Chapter 5

Key Business Functions
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Key business functions
Human Resources Management
Financial Management
Operations Management
Marketing Management
Information Management

Risk Management
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Human resources management
O Human resources management ensures that a
company has an adequate amount of employees with
suitable skills.
O Human resources management is the process of:
® acquiring and training employees
® appraising employees’ performance and providing
them with compensation (e.g., salary and annual
leave)
® dealing with matters concerning
relations and employees’ well-being.
O Every company must be able to attract, recruit and

employee

keep competent workers.
O Competent workers help a company achieve its goals
efficiently and effectively.
® This
knowledge-based economy.

is particularly true for companies in a

Human resources management tasks
1. Human resources planning

® Human resources planning (also called manpower
planning) is the process of deciding
<> what positions a company needs to fill and
<~ how they are to be filled.
® This ensures that a company has the right number
and kinds of workers who are capable of
completing company tasks.
2. Recruitment and selection
® |dentifies and attracts capable applicants for jobs
® Selects the most appropriate candidates
3. Training and development
® |mproves workers’ performance by using different
methods to enhance their technical, interpersonal
and problem-solving skills
4. Performance appraisal
® Evaluate workers’ performance by designing a
performance appraisal system and helps them
identify ways to improve
5. Compensation and benefits management
® Provides an effective compensation system which
can motivate workers to work productively, and
attracts and retains competent workers
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Importance of human resources management

1. Recruits workers with suitable skills to perform
company tasks.

2. Provides training to workers to improve their
knowledge and skills; and help managers improve
their management and leadership skills.

3. Conducts appraisals

employees’ job performance.

performance to evaluate

4. Develops a fair and competitive compensation system

to motivate employees; and provide them with

various benefits and services which can strengthen
their commitment to the company.

5. Handles grievances from employees and promotes
good relationships between the company, employees
and labour unions.

6. Ensures that the company has observed all labour

regulations.

Financial management

O A firm must have sufficient funds to finance its
operations.
® For example, it needs funds to:

Buy or lease an office

Buy raw materials and inventories

Buy machines and equipment

Pay rent, utilities and wages

Develop new products or enter new markets

Pay off debts

Expand the business

O Financial management refers to the management of
financial resources and financial obligations in order
to achieve a firm’s goals.

O Financial obligations refer to the money that a person
or a firm is committed to pay, particularly a debt.

O It aims to maximise a firm’s wealth

e

Financial management tasks

O Financial managers are responsible for developing
and carrying out a company’s financial plans and
determining the most appropriate sources and uses of
funds.

O They also monitor the company’s cash flows, make
financial decisions, and advise top management on all
financial matters.

O Most large companies employ a chief financial officer
or treasurer to take charge of its finance department.

O The main financial management tasks are
® Developing and carrying out financial plans

® Obtaining funds

2. [AEIEMRE

5. =BG THVREET > e

Aﬁﬁﬁ%ﬁmégﬁ

R EEE B EERRERY B T > DUBERES -
DUERT (Y 25 2 RN R
HEEHA i B EERTT -

3. MHEfTTIERIEFZ  SHE R TAYTAERMA -
4. HIEN

N PATAE SRR NG E - DUBEI S T
(5] B THR (IR AR DUt FI5 SR BRI R, -
AN~ BTS2 [EHY
B %

6. TECRAEIESTATA S LA -

MEEH

O A BMH T e iVEE LR & T HEIAVEE -
® {4 :

FEEEHRmAE

M E FORHIF &

FEE R BRI

A ~ KEREENH E

e 58 T B B T T 5

BB (ES

B i

O MBEE e H MRV EERNIMBEEE L E

FIMEAEZE -

O MBEMLEIEE ASBHE T TE (LHEER)
HIEAE: -

O WIBEHEm HIE BbEHIEANHE -

I R IS

B E Ry TAE

O W& & T/ HIE MR T RN BT E > WA E
G ENESBE T ANESHR -

O ERiEENHERE - FHMEAS - Dk ASE
BN BRI AV -
O R REIZER B E H A B R B BV B B A R
B o

O MBI EZH T/FErE
® il KT Hsat &l
*» BEES

104




Developing and carrying out financial plans
1. Forecasting both the company’s short-term and

long-term financial needs

® A short-term forecast predicts revenues, cost and
expenses for a period of one year or less.
® A long-term forecast covers a period longer than
one year.
2. Developing budgets to meet those needs
® A budget is a detailed plan of income, costs and
expenses expected over a period of time.
® [t helps financial managers estimate the flow of
money into and out of the business.
3. Monitoring actual revenues, costs and expenses

against the financial plan

® Firms usually review their financial performance
monthly. This helps managers detect problem and
take necessary remedial actions.

Obtaining funds
O Equity financing
® Funds are supplied by the owner(s) of the firm:
<~ Sole proprietorships: Using owner’s savings
< Partnerships: Admitting new partners
< Limited companies: Issuing shares to existing
shareholders or new investors
® Retained profit are an important source of funds

for all firms.
O Debt financing
® Funds are obtained from sources other than the
owners
® Examples:

< Loans from banks
<> Trade credit from suppliers

Importance of financial management
1. Acquires and manages funds to support the

company’s operations.

Monitors the company’s cash flow.

Develops budgets for current and future expenditure.
Assesses investment projects and their returns.

vk wnN

Decides how funds can best be used to finance the
company’s growth.
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Operations management

O Every company is engaged in the production of goods
and/or services.
® Manufacturing companies produce physical goods
@ Services companies produce non-physical outputs

O They all have an operating system which transforms
inputs into outputs.

O The typical transformation process involves various
procedures, technologies, knowledge and work
activities.

O Operations_management is a business function of
managing systems and processes that transform
inputs into finished goods or services.

O It ensures that goods and services are produced
efficiently and meet quality standards.

Operations management tasks
Designing effective production process
1. Forecasting demand (Marketing management)
® Estimate future demand for the company’s goods
and services.
® These estimates are used to plan production
activities.
2. Planning for capacity
® Determine the company’s production capacity for
goods and services.
® Production capacity is the maximum amount that
a firm can produce.
3. Choosing a facility location
® Find a location that can minimise production costs
and increase operational efficiency.
4. Designing a facility layout
® Determine the physical arrangement of resources
needed to produce goods and services.
® The layout can affect the efficiency of material
handling, the utilisation of equipment, and the
productivity of employees.
5. Scheduling work
® Determine how long each production task takes to
complete and set starting and ending times for
each task.

Inventory management and quality assurance
1. Inventory management
® Ensure a reasonable stock level to avoid wear and
tear from over-storage.
® Operations managers should keep track of all
materials and supplies so that they are in good
condition and available whenever the company
needs them.
2. Quality control
® To assure the quality of goods and services,
operations managers should:
< regularly inspect tools and equipment
<~ acquire quality parts from suppliers
< provide skill training to employees
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Importance of operations management

1. Develops an operating system which transforms
inputs into outputs.

2. Designs an effective production process.

3. Ensures that production is carried out efficiently.

4. Maintains inventory properly so that it is available
whenever needed.

5. Ensures that goods and services meet quality
standards.

Marketing management
O All companies generate revenue by selling their goods
and services to customers.
® First, they have to find out what their customers
need.
® Then they provide them with goods and services
that can satisfy their needs.

® Examples:
<> McDonald’s
hungry customers.

makes hamburgers to satisfy

< Microsoft develops software such as Word,
Excel and Internet Explorer to meet the needs
of computers users.

O All successful companies create products or services
which their customers want to buy.
O Marketing management is a business function of

planning and executing marketing strategies so that a

company can meet customer needs with its products

and/or services better than competitors.

Importance of marketing management
1. Finds out what customers need and how to satisfy

their needs.
2. Determines what to produce, where and how to sell

the products or services, and their prices.

3. Develops plans to compete with other companies in
the market.

4. Builds relationships with
suppliers, employees and other business partners for
mutual benefit.

Iong—term customers,

5. Monitors changes in market needs and responds to
those changes.
6. Generates revenue for the company.

Marketing management tasks
O Planning

O Organising

O Implementing

O Controlling
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Planning

O Marketing _planning determines the
objectives of the company and develops a marketing
strategy which is used to achieve those objectives.

O Marketing planning can be divided
1. Identity/Create market opportunities
2. Selecting target markets

3. Developing an effective marketing strategy

marketing

1. Identity/Create market opportunities

® Process of Identity/Create market opportunities by
needs, characteristics
consumption patterns.

finding consumer and

® For example, the manufacturers of packaged drinks
provide products of different sizes for adults and
children.

2. Selecting target markets
® After identity or create market opportunities,
marketing managers need to compare and choose
the target markets that they will decide to serve.
® Companies may serve one or more target markets,
depending on their resources and marketing

objectives.

3. Formulate and evaluate effective marketing strategy

® A marketing strategy consists of four key elements:

4Ps or Marketing Mix

< Product: The goods and services the company
offers to buyers

< Price: The amount that buyers have to pay to
obtain the product or service

< Place: The activities that the company carries
out to make the product or service available to
buyers

<> Promotion: The activities that the company
carries out to persuade customers to buy the
product or service

Organising

O Marketing organising determines how marketing
activities are coordinated and organised by the
company.

O In large companies, a marketing department will be
formed to plan and carry out marketing activities.

O There are three

common ways of organising

marketing activities:
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® Functional structure

Marketing Director

Sales Advertising Market Product
Manager Manager Research Development
Manager Manager
® Product structure
Marketing Director
ProductA ProductB ProductC ProductD
Manager Manager Manager Manager
® Geographical structure
Marketing Director
us Europe China Middle East
Manager Manager Manager Manager

O The most common form is the functional structure by
which different marketing activities are performed by
different people.

O Companies which have many products and brands
often use the product structure.

O Companies that sell in different countries use the
geographical structure.

Implementing marketing activities
O Marketing implementation is the process that turns
marketing plans into actions.
O To implement a marketing plan successfully,
marketing managers must work with other people
both inside and outside the company.
® Marketing managers often collaborate with the
production department in developing new
products.

® They also work closely with the wholesalers and
retailers in promoting their products and/or
services.

Controlling marketing activities
O Marketing control is the process of measuring and
evaluating the results of marketing plans:
1. Marketing managers first set the goals (marketing
objectives) they want to achieve.
2. They then measure and evaluate the performance.
If actual performance differs from expected
performance, they would find out the causes and
take_corrective actions.
O The purpose of marketing control is to ensure that the
company achieves its planned marketing objectives.
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Information management
O Managers need information to make various decisions

and to monitor the company’s performance.
O Information management is the business function of
processing, distributing
information to support the company’s operations and
decision-making.

gathering, storing, and

O Information managers are responsible for establishing
an information system which gives reliable and timely

information to other managers and workers.

Information management tasks
O Collecting and store various data
® To facilitate decision-making, a company would

collect various data both inside and outside the

company.

<~ Data are raw facts which are just numbers,
names or quantities.

<> For example, many companies collect data such
as: Economic growth, Daily sales figures,

Number of returned products, Products made

by competitors
O Transforming data into information
® Data on their own do not have any meaning and

are useless to managers.
® [nformation is useful to managers because it has
meaning.
@ Data (Processing and Analysing)—> Information
<> Daily sales figure - Sales trend
< Enables
customer tastes.

managers to detect changes in

Importance of information management
1. Gathers internal and external information which is

useful to the company.
2. Processes and organises information in ways which
can be easily used by managers for decision-making.

3. Stores and protects useful information for later use.
4. Provides reliable and timely information to managers.

5. Facilitates communication between employees even
if they are based in distant locations.

6. Allows managers to have better control over the
operations of a company.
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Risk management

O Risk is the uncertainly or possibility of suffering a loss
or mishap.

O All companies face the risk of loss resulting from
events such as: Fires, Accidents, Injuries, Thefts,
Machine breakdowns, Labour strikes, Bad weather

and Natural disasters.

Risk management is a business function of
® assessing and identifying the risks of a company.

e.g. fire, burglary, flooding
developing suitable methods to protect the
company against various types of risk.

® monitor or control risks faced by a company to

minimize losses

Risk management tasks

1. Identifies and measures potential loss.

2. Chooses the most efficient methods for controlling
risks and implements them.

3. Monitors how well the risks are controlled.

Risk management strategies
O Risk Avoidance

O Risk Assumption
O Risk Reduction
O Risk Transfer

Risk avoidance
O Risk avoidance means the risk of loss has been

eliminated.

O A company can choose not to engage in any activity
which would cause loss.

O Sometimes, risk avoidance is the only and the best
way that people can avoid a significant loss.

Risk assumption
O Risk assumption means that the risk of loss is borne

by the company.
O A company can use its own resources and retained
profits to protect itself against possible future losses.
O This strategy is commonly used in two situations.
1. The loss is insignificant.
restaurants bear the risk of the loss of kitchen

For example, most
utensils because those utensils are inexpensive.

2. There is no other way to manage the risk. For
example, many technology companies have to
assume the risk that their new products will not be
well-received by the market because they cannot
reduce or transfer the risk.
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Risk reduction 0y el
O Risk reduction means that the risk of loss has been O EL]S‘“}}EW)QD?EEJ”:%[@Gﬁé’aé’\jlﬂ[ﬁﬁﬁﬁ o

reduced. O i AT 375 8 &% AE FE i R (AR SR AU B e L Py 2R Y
O A company can take measures to reduce the chance B .

of loss and lessen the_ impact of loss on the business.

® (4N - FrA T R AR M ES A H B K £

® For example, all the hotels have installed smoke

detectors and automatics sprinkler systems. & -
Risk transfer B
O Risk transfer (Risk shifting) means that the risk of loss O [ s % & 40 vl A8 5 | 2048 26 1Y Je Fe B At A 2l &K
has been transferred to another party. I o

O A company can transfer risks to others by making O (A EE s T AU s B R s -
contractual agreements or taking out insurance. . N
® HLGR A IHET A EASHA A E] - B RN E

® A manufacturer can subcontract a project to other

firms to protect itself against loss from PRAZER LIS EEIER -
unpredictable increases in production cost. ® R {MEH GREE Kz » K EEEHR KA E
® Many companies take out fire insurance to transfer R 4RI E] -
the risk of loss from fire to insurance companies. O WIEFTA & 7] DU -
O Not all risks are covered by insurance. o AR

® |Insurable risks

< Rk B R A

<~ can be covered by insurance

<> Examples: Thefts, Fires, Injuries, Property > Bl BEE - KK - BIV2E - YEER - E
damage and lliness b
® Non-insurable risks ® o] fEE
< not accepted by insurance companies > (R A SR BRI
<> Examples: Acts of terrorism, Acts of war S [ EGEEE - RS
Importance of risk management EKF%EE’JEE P
1. Examines the company’s operations and identifies the SEE SN E > SRR TR | BRI R o
risks which may cause losses. 2. ?EUE%@@E’J)?}%EE&%@HK& IV R g
2. Protects the company against different risks using the R
® RR =

most suitable methods. MEb A gy L
3. Minimises losses and reduces the impact of losses on 3. EPDEFFTHAENASR - DUBBSH BT

the company. e

4. Ensures that human and physical assets of the 4. WEERBTHIGEEZESH RENCENATNEFRMNE
company is properly insured.
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Interrelationship of business functions

O Each business function plays an important role in
helping a company to accomplish its objectives.

O The six business functions are interrelated with each
other in the daily operations of a company.

O There are two major reasons for this relationship:
® Support needed from other business functions
® Cooperate to implement business plans

Support needed from other business functions

O A business function can only be executed effectively
with support from other business functions.

O In order to complete its own tasks successfully, a

business function often depends on other business

functions to provide the required information,
resources and/or services.

The finance department of a handbag firm helps

obtain funds for operation.

® The human resources department of the firm

recruits sales representatives for its stores and
workers for its factory.

Workers in the factory produce handbags that are
sold in stores.

Sales representatives sell the handbags in stores.

Cooperate to implement business plans
O Business functions need to work together to carry out

a business plan or to solve a business problem.

O Most business activities are complicated and can only
be accomplished successfully by people with different
kinds of expertise.

O It is better to understand business functions as units
linked to each other rather than as separate units.

Example:

O A garment company has decided to build a production
plant in Shenzhen because land and labour are much
cheaper there than in Hong Kong. The company also
plans to sell some of the garments produced in
Shenzhen to the locals. How are the six business

functions involved in this decision?

® Human resources management
<> Hire workers in Shenzhen
< Provide training to workers
<> Set workers’ wages

® Financial management
< Assess this investment project and its return
< Decide how to finance the investment
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Marketing management

<> Find out customer needs in Shenzhen and other
Chinese cities

<> Decide what products are to be sold

<~ Set prices for products to be sold in Shenzhen
and other Chinese cities

Operations management

< Decide how to carry out production

<> Design the facility layout

<> Purchase machines and equipment for
production

Information management

<> Gather and store useful market information
about its products

<> Establish a computer network between the
plant in Shenzhen and the headquarters in
Hong Kong

Risk management

<~ Identify and assess the risks associated with the
investment

<> Decide on the most suitable risk management
strategies for the plant in Shenzhen

< Buy insurance to protect against fires and thefts
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