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Examination

Objective test questions

❖ MCQ

❖ Fill in questions

❖ Match questions

❖ Choose questions

❖ True/ False questions

❖ Ranking 
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Section A
Macroeconomic and 

Organisational Context of 

Business  25%
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Chapter 1: The Goals and Decisions 

of Organisations

What is an organisation:

-social arrangements for controlled performance of collectives goals.

Key words in the defination

❖ Collective goals

❖ Social arrangements

❖ Controlled performance
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Why do we need Organisation

Organisations enable people to:

❖ Share skills and knowledge

❖ Specialise and

❖ Pool resources
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Classifying Organisations

❖ By Profit Orientation  

- Profit seeking Organisations

- Not-for-profit Organizations (e.g mutual organisation)

❖ By Ownership/Control 

- Public Sector Organisations

- Private Sector Organisations
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Shareholder wealth

Maximising Shareholder Wealth

This is reflected in 

❖ Higher share price

❖ Higher dividend payments
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Shareholder’s wealth

Three key issues when  attempting to measure and increase the 
Shareholders wealth:

❖ Cash is preferable to profit

❖ Exceeding the cost of capital

❖ Managing both short- and long-term prospects

(Supplementary reading illustration on page 10 textbook)
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Measures of financial performance

Short-term:

❖ ROCE

❖ RONA

❖ EPS

Long-term:

Discounting and Investment Appraisal (To Discuss later)
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Share value

The concept of discounted cash flows can be used to explain how 

press releases and market rumours can affect the share price.

There are many variables that will affect the share price, and they fall 

into two groups:

❖ Factors external to the business.

❖ Factors internal to the business.
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Stakeholders 

“Those persons and organisations that have an interest in the strategy 
of an organisation”.

Stakeholder interest – “an interest or concern that a stakeholder has in 
an organisation”.

Stakeholder influence – “the level of involvement that a stakeholder 
has in the functions of an organisations”.

The degree of interest and influence of different stakeholders vary 
considerably.
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Stakeholder groups
❖ Internal Stakeholders – intimately connected to the organisation, 

and their  objectives are likely to have a strong influence.(e.g

employees, management/directors)

❖ Connected Stakeholders – those with a contractual relationship with 

the organisation. (e.g finance providers, suppliers, shareholders)

❖ External Stakeholders – all other outside stakeholders, who have  
diverse objectives and varying influence on the organisation. (e.g

Government, trade unions, pressure groups)
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Stakeholder Conflict
The needs/expectations of the different stakeholders may conflict. For 

example:

❖ Employees Vs Managers – Wages Vs Cost efficiency

❖ Customers Vs Shareholders – Product quality Vs Profits/dividends

❖ General public Vs Shareholders – Effects on the environment Vs

profits

❖ Managers Vs Shareholders – Growth Vs Independence

Solving these will often involve a mixture of comprise and prioritisation.
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Stakeholder conflict for NFPs

NPFs don’t have a dominant stakeholder in most cases and as such 

they seek to satisfy several different groups at once, without one core 
objective, such as, profit, to focus on.

This makes the decision making for NPFs to be more challenging as 

they seek to satisfy different stakeholders at once. 

In most cases they end up trying to quantify all the different issues 

financially to see if the benefits outweigh the costs (cost-benefit 

analysis)
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Management Objectives

The most important stakeholder conflict is that between shareholders 

and the managers.

The principle agent problem – the problem posed by the agency 
theory is how can the principal ensure that the agent will behave in 

such a way as to achieve the aims and intentions of the principal?

In a company:

- Principals – the shareholders

- Agents – board of directors/senior management
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Principal agent problem

The management will have to balance the interest of different 
stakeholders in the company.

On top of that the management may have its own objectives which 
are in conflict with the shareholders’ interests(profitability). For 
example:

❖ Salaries

❖ Non-salary benefits (perks)

❖ Power

❖ Status and Prestige

❖ Safety and Security
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Other areas of conflict

The common short term objectives of the management:

❖ Sales maximization (Baumol)

❖ Growth maximisation (Marris)

❖ Satisfying (Simon)
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Other possible areas of conflict

❖ ‘Fat cat’ salaries and benefits.

❖ Mergers and acquisitions.

❖ Poor control of the business. (e.g Enron and WorldCom scandals)

❖ Short-termism
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How to resolve this conflict

Attempts to resolve this conflict can take a number of forms:

❖ Corporate governance

❖ A review of the remuneration and bonus schemes given to 

directors(e.g share options)
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Corporate governance

“the system by which companies and other organisations are directed 

and controlled”

Corporate governance is concerned with improving the way 

companies are governed and run.

It seeks to address the principal agent problem.
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Corporate Governance main 

objectives
❖ To control the directors by increasing amount of reporting and 

disclosure.

❖ To increase level of confidence and transparency in company 
activities for all investors and thus promote growth.

❖ To increase disclosure to all stakeholders

❖ To ensure that the company is run in a legal and ethical manner.

❖ To build in control at the top that will cascade down the 

organisation.

Corporate governance enables an organisation to relate to its external 

environment.
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Corporate Governance principles

Typical aspects include:

❖ The board of directors should meet on a regular basis.

❖ Active responsibilities  at board level should be spread over the 
board (especially the roles of Chairperson and Chief Executive)

❖ Directors should have limited contracts.

❖ All directors reward and payments should be publicly disclosed.

❖ There should be three sub-committees: an audit committee, a 
nominations committee and a remuneration committee.

❖ Greater use should be made of non-executive directors with no 
direct financial interest in the company, especially on the sub 
committees.

❖ The annual accounts should contain a statement, approved by 
auditors, that the business is financially sound and is a going 
concern.
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