose specific information about debt repayments.   Debt repayments refer to either money owed to the business or by the business
            * notes to the financial statements – notes to the financial statements report the details and additional information that are left out of the main reporting documents, such as the balance sheet and income statement.

      * Ethical issues related to financial reports
        * Laws relating to corporations include the responsibilities of directors and requirements for disclosure for corporations
            * For example/ in relation for financial management, directors have a duty to;
              * Act in good faith
              * Exercise power for proper purpose in the name of the corporation
              * Exercise discretion reasonably and properly
              * Avoid conflicts of interest
        * Audited accounts
            * An audit is an independent check of the accuracy of financial records and accounting procedures
              * 1. Internal audits
                  * These are conducted internally by employees to check accounting procedures and the accuracy of financial records
              * 2. Management audits
                  * These are conducted to review the firm’s strategic plan and to determine if changes should be made. The factors affecting the strategic plan may include human resources, production processes and finance.
              * 3. External audits
                  * are used to provide an annual audit of accounting practice and procedures
                  * These are a requirement of the Corporations Act 2001. The firm’s financial reports are investigated by independent

and specialised audit accountants to guarantee their authenticity. The auditor issues a statement indicating that the firm’s records and financial reports are accurate and give a true and fair view of the state of affairs.
        * Record keeping
            * Source documents must be created for every transaction, even those in which cash has changed hands
            * If cash is exchanged, it can tempt business’s to not record it has it then lowers their yearly profit, hence less taxes.
            * Prosecutions for tax evasion can harm the reputation of the business, and alienate customers who wish to deal with honest and ethical businesses
        * Goods and services tax (GST) obligations
            * Purpose – make it more difficult for businesses and individuals operating in the ‘cash economy’ to avoid tax.
            * Businesses have an ethical and legal obligation to comply with the GST reporting requirements.
        * Reporting practices
            * Not only are accurate financial reports necessary for taxation purposes,   but other stakeholders are entitled to access to a business’s financial information
  * Financial management strategies
      * Cash flow management
        * Cash flow is the movement of cash in and out of a business over a period of time.
        * By keeping cash flow records of cash you know how much cash you have in your wallet   or in the bank at a given time
            * These records don’t tell you what debts you have or what is owed to you by others
        * Cash flow statements
            * A cash flow statement is a financial statement that indicates the movement of cash receipts and cash payments resulting from transactions over a period of time
        * Management strategies
            * The way most businesses manage temporary shortfalls is by; many businesses 

use bank overdrafts to cover these shortages
            * Managers need to put into place cash flow management strategies to ensure that cash is available to make payments when they are due.
            * 3 cash flow management strategies
              * Distribution of payments
                  * Distributing payments throughout the month, year, or other period so that cash shortfalls do not occur. A cash flow projection can assist in identifying periods of potential shortfalls and surpluses
              * Discounts for early payments
                  * Offering creditors a discount for early payments. This strategy   is most effective when targeted at those creditors who owe the largest amounts over the financial year period
              * Factoring
                  * Factoring is the selling of accounts receivable for a discounted price to a finance or specialist factoring company. Factoring is growing in popularity as a strategy to improve working capital
      * Working capital (liquidity) management
        * Working capital management is determining the best mix of current assets and current liabilities needed to achieve the objectives of the business
        * Current assets are assets that a business can expect to convert into cash within 12 months. They usually include cash and accounts receivable
        * Working capital is the funds available for short-term financial commitments of a business
        * Net working capital is the difference between current assets and current liabilities it represents those funds that are needed for the day-to-day operations of a business   to produce profits and provide cash for short-term liquidity
        * Current liabilities are liabilities that a business must repay within the short term. They usually include overdraft and accounts payable.
        * Eg/ 500 000/

250 000 (x 100)
= 2:1 (or 200%)

Eg/ 500 000/ 250 000 (x 100)
= 2:1 (or 200%)

Current (working capital) ratio                                               CA/CL x 100

Current (working capital) ratio                                               CA/CL x 100

Current (working capital) ratio

            * The previous example indicates that within the next 12 months, twice the amount of assets need to be sold to generate cash to meet the short-term debts of the business for the same period
            * A high current ratio may indicate the business has invested too much in current assets that bring in a small return
            * A low current ratio may mean that the business is more profitable if it is investing its resources in longer term assets and generating more profits.
            * Factors that may determine whether a ratio is acceptable;
              * A current ratio of 2:1 or 200% is generally acceptable, but ratios vary depending on the industry, the type of business, the efficiency of the business in being able to convert current assets into cash, and the relations with creditors and banks that are sources of cash.
        * Control of current assets
            * In order for a business to manage working capital it must attempt to control both current assets and current liabilities. This is because excess inventories and lack of control over accounts lead to an increased level of unused assets, leading in turn to increased costs and liquidity problems
            * In order to manage current assets, it is requires management to select the optimal account of each current asset held, as well as raising the finance required to fund those assets.
            * The costs and benefits of holding too much or too little of each asset must be assessed. Working capital must be sufficient to maintain liquidity and access

to credit (overdraft) to meet unexpected and foreseen circumstances
            * Cash:
              * Cash ensures that the business can pay its debts, repay its loans and pay accounts in the short term, and that the business management to take advantage of investment opportunities, such as the short term money market. 
              * Cash shortages can occur due to unforeseen expenses and they are a cost to the business 
            * Receivables (account receivables):
              * Receivables are sums of money due to a business from customers to whom it has supplied goods or services.
              * Receivables are recorded as accounts receivables. 
              * A business must monitor its accounts receivable and ensure that their timing allows the business to maintain adequate cash resources. The quicker the debtors pay, the better the firm’s cash position.
            * Inventories
              * Inventories make up a significant amount of current assets, and their levels must be carefully monitored so that excess or insufficient levels of stock do not occur. Too much or too slow-moving inventories will lead to cash shortages.   Quick-selling items may also lead to loss of customers and hence loss of sales as there is insufficient inventory. Businesses must ensure that inventory turnover is sufficient to generate cash to pay for purchases and pay suppliers on time so that they will be willing to give credit in the future.
            * Control of current liabilities
              * The three current liabilities that may be controlled (managed) are;
                  * Payables (accounts payable)
                    * Payables are sums of money owed by the business to other businesses from whom it has purchased goods and services.
                    * A business must monitor its payables and ensure 

that their timing allows the business to maintain adequate cash resources. 
                    * The holding back of accounts payable until their final due date can be a cheap means to improve a firms liquidity position. 
                    * It may be possible to take advantage of discounts offered by some creditors as this reduces costs and assists cash flow. 
                    * However if accounts aren’t paid by the due date extra charges may be imposed
                  * Loans
                    * Funds may be required to cover sale and purchase of property, unforeseen circumstances, and import or export commitments. 
                    * Management of loans is important because costs for establishment. Interest rates and ongoing charges must be investigated and monitored to minimise costs. 
                    * Short-term loans are generally expensive and should be minimised. 
                    * Control of loans includes investigating alternative sources of funds from different banks and financial institutions ensure that the most appropriate short term loan is used to meet the short-term financial commitments of the   business
                  * Overdrafts
                    * Bank overdrafts are a convenient and relatively cheap form of short-term borrowing for a business.
                    * They enable a business to overcome temporary cash shortages
                    * Banks require regular payments to be made on overdrafts and may charge account keeping fees, establishment fees and interest
                    * Interest payable for a bank overdraft is usually less than that for a long
                    * Bank charges do, however, need to be carefully monitored, as charges vary depending on the type of overdrafts established
                    * Businesses should have a policy for using

and managing bank overdrafts and monitor budgets on a daily or weekly basis so that cash supplies can be controlled
            * Strategies for managing working capital
              * Leasing
                  * Leasing is the hiring of an asset from another person or company who has purchased the asset and retains ownership of it.
                  * It is an attractive strategy for some business’s as it is an expense and is tax deductable
                  * Firms can also increase their numbers of assets through leasing and this means that revenue, and therefore profits, can be increased.
                  * While most loans requires   deposit so that a firm can borrow only 90-95% of the purchase price of the asset, leasing allows 100% financing
              * Sale and lease-back
                  * Sale and lease-back is the selling of an owned asset to a lessor and leasing the asset back through fixed payments for a specified number of years.
                  * Sale and lease-back increases a business’s liquidity because the cash that is obtained from the sale is then used as working capital. 
                  * External factors such as the global financial crisis impacted the business profitability in all economies
                  * The ability of a business to effectively implement appropriate financial strategies will determine long-term success and growth
      * Profitability management
        * Profitability management involves the control of both the business costs and its revenue
        * Cost controls; 
            * Most business decisions – for example, to open a new store or buy a new piece of machinery – are influenced by costs. The costs associated with a decision need to be carefully examined before it is implemented. 
            * Fixed cost and variable costs;
              * Fixed costs

do not change regardless of the revenue
              * Fixed costs are not dependent on the level of operating activity in a business. They do not change when the level of activity changes – they must be paid regardless of what happens in the business
                  * Eg/ rent = you will pay rent regardless of how much revenue is made
              * Variable costs are those that change proportionately with the level of operating activity in a business
                  * Eg/ materials and labour used in the production of a particular item
              * It is important to monitor the levels of both fixed and variable costs. This is because there are changes in the volume of activity which need to be managed in terms of associated changes in costs. Comparisons of costs with budgets, standards and previous periods ensure that costs are minimised and profit maximised
            * Cost centres;
              * Cost centres are particular areas, departments or sections of a business to which costs can be directly attributed.
              * Direct costs are those that can be allocated to a particular product. Direct costs are also called variable costs
                  * Eg/ depreciation of equipment used solely in the production of one good
              * Indirect costs are those that are shared by more than one product.
                  * Eg/ the depreciation of equipment used to make several products would have indirect costs allocated on some equitable basis
        * Revenue controls
            * Revenue is the income earned from the main activity of a business.
            * Revenue comes from sales, or in professional services   or commission
            * The three ideas that a business must keep in mind in order to maximise profits are; 
              * In determining an acceptable level of revenue with

a view to maximising profits, a business must have clear ideas and policies, particularly about its marketing objectives including the – 
                  * Sales objectives
                  * Sales mix
                  * Pricing policy.
            * Marketing objectives;
              * Sales objectives must be pitched at a level of sales that will cover costs, both fixed and variable, and result in a profit
              * A cost-volume-profit analysis can determine the level of revenue sufficient for a business to cover its fixed and variable costs to break even, and predict the effect on profit of changes in the level of activity, prices or costs.
              * Before making changes to the sale mix businesses should consider;
                  * Changes to the sales mix can affect revenue.
                    * Businesses should control this by maintaining a clear focus on the important customer base on which most of the revenue depends before diversifying or extending product ranges or ceasing production on particular lines. Research should be carried out to identify the potential effects of sales-mix changes before decisions are made.
              * Before making changes to the pricing policy businesses should consider;
                  * Pricing policy affects revenue and therefore affects working capital. Pricing decisions should be closesly monitored and controlled. Overpricing could fail to attract buyers, while under-pricing may bring higher sales but may still result in cash shortfalls and low profits.
              * Factors that influence pricing includes;
                  * The costs associated with producing the goods or services
                  * Prices charged by competition
                  * Short and long-term goals
                  * The image or level that people associate with goods

or services 
                  * Government policies
      * Global financial management
        * The five main financial concerns faced by financial managers when operating a global business are;
            * 1. Exchange rate/currency fluctuations
            * 2. Interest rates
            * 3. Methods of international payment
            * 4. Hedging
            * 5. Derivatives
        * Uncontrollable financial influences are part of the external environment and may not   be significantly controlled by the business
        * Foreign exchange market determines the price of one currency relative to another
        * Foreign exchange rate is the ratio of one currency to another; it tells how much a unit of one currency is worth in terms of another
        * The exchange rate/currency fluctuations
            * Transactions conduction on a global scale are difficult to control because countries have their own currency, which they use for domestic purposes. This means that when transactions are conducted on a global scale, one currency must be converted to another
            * An appreciation is an upward movement of the Australian dollar against another currency
            * Two main effects of currency fluctuations
              * 1. A currency appreciation raises the value of the Australian dollar in terms of foreign currencies. An appreciation makes our exports more expensive on international markets but prices for imports will fall
              * 2. A currency depreciation lowers the price of Australian dollars in terms of foreign currencies. Our exports will become cheaper and the price of imports will rise. It improves the international competiveness of Australian exporting businesses. Currency fluctuations will impact the revenue, profitability and production costs.
        * Interest rates
            *

An interest rate is the price of borrowing money
            * Businesses seeking to expand domestic production or to relocate offshore will often borrow money.
            * Many Australian businesses are tempted to borrow money from overseas resources because Australian interest rates tend to be above those of other countries, especially US and Japan. Thus, to gain an advantage of lower interest rates.
              * The real risk of doing this is exchange rate movements. Any adverse currency fluctuation could see the advantage of cheaper overseas interest rates quickly eliminated. In the long-term, the ‘cheap’ interest rates may end up costing more.
        * Methods of international payment
            * The main complications and worries about payment that sellers face when conducting their business activities on a global scale includes;
              * Dealing with people they have never seen, speaks another language, uses different monetary systems, abides by different laws
              * If the products are shipped before payment is received, there may be no guarantee that the importer will pay
            * The main complications and worries about payment that buyers face when conduction their business activities on a global scale includes;
              * There is no guarantee of the product will be sent If payment is made beforehand.
            * These problems (the 2 dot       points previously) can be resolved by;
              * A method of payment using a 3rd part who is trusted 
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            * Four basic methods of payment
              * 1. Payment in advance
              * 2. Letter of credit
              * 3. Clean payment
              * Level of risk for exporter
Level of risk for exporter
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Method of payment
1.   Payment in advance
2. letter of credit
3. clean payment

4. bill of exchange - document against payment - document against acceptance
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4. Bill of exchange

              * The payment in advance method allows the exporter to receive payment and then arrange for the goods to be sent
              * A letter of credit is a commitment by the importer’s bank, which promises to pay the exporter a specified amount when the documents proving shipment   of the goods are presented
              * Clean payment (remittance) occurs when the payment is sent to, but not received by, the exporter before the goods are transported

              * Bills of exchange is a document drawn up by the exporter demanding payment from the importer at a specified time.
                  * There are two types;
                    * 1. Document against payment
the importer can collect the goods only after paying for them
                    * 2. Document against acceptance
the importer may collect the goods before paying for them
                  * The risk of non-payment of this   method (bill of exchange) is;
                    * Documents against payment   = the importer may not collect the documents or import the goods
                    * Documents against acceptance = the importer may delay payment or not pay at all
        * Hedging
            * Spot of exchange rate is the

value of one currency in another currency on a particular day 
            * The use of the spot exchange rate can potentially be problematic for a business because exchange rates can change constantly and currency fluctuations can be a cause of real concern for an exporter.
            * Natural hedging allows a business to eliminate or reduce the risk of foreign exchange exposure
              * Four ways that a business can achieve natural hedging;
                  * Establishing offshore subsidiaries
                  * Arranging for import payments and export receipts denominated in the same foreign currency. Therefore, any losses from a movement in the exchange rate will be offset by gains from the other
                  * Implementing marketing strategies that attempt to reduce the price sensitivity of the exported products
                  * Insisting on both import and export contracts and denominated in Australian dollars. This effectively transfers the risk to the buyer (importer)
        * Derivatives
            * Derivatives are the simple financial instruments that may be used to lessen the exporting risks associated with currency fluctuations
              * (in other words) Derivatives is the name on the financial product used as another way of minimising or spreading risk in exchange rate fluctuations.

            * The three main types of derivatives are;
              * 1. forward exchange contract is a contract to exchange one currency for another at an agreed exchange rate on a future date, usually after a period of 30,90, or 180 days
              * 2. Options contract gives the buyer (option holder) the right, but not the obligation, to buy or sell foreign currency at some time in the future
              * 3. Swap contract is an agreement to exchange currency in the spot market with an agr
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