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Question One

Failure to adhere to salary demands by management can lead to conflict between Mr Price Group Ltd and Sactwu. This in turn could have a devastating effect on the overall performance of the company.


Write a business report to Mr Stuart Bird in which you:

· Critically analyse the market environment of Mr Price stores using Porters Five Force Model and suggest strategies to help management run a more cost effective business in order to meet the financial demands of Sactwu.

· In the event an agreement is not reached, outline the types of industrial action that the workers at Mr Price could embark on and the relevant procedures applicable to both parties.

· Finally, advise Mr Bird on the value of incorporating RIMS as a tool to pre-empt similar issues from re-occurring in the future.
Porters 5 Forces 		MAX 25
Cost saving strategies	MAX 10
Industrial action		MAX 20
Rims			MAX 15



50 marks





Porter’s Five Forces Model
Level of rivalry (current competitors)
It is important for any business to know what competitors are doing. If one can find a sector where a competitor is not performing well, it may present an opportunity for the business to make more profit. By identifying the areas where competitors are achieving success, it may be an indicator of a threat to the business, requiring the implementation of a tactic to avoid losses. For example, if a competitor has a superior marketing strategy; it poses a threat to one’s business because customers may be lost to the competitor.
When the business is compared with one’s competitors, the following factors require reviewing:
· Size and financial resources of the business
· Market share
· The quality of products / service 
· Consumer brand loyalty
· Pricing of products or service
· Convenience of location and distribution channels
· Trading hours
The business needs to develop strategies to improve and outperform competitors in the above mentioned factors, as competitors have the power to “lure away” customers and thus profits.
Examples of such strategies:
· Customer loyalty programs may be introduced to make the business more attractive than those of competitors. 
· A business reduces the price of certain products / services to make sure the business is a more attractive option than the competitors. 

Threat of new entrants
Not only current competitors “steal” customers, there may be a challenge from a new business that sees an opportunity to make money by entering the market. 

An existing business will see any potential new business as a threat to its market share and profits. The business therefore, tries to build “barriers” (strategies) to prevent new businesses from entering the market successfully. 

Examples of barriers to keep new entrants out of the market:
· The bigger retailers in shopping malls will, for example, negotiate with centre management to prevent too many competitors from acquiring space in the same centre. 
·  A business may also register a patent to deter a potential new business from selling a similar product. 
· Large sums of money may be spent on advertising and having promotions where products or services are sold at a lower price, making it difficult for a new business to enter the market.  
· Consider that even the government puts legislation in place to make it difficult for new businesses to supply electricity to consumers.
· A tax on imported goods is a deterrent the government imposes on certain industries to protect the local market from cheap, mass-produced goods from overseas. 

Availability of substitute products 
A substitute product does NOT refer to a different brand. This issue of different brands has been discussed under the heading of Rivalry / Competitors in the market.   

To illustrate different brands: 
· Simba chips and Willards chips
· Pick n Pay and Checkers
· BMW and Toyota
· Samsung and Blackberry mobile phones

A substitute product is a different product that satisfies the same need, namely:
· Butter vs. margarine
· Glasses vs. contact lenses
· Sugar vs. artificial sweeteners
· Restaurants vs. fast foods

Suppose a business manufactures margarine. In order to ensure the business is successful, it not only needs to consider the strategies other margarine manufactures implement (e.g. their prices, products packaging, the retailers selling the products to consumers, etc.); it also has to consider what butter manufacturers are doing, as people may be willing to substitute margarine with butter, if it seems to be a better option.

Increasing availability of substitute products generates more “indirect competitors” which a business must consider in order, to outperform the competition. 

The power of suppliers 
Any business that does not have a reliable supplier is certain to encounter problems more often than not. 

In order to be successful, the business depends on the supplier to provide a good quality product when needed (timing) and to deliver the correct quantity to the place needed at a reasonable price. 

· Imagine being a florist and your supplier delivers 30 dozen red roses after Valentine’s Day 
· Or, if you got the tender to build a new school in Melville and your supplier delivers 100 000 bricks to Bellville 
· Or, your school is in charge of organising a large athletics meeting in the middle of summer and your supplier is unable to deliver additional water and cool drinks

Large suppliers, e.g. Amalgamated Beverage Industries (ABI – suppliers of Coke, Fanta, Sprite etc.), Cadburys, Simba, etc. - supply their products to a large number of wholesalers and retailers. It is important that the business keeps in mind that if the supplier sells to a competitor at a lower price or provides the stock to the competitor when there is limited stock (e.g. during a strike), that your business will be in a weaker competitive position and consequently less successful. Consequently, it is critical that the business develops and maintains good relationships with suppliers.

The following are possible costs associated with the unavailability of stock:
· If there is no material, a manufacturer cannot produce (no sales = no profit).
· If there is no material, the machines and labour cannot be utilised to their full capacity, because the production or selling process will grind to a halt.
· Administrative and opportunity costs are incurred when dealing with a stockout. If a business has run out of stock, it becomes very difficult to negotiate discounts when placing orders.
· Customer goodwill may be lost if they have to go to competitors.

For this reason it is important to build strong and long-term relationships with suppliers, as the success of the business to a large extent, is determined by the suppliers of the products.

The power of buyers 
The buyer may be a wholesaler ordering from a manufacturer, or a retailer buying the products for his shop or even the consumer who has to spend his or her hard earned money at your business. If the buyers are not respected, and offered good value for money, they may decide to support a different business. 

When a retailer sells to the final consumer, the following aspects may need some consideration:
· What type of product / service is being offered?  A consumer, for example, may be prepared to travel a greater distance to buy speciality goods such as cars, jewellery and expensive household appliances in order to get exactly what he/she wants; convenience goods (such as groceries) and select goods (such as clothes) do not justify travelling longer distances, and the consumer may be happy to settle for a different brand or a substitute product.
· Is the consumer brand-loyal, or is the consumer prepared to swop brands if he/she can get a better deal? Do consumers consider shopping at Dischem for toys, or is only Toys R US   “good enough” when buying toys for the kids?
· Price sensitivity – in some instances buyers may be happy to pay more for a product or service if it is delivered, has a guarantee or is conveniently available etc.
·  “Snob-value” or the image associated with the product or service often may influence where the consumer makes the purchase. Some consumers do not fly with a low cost airline as a meal is excluded from the airfare. And, imagine if your fiancé gives you a beautiful ring when you get engaged, but you subsequently discover he purchased it at the pawn shop!  Obviously, some low cost airlines are successful and many pawnshops do make a good profit. The business has to know who the target market is and then focus on this group of consumers to satisfy their needs.

Cost saving strategies										[sub max 10]

Note: Students can either incorporate their strategies within Porters or they can offer separate cost saving strategies.

Example of cost saving strategies would be:
Low cost strategy
Doing an audit on all their suppliers
Using a tool like TQM, quality circles
Etc.

Industrial Action 										[Sub max 20]

Industrial action refers to steps that workers take to enforce their demands if the collective bargaining process fails to meet their demands. This Industrial Action may take the form of strikes, go-slows, work to rule or picketing which employees use to air their grievances and enforce their demands. 

According to The Labour Relations Act, employees have the Constitutional right to strike, provided they follow the correct procedures. Employers on the other hand have the Constitutional right to implement a lock-out as recourse to the strike. 

Different types of strikes and other industrial action:
· A strike can be defined as two or more employees that refuse to work based on a shared, work-related purpose. 
· A go-slow takes place when workers still work, but they decrease their rate of productivity.
· Work-to-rule is a form of industrial action where workers do no more or no less than the minimum requirements described by the rules of a workplace. 
· Intermittent strikes take place when employees stop and start the same strike, often extending it over a period of time. 
· When employees refuse to work any overtime, it is a form of industrial action known as Overtime bans. 
· Picketing refers to a situation where striking workers demonstrate in a public place outside of the workplace. Only a registered trade union may organise a picket, and it must meet the requirements as stipulated in Code of Good Practice on Picketing issued by NEDLAC. 
· Secondary (or sympathy) strike action takes place when employees strike in support of another strike. In order for the secondary strike to be protected (see below), the original strike has to be protected, i.e. the correct procedure has been followed. 

Some of the most frequent reasons for industrial action include: 
· remuneration issues
· to have a trade union recognised
· if the employer made unilateral changes to working conditions

Protected vs. Unprotected strikes:
In order for a strike to be considered a protected strike, certain procedures have to be followed:
· Before the strike can take place, the issue over which workers want to strike, must be referred to the CCMA, a Bargaining or a Statutory council (see 2.2.5 below for a discussion on the CCMA, Bargaining and Statutory councils). 
· The CCMA or council has 30 days during which they must aim to resolve the issue.
· If it is not possible to resolve the issue, a certificate must be issued stating this is the case.  
· In the private sector there is a 48 hour notice period to inform the employer that workers are planning to strike. If the employer is the State, the notice period is 7 days.  

The benefits from the employee’s perspective if it is a protected strike:
· During a protected strike, the employees have the security of knowing they cannot be dismissed. If, however, they engage in misconduct during the strike, they may be dismissed for the misconduct, but not for participation in the strike. 
· Employers cannot get a court interdict to stop the strike.
· Employers are not allowed to seek damages because of loss of production during the strike.
· Employers have to continue to provide food and accommodation for employees if it is part of the employees' remuneration. Once the strike has ended, employers may go to the Labour Court as a means to reclaim the money spent on accommodation and food during the strike.  
	
When is it not a protected strike? 
· If the correct procedure has not been followed 
· If there is a Collective Agreement in place that states workers may not strike over a particular issue, and the matter must first be referred to the Labour Court. 
· If workers are engaged in an essential service, the strike will not be protected. Essential services include: 
· The South African Police Service
· A service, which if disrupted, may endanger the health or safety of a part of the population (e.g. doctors or nurses)
· Parliament  

What is a Lock-out?
· The employer prevents employees from entering the workplace in an attempt to force them to accept the employer’s demands.
· During a protected lockout (the employer followed the correct procedure), the employer does not have to pay wages and employees cannot sue the employer for loss of income. 


RIMS (Rational Interaction for Moral Sensitivity) strategy 					[Sub max 15]

Although this section is aimed at finding creative solutions to problems in the business world, one must not lose sight of the importance to find ethical solutions to problems. The RIMS strategy argues that the solution should be beneficial to society, instead of the focus primarily being on “how do I benefit from this solution?”

In order to achieve this, it is suggested that all participants discussing the problem should be seen as equals, thus affording each person fair opportunities to state his/her case. Only facts may be stated; personal opinions, emotions and positions held in the organisation do not form part of the discussion. 

It is debatable whether this is a realistic and practical approach in a business situation. It is understandable that if the manager is to be held accountable for the outcome of the situation, it is unlikely that he/she will allow others to make the final decision. It may, however, be productive to afford each person an opportunity to voice an opinion (on an equal footing), to enable the manager to consider the input given to resolve the problem at hand.  





Question 2

The board of directors have stated in no uncertain terms that they will stop at nothing until they achieve their organisational objectives of being on top. As the Head of Risk management at Mr Price Group Ltd you have been tasked with completing a company audit of certain areas that might prohibit this dream from becoming a reality.

Requirements:

Compile a business report to the board of directors where you include the following:

· An overview of compulsory and non-compulsory insurance which specifically pertains to the company. Mention how this could reduce the company’s overall risk. 

· An evaluation of TQM as a performance management tool the company could use to improve the overall performance of the business as well as reduce the risk of failure.

· Finally, you are required to evaluate the risk of franchising in South Africa and motivate why it would/would not be a suitable strategy to assist in growing towards becoming a top performing retailer.Non-compulsory Insurance	 	MAX 20
Compulsory insurance		MAX 15
TQM				MAX 10 
Franchising			MAX 15
Strategies 		MAX 5
MAX 65







Insurance											[sub-max 20]
Non-Compulsory insurance
Fire insurance:
· Although fire insurance is listed in some books as a separate insurance policy, insuring against fire will usually form part of other insurance policies:
· Fire damage to the structure of a house or building is usually included in the insurance made compulsory by banks, when they finance a bond for the building. 
· Fire causing damage to a vehicle will be included in the vehicle insurance. 
· The content of the house or building will be covered against fire by the householder’s insurance. 
· The more flammable a product (thatch roof or inventory such as wood, paper, gas, etc.), the higher the risk and therefore the higher the premium. 
· The nature of the surrounding buildings may also have an impact on the risk and premium. If the building (house or business) that is insured is next to a garage (selling petrol or diesel) there will be a high risk associated with the insurance and therefore, a high premium payable.  

General Business insurance / Commercial insurance
Business insurance is probably one of the most important decisions the entrepreneur or manager has to consider in order to protect the business from losses caused by unforeseen circumstances. These circumstances may include theft (shoplifting), burglary (forced entry), public liability if a customer slips on a wet floor and sustains an injury while in the shop (called liability insurance), and damages from fire or elements of nature.

Insurance contracts relating to insurance for inventory (trading stock) will include an ‘iron safe clause’. This requires the insured (business) to keep a record of stock on hand in a safe that is fireproof and that cannot be destroyed by the fire.  It is no longer required to keep back-up records in a fireproof safe on the premises, as technology enables stock records to be kept off-site.

The business also has to be aware that in extreme circumstances there may be a total or partial loss of income if the business cannot operate while repairs are being done. This loss of income can also be covered in a Commercial insurance policy.

Household insurance
A Household policy usually includes all types of assets that form part of every household that is at risk due to events such as burglary, accidents or losses caused by fire, lightning, floods etc. Assets may range from furniture, electrical items, clothing, toys, sports equipment, and tools to gardening equipment. If the insured has visitors, their belongings may also be covered if provision was made for it in the policy. Liability insurance is usually also included as part of the household insurance. This will cover the home owner against losses or injuries sustained by people visiting or working on the premises (e.g. a dog biting the domestic worker). 

Vehicle insurance
When we talk about vehicle insurance, we normally distinguish between two options:
· Fully comprehensive: Fully comprehensive insurance means the insured’s car and the other vehicle will be repaired in the case of an accident. Damaged caused by fire will be covered or if the car is stolen the insured will be indemnified (put in the same financial position than before the loss occurred). It is important to remember that items such as expensive sound systems, laptops and other expensive items must be specified separately to avoid these assets not being covered by the insurance policy. Insurers can work out a tailor-made solution to cover the individual needs of the insured. 
· Third-party, fire and theft: The older the vehicle, the less the value. If a vehicle is relatively old, it may not be financially viable to continue paying fully comprehensive insurance, because the chances are the insurance company will write off the vehicle if it is damaged and not pay out a decent value. In such as case, if the driver (of the old vehicle) is to blame for an accident that caused damage to another very expensive car, at the very least, the damage to the other car (third party) should be paid by his/her insurance company. This type of insurance also pays out if the car is stolen or damaged in a fire.     

We have already mentioned that the premium paid on insurance will be determined by the value of the asset and the risk. It is interesting to note that male drivers under the age of 25 are classified as a very high risk and that their car insurance premiums are usually very expensive! 

Money in transit insurance
If a business handles a lot of cash, it may be prudent (wise) to take out Money in transit insurance to cover any potential losses that may occur between the business and the bank. Some businesses prefer not to take this risk and will outsource the transportation of the money to a third party such a Coin Security company (which will definitely have this type of insurance).

Fidelity insurance 
Fidelity insurance is taken out to protect the business against financial losses caused by dishonest employees. Theft of money or fraud may be covered. If there are only one or two people in the business handling money or working with finances, the policy may be taken out to cover individual employees (their names are specified on the policy). If a large number of staff members need to be covered, a floating policy may be taken out where specific positions (jobs), rather than individual people are covered.  

Crop insurance
Crop insurance is aimed specifically at farmers and is taken out to cover risks that may arise from their income-generating assets. Risks that are covered may include drought, heat waves, floods, hail, frost and fire. Additional insurance on livestock may also be added. 

Compulsory insurance									[sub-max 15]
Unemployment Insurance Fund (UIF)
· The Unemployment Insurance Amendment Bill (2013) changes certain issues that were covered by the Unemployment Insurance Act of 2001.
· The Unemployment Insurance Fund (UIF) gives short-term relief to workers when they are unemployed, or if they are unable to work because of maternity leave or illness. It also provides relief to the dependants of a deceased employee who has contributed to the fund.
· Contributions are made by both the employee and employer. 1% of the gross salary is deducted from the employee’s salary and an equal amount is contributed by the employer who is responsible for paying this amount to SARS. The ceiling amount (limit for the purposes of calculating contributions) is currently (2015) R14 872 per month.
· The following people are excluded from UIF insurance:
· Employees who work less than 24 hours a month
· Employees who earn commission only
· Civil servants and foreigners working in the country were previously excluded. Now some foreigners are covered by UIF. Employees on learnerships are also included as per the 2013 Amendment. 
· Domestic workers are INCLUDED in UIF and the employer must ensure he/she registers with the Department of Labour.
· The maximum amount that will be paid to the unemployed worker is 58% of the monthly salary, provided he/she has already contributed for at least 4 years to UIF. The claim will not be paid for more than 238 days. In the case of maternity leave the maximum number of days that the mother can claim for is 121 days. 

Compensation for Occupational Injuries and Diseases Act (COIDA)
· This was previously known as the Workmen’s’ Compensation Fund. 
· If an employee is injured at work or becomes sick or disabled as a result of his/her job, the person is entitled to claim compensation from the COIDA. It is also possible for families or dependants of a breadwinner to claim, if he/she has died as a result of a work-related accident or disease.
· Every employer registers with the Compensation Fund and pays an annual fee based on the employee’s earnings and the risks associated with that particular job. 
· The amount of compensation paid to an employee is calculated as a percentage of the salary that the employee was earning at the time. 
· When will claims not be paid?
· Privately employed domestic workers cannot claim, but domestic workers employed by a hotel or guest house may claim.
· Members of the South African National Defence Force or South African Police Services are not covered by COIDA, because they have their own separate fund.
· If the employee is booked off for three days or less due to the incident, the fund will not pay.
· If the claim is older than 12 months from the date of the incident or when the diagnosis was made, automatic rejection of the claim occurs.

Road Accident Fund (RAF)
· The Road Accident Fund (RAF) is compulsory insurance that covers all users of South African roads. 
· The RAF assists people injured in a motor vehicle accident and will pay for rehabilitation and medical claims.  
· The RAF provides indemnity to the person guilty of causing the accident; this prevents the person injured, or his/her family, from lodging a claim against the guilty party.
· The RAF will pay in the following instances:
· Any person injured in a motor vehicle accident, whether it is the driver, a passenger or a pedestrian
· The family of a deceased victim may also claim
· Contributions to the fund are in included in the petrol/diesel price.  


Total Quality Management (TQM) and Total Customer Satisfaction			[sub-max 10]

No business will survive if it does not keep customers satisfied. TQM is a process where everybody in the business is committed to thinking about how all actions impact on the quality of all tasks and overall customer satisfaction. 

It is important to note that customer satisfaction refers to internal customers as well, as the following example illustrates: The training division’s customers are all the employees who are trained in the business (i.e. an internal customer). If the training department does not follow the philosophy of TQM, employees will lack the correct knowledge to do their jobs and morale may be low because employees do not feel empowered to do their jobs. This in turn will impact on production, marketing and all other departments of the business where these employees work.  

In order to determine the quality of a product or service, inspections can be conducted. Inspections refer to the process of measuring, examining or testing the product or service or one or more components thereof. The results are compared to predetermined specifications in order to assess if the quality is acceptable or not. Inspections can either be carried out by looking at every product / service produced (e.g. every house that is built should be inspected to ensure the electrical installation is safe).  Sampling is a statistical method of quality control where a certain number of items are tested from the entire production batch. If the tested samples are of a certain quality (acceptable or not), it is assumed that all items will be of the same quality. 

Remember the business can only improve quality if there is awareness that something is not right. Thus, it is in the interest of the business to ask customers for feedback and to respond to the feedback to improve the quality of the product and/or the service.

Franchising:											[sub-max 15]
· The franchisor sells a business package which is already successful to the franchisee. The franchisee will then sell the product / service to consumers in a particular area. This helps to increase the market awareness of the original product and therefore every franchise that is sold, markets the overall business in terms of making it more visible and prominent in the mind of the consumer. 
· The formal business agreement between the franchiser and franchisee is known as the Franchise Agreement and allows for the payment of:
· the original purchasing price of the franchise to the franchiser 
· royalties (between 5% – 10% of profits) paid to franchiser  
· a monthly advertising fee that the franchiser uses to do marketing / advertising on behalf of all franchisees. 
· When the franchiser decides to sell franchises, it is important to allocate a lot of time to train the franchisee. During the initial training, the franchiser will train the franchisee on systems and procedures, but the training has to continue as a form of support to the franchisee, because the success or failure of the brand is determined by the success or failure of all the individual franchisees. If one franchisee experiences problems, it has a direct impact on the franchiser and all other franchisees.  
· As is the case with any other business, the franchiser must have a well-defined marketing strategy. This strategy, while focussing on the target market, must keep on reminding the consumer about the brand positioning and the advantage of the product (or service), in order for the franchise to create and maintain a competitive advantage. This is especially important in a market where there are a number of substitute products and /or alternative brands available for the franchised product. This also means that the marketing message itself has to stand out and be different from those of competitors. Think how well Nandos does this in the fast food franchise industry.  

· Advantages and disadvantages of franchising from the point of view of the franchiser:
· On the positive side, the franchiser can expand the original business concept, without having to spend large amounts of capital (in fact the franchiser gains capital when the franchises are sold). The franchiser will also know that franchisees who have invested their own capital when they purchased the franchise will in all probability be motivated to make a success of the business. 
· On the negative side, the franchiser may find the continuous training and support of the franchisees difficult and demanding. In addition, the franchiser does not have direct control over franchisees, yet the success of the franchise depends on the success of the individual franchisees.

· Advantages and disadvantages of franchising from the franchisee’s point of view:
· From a marketing perspective, the franchisee has a good chance of success, because he/she will benefit from the proven success and advice of the franchiser. The franchisee may also find it is easier to borrow capital from the bank if the bank knows the money will be invested in a franchise (an already proven and successful concept). 

Alternatively, the entrepreneur may find it frustrating and limiting to be bound by strict criteria stipulated in the franchise agreement. There is, for example, no opportunity to design a unique marketing campaign, because the marketing campaign is controlled by the franchiser. If the franchiser does not provide the on-going support that was promised to the franchisee, it may have a negative impact on the success of the new franchisee and the overall franchise concept. 

Motivating franchising as a growth strategy						[sub max 5]
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