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Males versus females scores for recognition; using the Thatcher illusion experiment.

Abstract
This experiment is going to look at the differences between males and females scores on facial recognition. This will be tested by using Peter Thompson's (1980) Margaret Thatcher illusion. The Thatcher illusion is an inverted image of Margaret Thatcher. When inversion occurs, the image has been manipulated. So that the eyes and mouth have been vertically rotated. The Thatcher illusion has a famous reputation for disrupting cognitive processes. This experiment will be carried out in a controlled environment within a Swansea Metropolitan university lecture theatre. Where the participants, who are all first year students in Psychology and Counselling, will be prompted by verbal instructions on how this experiment will be carried out. The aim of the findings is to try to use them to clarify whether or not there is a difference between the scores achieved for recognition from both males and females, and to see if these findings match previous literature. 

Introduction
 As originally discussed by Ellis (1975) it has become vital for humans to use eyes and mouth as the means to convey what is being communicated. It is through these facial features, humans are able to comprehend as much information as possible about what mood the other individual is in. Stevenage (1992) reported, humans are sensitive to any alteration in the face that signals a change in emotions. Previous research performed by Kohler (1940) highlighted that facial recognition becomes harder, when the faces are observed upside down, due to the loss of facial expressions. It is believed that an upside down face has the ability to preserve the cognitive facial recognition processes more so than a truly inverted face, which will disrupt these processes as reported by Valentine (1988).

Humans use local feature perception, this is a process used to recognise facial features such as the eyes and mouth. Along side this configurational perception is also used, this is a process enabling one to recognise the spacial location of facial features. Both processes when used in conjunction enable individuals to identify faces. When an image is inverted, the eyes and mouth have been vertically rotated, although this is rarely seen instantaneously. When an inverted image is viewed upside down, the face is regularly perceived as normal. When viewed upright the face is nearly always perceived as grotesque. The disruption of these two processes may have inflicted trouble upon facial recognition, thus making the image complicated to encode. Farrah (1990) found that inversion decreases configural perception. This was replicated by Bruce and Young (2000). Interestingly,when inversion occurs in other races, the impact on facial recognition is noticeably less. Murray et al (2003); Rhodes et al (2006) & Hayward et al (2008). 

Silverman and Eals (1992) argued from an evolutionary perspective that women are superior with spacial location memory, as it is an adaption to food gathering. Whilst later research by New, Krasnow, Truxaw, & Gullin, (2007) who also argued from an evolutionary perspective, suggesting that males are superior in their spacial abilities, such as mental rotation as it's an adaption to navigation. Therefore in theory, both males and females should have a fairly good score time on recognition. This theory will be tested using the Thatcher illusion.

Methods

Participants

The participants who were involved in this experiment we all first year undergraduate students, doing a degree in Psychology and Counselling at Swansea Metropolitan university. There were 66 participants all together. 10 of which were males, and 56 that were females, with an age range of 18 (being the youngest) and 56 (being the oldest) the rest of the participants fell somewhere in between. Over all, this gave the participants a mean age of 21.27 years old. With a mean age of 23.70 years old for males and 20.84 years old for females active in this experiment. None of these figures were preplanned or manipulated.


Apparatus 
During this experiment, the apparatus used were as followed, a lecture theatre, pen, paper, consent form, projector, computer, white board and the Thatcher illusion. The participants were expected to bring their own stationary, but were provided with all other equipment necessary to undergo this experiment.

Design
The design of this experiment was correlational. All the participants were tested at the same time, in the same room, under the same conditions. The independent variable (what was being manipulated) for this experiment was pre-chosen to be males versus females. The participants were not aware of this segregation, and had no choice in which group they preferred to be in. Although, they withheld their rights after the experiment to revoke their data should they wished to do so. The dependant variable (what was being measured) for this experiment was scores on recognition, using the Thatcher illusion. To measure the scores accurately, a scale of 1-19 seconds was used. This experiment was specifically designed to see if there was a difference between males and females when it came to the time it took to recognise there was something wrong with the image, and to see if the independent variable had an impact on the dependant variable, however this does not necessarily mean that one may predict the other, so further investigation is needed.

Procedure
This experiment was carried out in a lecture theatre that seated roughly 70 people. The participants were given the choice to sit where they preferred, and although they were split into two groups determined by gender, participants were allowed to sit next to whom ever they wished, there was no order required. Whilst seated, the participants were allocated one sheet of a4 paper, and a pen.  The participants were then advised to listen to verbal instructions, which included mobile phones to be switched off, not to turn their heads, and remain silent whilst the experiment was undergoing. This was a controlled environment. Participants involved in this experiment were then given a consent form to read and sign, and were in no way forced to take part in this experiment. The participants where then prompted to write their age on the top left corner of the a4 piece of paper, and their gender on the top right corner. Following this they were verbally advised that they were about to view an image, that had something wrong with it. The projector was then switched on, and focused on the white board, as an inverted image of Margaret Thatcher appeared upon the screen. Using a scale of 1-19 seconds, the image continued to rotate 9.7 degrees per second, the participants were required to write down the number it took for them to recognise something was wrong with this image, and were instructed to do so in the centre of the page. The lower the score the faster the recognition was. Participants were not permitted to observe or discuss results with the other participants.

Results
This experiment produced several interesting results. It took a mean of 8.04 frames for all participants to recognise there was something wrong with the image of Margaret Thatcher. For the male participants, the mean number of frames was 7.20 seconds. For females, the mean was 8.20 seconds. 

  


This experiment has concluded no significant difference between the scores achieved by males and females, when it comes to score recognition using the Thatcher illusion.

Discussion
Although this experiment shows no significant difference between males and females scores on recognition, using the Thatcher illusion. There may be several topics that could have manipulated the experiment into giving inaccurate results. There was no way of knowing that the participants active within this experiment had not witnessed or been involved in an experiment using the Thatcher illusion previously. There was no other way of knowing the participants score was truthful. Where the participants chose to sit in the lecture theatre could have had an effect on the recognition time, as it could be viewed at different angels and at different distances. There was no way of stopping the participants from turning their heads during the experiment, and it is hard to observe all participants at all times, to make sure they are not doing so. There was an uneven number of males to females used in this experiment, there were roughly five times the amount of females to males. This could have had an impact upon the mean score for recognition. Over all, it can be argued that these results do agree with Silverman and Eals (1992) hypothesis and also agree with the results of New, Krasnow, Truxaw, & Gullin, (2007) too some extent. Females could well be better with spatial location memory than males and males may well have better abilities concerning mental rotation, however these abilities may have balanced each other out because there was no significant difference reported, these findings agree with previous literature.
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Executive Summary

· An analysis of the financial performance of Microchips plc over the four year period from 2006 to 2009 covering the five, key areas of profitability, liquidity, efficiency, investment, and gearing.
· Absolute sales increasing by 20.67% but rate of sales growth declining year on year.
· Gross Profits falling year on year as sales growth rate declines and Cost of Sales base increases.
· COS rising through increases in materials and wages, whist overheads remain stable in cash terms.
· Increasing capital employed and rising fixed assets year on year, despite declining sales growth rates and falling profits. 
· Increases in assets in preparation for future expansion, changes in product range, or changes in the technology and means of production. 
· Rising levels of inventory on hand through either increases in materials for new product ranges; increases in obsolete stock as sales growth declines; poor ordering, purchasing and stock management; poor relationships with suppliers and lack of just in time supply. 
· Inefficient management of debtors and creditors to make Microchips plc a net provider of short term credit.
· Increase in bank borrowings year on year with a dramatic increase 2009-2009 with a rise to high gearing with 74%. Finance obtained to fund future growth, change in product range (existing products at the end of their life cycle) or change in means of production. 
· Confidence in future financial performance as evidenced by rising average share price and P/E Ratio.
· Comparisons made to a similar sized competitor and the business sector norm to make ratios more meaningful.
· Recommendations suggested to drive the future financial performance of Microchips plc. Areas requiring further investigation also highlighted. 



1.0 Introduction

1.1 Overview
The Board of Directors have requested a report on the financial performance of Microchips plc, based on the last four years of results (2006-2009). Financial performance will also be compared to a similar sized competitor and the business sector norm.

1.2 Background
Microchips plc is a manufacturing business which produces electronics components for sale to the audio-visual industry. The last four years (2006-2009) have seen an average turnover figure of €16.7 million, and a bottom-line profit average of €290,250.
Turnover has grown from €15 million on 2006 to €18.1 million in 2009 (20.67% increase).

1.3 Objectives
This report analyses the financial performance of Microchips plc between 2006 and 2009 inclusive. It aims to offer a comprehensive analysis on the financial performance of the organisation in five key areas (Profitability, Liquidity, Efficiency, Investment, and Gearing). Comments on comparative performance against the results for a similar sized competitor and the business sector norm will also be provided. The report makes recommendations to improve future financial performance and also highlights any areas that require further investigation.

1.4 Benefits
The recommendations and analysis provided by this report will allow the Board of Directors to make decisions on the future of Microchips plc to improve financial performance and benefit shareholders. 

1.5 Exclusion to Scope
The balance sheets, profit and loss accounts and cash flow statements have not been made available. All analysis is made from the information provided – Microchips plc Financial Data (Ratios), Further Financial Information (Sales, Profit, Fixed Assets) and Additional Financial Information – Comparators (see Appendix 6.1, 6.2 and 6.3).




2.0 Analysis

2.1 Profitability
To analyse the profitability of Microchips plc, the report looks at the following financial ratios – the Gross Profit % (GP%), the Net Profit % (NP%), and the Return on Capital Employed (ROCE).

2.1.1 Gross Profit %
	Ratio
Gross Profit   x 100%
Sales
	2006
	2007
	2008
	2009

	
	37.1%
	34.8%
	32.5%
	29.0%



There has been a downward trend in GP% over the four years which is clearly the wrong way. GP% has dropped by 8.1 percentage points from a high at 2006, which represents a 21.8% decrease. The GP% needs to be as high as possible as all other business support costs (overheads) are paid out of this figure. 
We need to analyse the constituent parts of the ratio – Sales and Cost of Sales (COS).

Actual Sales
	
	2006
	2007
	2008
	2009

	Sales €
	15 million
	16.3 million
	17.4 million
	18.1 million



Actual sales have increased by €3.1 million over the four years.

Year on Year Changes - Sales
	2006-2007
	2007-2008
	2008-2009

	+€1.3 million
	+€1.1 million
	+€0.7 million

	+8.67%
	+6.75%
	+4.02%



Despite absolute sales rising, sales growth is declining year on year. This could be a factor of lower sales volumes, lower sales prices, or a combination of both. 


Year on Year Changes – COS
The total COS of sales figures have not been provided, but the amount of Overheads, Materials and Wages as a % of COS have been given.

	
	2006
	2007
	2008
	2009

	% Overheads / COS
	43.5%
	40.0%
	37.0%
	33.0%

	% Materials / COS
	40%
	43%
	45%
	48%

	% Wages / COS
	16.5%
	17.0%
	18.0%
	19.0%

	Total
	100%
	100%
	100%
	100%



The actual amounts spent on COS can be calculated from the Sales, GP% and relative COS %.
Year on Year Detail for COS
	Year
	2006
	2007
	2008
	2009

	Sales €
	€15,000,000
	€16,300,000
	€17,400,000
	€18,100,000

	GP %
	37.1%
	34.8%
	32.5%
	29.0%

	COS %
	62.9%
	65.2%
	67.5%
	71.0%

	COS €
	€9,435,000
	€10,627,600
	€11,745,000
	€12,851,000

	O’heads/COS
	43.5%
	40.0%
	37.0%
	33.0%

	Overheads €
	€4,104,225
	€4,251,040
	€4,345,650
	€4,240,830

	Materials/COS
	40.0%
	43.0%
	45.0%
	48.0%

	Materials €
	€3,774,000
	€4,569,868
	€5,285,250
	€6,168,480

	Wages/COS
	16.5%
	17.0%
	18.0%
	19.0%

	Wages €
	€1,556,775
	€1,806,692
	€2,114,100
	€2,441,690



COS has increase over the four years by €3,416,000 or 36.2%. From the table above it is clear that wages and materials have increased steadily over the four years (materials by €2,394,480 or 63.4% and wages by  €884,915 or 56.8%) whilst overheads have remained steady at approximately €4.2 million .
The relative increases in wages and materials may suggest that Microchips plc is investing in a larger workforce with more materials to increase future productivity and profitability. An investigation into the detail of these increases is required. It may also be beneficial to investigate the detail of the overheads to see if any improvements in efficiency could be made there.

The comparative GP% for a similar sized company is 29%, which is in line with the 2009 level. However, Microchips plc has seen a steady decline in GP% from a 2006 high of 37.1% and further investigation into that decline is required. The need for this investigation is heightened when the 34% GP% figure for the business sector norm is considered, as it would seem that Microchips plc is lagging behind by 5 percentage points. A declining rate of sales growth and an increasing COS base are the causes of the declining GP%. However, the increasing COS base may be in preparation for future growth of productivity and profitability.

2.1.2 Net Profit %
	Ratio
Profit before Interest and Tax   x 100%
Sales
	2006
	2007
	2008
	2009

	
	2.0%
	3.8%
	4.4%
	3.3%



Net Profit % (NP%) or Profit Before Interest and Tax (PBIT) saw a steady rise for the first three years and then fell. NP% increased by over double from 2006 (2.0%) to 2008 (4.4%) but then fell to 3.3% in 2009 (a drop of 1.1 percentage points or 25% from 2008). The upward trend was clearly in the right direction as the increases in profit will lead to the primary objective of maximising shareholder wealth. However, the upward trend was showing smaller growth year on year and even saw a decrease from 2008 to 2009 (see Year on Year Changes NP% table below).

Comparing the NP% of Microchips plc to the comparators reveals that the organisation is someway behind the similar sized competitor with a figure of 7% and even further behind the business sector norm of 9%.
The absence of detailed financial accounts (balance sheet, profit and loss account, cash flow statement) makes it difficult to explain the NP% performance for Microchips plc and does not provide clarity on the reasons for the lower performance against the two comparators.  However, as was highlighted for the GP% decline the declining sales growth and the increase in COS will impact NP% adversely. Further investigation into the declining NP% and the lower performance of Microchips plc to the comparators is required. 

Year on Year Changes – NP% & Sales
	
	2006-2007
	2007-2008
	2008-2009

	NP%
	+1.8 points
	+0.6 points
	-1.1 points

	Sales
	+8.67%
	+6.75%
	+4.02%



To understand the increase between 2006 and 2008 and then the decrease to 2009, the information on costs between GP% and NP% would be required. It is interesting to note that Profit after Tax and Interest remains relatively constant but low across the four years; 2006 1.8%; 2007 1.8%; 2008 1.8%; and 2009 1.6%. 

A decrease in GP% year on year but an increasing NP% (albeit at a slower rate) would suggest improvements in the management of the lower half of the profit and loss account (see Profit Summary table below).

Profit Summary
	Year
	Sales
€m
	GP
%
	GP
€
	NP
%
	NP
€
	Bottom 
Line 
Profit
%
	Bottom 
Line 
Profit
€
	Tax
& 
Interest

	2006
	15m
	37.1%
	5.565m
	2.0%
	300k
	1.8%
	270k
	30k

	2007
	16.3m
	34.8%
	5.6724m
	3.8%
	619.4k
	1.8%
	294k
	325.4k

	2008
	17.4m
	32.5%
	5.655m
	4.4%
	765.6k
	1.8%
	312k
	453.6k

	2009
	18.1m
	29.0%
	5.249m
	3.3%
	597.3k
	1.6%
	285k
	312.3k




2.1.3 Return on Capital Employed (ROCE)
	Ratio
PBIT                      x 100%
Capital Employed
	2006
	2007
	2008
	2009

	
	3.4%
	3.2%
	3.0%
	2.7%



ROCE is seen as the primary measure of profitability, as it compares the inputs (capital employed) of a business against the outputs (profits). The aim is to raise this figure as high as possible, yet the trend for Microchips plc is downward which is clearly in the wrong direction. There has been a 0.7 percentage point drop over the four years, dropping approximately 0.2 percentage point each year. It has dropped by over 20% between 2006 and 2009.

The 2009 figure of 2.7% for Microchips plc is significantly lower than the similar sized competitor (5.7%) and the business sector norm (6.4%). This can be partly explained by the declining growth in sales and increasing COS base that was highlighted in the GP% and NP% sections.  However, further investigation into the underperformance of Microchips plc to the comparators is necessary. 

The constituent parts of the ratio require examination – profit and capital employed. It has already been commented that margins are low and following a period of growth dropped substantially from 2008 to 2009. GP% dropped year on year from 2006 to 2009 whilst NP% doubled from 2.0% in 2006 to 4.4% in 2008 and then dropped to 3.3% in 2009. Profit after interest and tax is very low at 1.6% in 2009.

The long term capital employed can be calculated from the ROCE ratios and NP% figures (see table below).

Year on Year Changes - PBIT and Capital Employed
	Year
	Sales
€
	PBIT
%
	PBIT
€
	Capital
Employed
	Change
€
	Change
%

	2006
	€15m
	2.0%
	€300k
	€8,823,529
	
	

	2007
	€16.3m
	3.8%
	€619.4k
	€19,356,250
	+€10,532,721
	+219.37%

	2008
	€17.4m
	4.4%
	€765.6k
	€25,520,000
	+€6,163,750
	+31.84%

	2009
	€18.1m
	3.3%
	€597.3k
	€22,122,222
	-€3,397,778
	-13.31%



Capital employed rose dramatically from 2006 to 2007 and so did Profits before tax and interest. The capital employed increased less dramatically 2007-2008 than the massive increase in 2006-2007 but net profits also grew. The breakdown of the capital employed would greatly help explain this situation but as this is not available it is assumed that the increase has come from increased bank loans (as supported by the increase in gearing – see 2.5). No share capital has been issued between 2005 and 2009. Investigation into the level of reserves would also be required to understand how much of the capital employed they represent.

2.2 Liquidity

To analyse the liquidity of Microchips plc, the report looks at the following financial ratios – the Current Ratio and the Quick Ratio.

2.2.1 The Current Ratio
	Ratio
Current Assets   
Current Liabilities
	2006
	2007
	2008
	2009

	
	3.5
	3.5
	3.6
	3.7



The trend for Microchips plc is a very slight rise over the four years, but has remained relatively constant. The aim for this ratio is to maintain within a defined range as it is a measure of the theoretical ability of the organisation to pay its debts as they fall due. A ratio greater than one would indicate no problems and the ‘norm’ for manufacturing businesses would be in the range 1.5 - 2.0, whilst the ‘ideal’ is believed to be 2.0 (Attril and McLaney, 2006). Microchips plc is considerably higher than this range and this warrants further investigation. 
The similar sized business is operating at 2.2 and the business sector norm is running at 2.0. Microchips 3.7 level would seem to be very high in comparison. 
The current liabilities can be calculated from the current assets and the current ratio (current assets have been calculated in 2.3.3).

Current Liabilities
	Year
	Current
Assets
	Current Ratio
	Current
Liabilities

	2006
	€10,273,972
	3.5
	€2,935,420

	2007
	€11,398,601
	3.5
	€3,256,743

	2008
	€12,517,985
	3.6
	€3,477,218

	2009
	€14,251,968
	3.7
	€3,851,883


.
The Current Ratio for Microchips plc appears to be high at 3.7, though this would indicate a high degree of liquidity. A high ratio may also indicate that funds are tied up in cash or other liquid assets and are not being used as efficiently or productively as they could be. Microchips plc is a net provider of short term credit (see 2.3.5 and 2.3. 6) as 2009 saw a debtors collection period of 96 days and a creditors payment period of 40 days. Stock turnover in days has increased over the four year period to a high level of 89 days in 2009 (see 2.3.1). Further investigation into the stock levels, debtors and creditors would be required to see if improvements could be made and if funds could be released.

2.2.2 The Quick Ratio
	Ratio
Current Assets - Stock
Current Liabilities
	2006
	2007
	2008
	2009

	
	2.5
	2.3
	2.0
	1.3



Microchips plc is trending downwards and has almost seen a halving from 2.5 to 1.3 over the four years. This more stringent measure of liquidity (as stock levels are removed as they can take longer to convert to cash than recalling cash from debtors) has a ‘safe’ level of 1 and Microchips plc is safely above this level. The decline indicates that the business has become more efficient over the four year period, however the gap between the Current and Quick Ratios has increased (in 2006 the gap was 1.0 whilst in 2009 the gap was 2.4). A stable Current Ratio with a declining Quick Ratio may indicate that stock levels have been built up too much.

The similar sized competitor is operating at 1.9 and the business sector norm is 2.0, both of which are considerably higher than Microchips plc 2009. Their respective Current Ratios were 2.2 and 2.0 which illustrates little change between the Current and Quick Ratios. This indicates that the comparators have not built up high levels of inventory, whilst Microchips plc in 2009 sees a Current Ratio of 3.7 and a Quick Ratio of 1.3 which would suggest high stock levels. Further investigation into the inventory management (ordering, holding, stock-taking) and why the Quick Ratio has declined so much over the four years would be required.


2.3 Efficiency
To analyse the liquidity of Microchips plc, the report looks at the following financial ratios – the Stock Turnover in Days, the Stock Turnover, the Fixed Asset Productivity, the Working Capital Turnover, the Debtors Collection Period, the Creditors Payment Period, and the Cash Operating Cycle.

2.3.1 Stock Turnover in Days
The Stock Turnover in Days represents how quickly the business turns over its stock. The aim is to minimise this number as cash that is tied up in inventory cannot be used for other purposes. High inventory levels also incur other costs for storage, security, obsolescence, interest and warehousing for example. Microchips plc should aim to hold as little stock as possible without disrupting sales orders.

	Ratio
Stock              x365
Cost of Sales
	2006
	2007
	2008
	2009

	
	65
	69
	80
	89



The trend for Microchips plc is an upward one, which has increased by 36.9% or 24 days over the four year period, which is the wrong direction. This suggests that the company may have over-purchased goods (signifying a flawed purchasing process), or that sales have declined since goods were purchased (see comments on declining sales growth), or that the level of held inventory is rising. A rising level of inventory was also suggested by the comparison of the Current and Quick Ratios. Further investigation into the inventory held is required. High levels of inventory with declining sales pose a risk of holding obsolete stock which, in turn, will incur further costs for removal, selling off or writing off.

The similar sized competitor records a value of 48 days whilst the business sector norm is 42 days. The value of 89 days recorded in 2009 is of considerable concern as it is over double the business sector norm and almost twice as large as the similar sized competitor (89/48 = 1.85 times). Further investigation into the make up of the inventory is required.


2.3.2 Stock Turnover
The Stock Turnover Ratio represents how many times the business turns over its stock in a year. Inventory is usually the largest part of a company’s working capital so if the stock is not being used up at a suitable pace then the company has invested a considerable portion of its capital in an asset that it may not be able to liquidate quickly. A high Stock Turnover Ratio is required, but not so high that it jeopardises sales by not having enough stock on hand to fulfil sales orders. This ratio displays similar information as the Stock Turnover in Days.

Microchips plc has a 2009 Stock Turnover Ratio of 4.80 but the trend from the high of 5.90 in 2006 has been downward (a decrease of 1.1 days or 18.6%), which is in the wrong direction.
	Ratio
Cost of Sales
Inventory
	2006
	2007
	2008
	2009

	
	5.90
	5.60
	5.00
	4.80



Comparison with the 6.0 for the similar sized competitor and the 9.0 for the business sector norm indicates that Microchips plc is underperforming. The business sector norm is turning over its inventory almost twice as often as Microchips plc. The similar sized competitor is more efficient in turning over its stock than Microchips plc. The relatively low number of 4.80 suggests that Microchips plc has a large inventory on hand. Further investigation into this inventory is required to identify slow moving items, obsolete items, and over purchased items. It may also be that Microchips plc has been increasing stock levels in preparation for a product change which would also warrant further investigation.

2.3.3 Fixed Asset Productivity
	Ratio
Sales
Fixed Assets
	2006
	2007
	2008
	2009

	
	1.46
	1.43
	1.39
	1.27



The trend is for Microchips plc over the four years is downward goes against the goal of increasing this number as high as possible. A higher ratio will indicate that the assets are being used productively to generate sales; however, a very high figure may indicate that the business is over-trading whereby the business does not have sufficient assets to maintain the levels of sales.

The constituent parts of the ratio are sales and fixed assets and comment has already been made about the declining sales growth over the four year period. Further investigation into the nature of the fixed assets would be required – age, condition, ownership (rented or purchased), depreciation, and how the assets have been valued. 

The value of the fixed assets can be calculated for each year as the Total Sales and Fixed Asset Productivity Ratios are provided.

Vale of Fixed Assets 
Calculated from Sales and Fixed Asset Productivity Ratios
	Year
	Sales
	Fixed Asset
Productivity 
Ratio
	Value of Fixed
Assets

	2006
	€15 million
	1.46
	€10.3 million

	2007
	€16.3 million
	1.43
	€11.4 million

	2008
	€17.4 million
	1.39
	€12.5 million

	2009
	€18.1 million
	1.37
	€14.3 million




Year on Year Changes in Fixed Assets
	Year
	Fixed Assets
at Start of 
Year
	Fixed Assets 
at End of 
Year
	Change
€
	Change 
%

	2006
	
	€10,273,972
	
	

	2007
	€10,273,972
	€11,398,601
	€1,124,629
	+10.95%

	2008
	€11,398,601
	€12,517,985
	€1,119,384
	+9.82%

	2009
	€12,517,985
	€14,251,968
	€1,733,983
	+13.85%

	4 Year
	€10,273,972
	€14,251,968
	€3,977,996
	+38.72%



Fixed assets have increased in value by nearly 39% from the end of 2006 to 2009 and the rate if growth has increased each year to a maximum of 13.85% between 2008 and 2009.  In contrast to this, sales growth has declined year on year. This investment into fixed assets may suggest that Microchips plc has been changing its means of production, purchasing new buildings and/or plant, or replacing old technology with new technology. 

The comparative ratios for the similar sized competitor and the business sector norm are 2 and 2.5 respectively, which suggests that Microchips plc is underperforming. However, further investigation into the make up of fixed assets from the balance sheet would be required and, ideally, the nature and make up of the fixed assets of the comparators should also be considered.

2.3.4 Working Capital Turnover
The working capital turnover shows how effectively the working capital (current assets – current liabilities) is at generating sales. The aim is to maximise this number as a high number shows a business that is generating a lot of sales compared to the money it uses to fund the sales. Too high a figure may indicate that the business does not have enough capital to fund its sales growth which may lead to insolvency.
	Ratio
Sales                                                     
Current Assets – Current Liabilities
	2006
	2007
	2008
	2009

	
	2.80
	2.60
	2.40
	2.30



Microchips plc is below the similar sized competitor (3.5 times) and the business sector norm (4.0 times), which suggests that it is not as efficient at generating sales as the two comparators. The increase in stock levels may lead to a decrease in the working capital turnover as money is tied up in stock. Declining sales growth will also lead to a lower ratio. 






2.3.5 Debtors Collection Period
	Ratio
Debtors          x 365
Sales (Credit)
	2006
	2007
	2008
	2009

	
	80
	88
	92
	96



The trend for Microchips plc is rising across the four years with a total increase of 16 days or 20%, which is clearly in the wrong direction. Shorter settlement periods are obviously more favourable. If the assumption is made that the normal terms of credit are “payment are due in the month following delivery” then the expectation would be a Debtors Collection Period between 30-60 days, with an average figure of 45 days. Microchips plc is over twice this figure and has seen a trend that is getting increasingly worse. The speed of payment from customers is an important factor for cash flow – delayed payments see cash tied up that the organisation would use in more productive ways. 
Microchips plc may be preparing to change its product range and/or its means of production through large investment and expansion; which may also explain the decline in this ratio. In this case, it will be expected that this investment will lead to future sales growth and increases in profits. 

It is also worth noting that this figure is an average of the number of days for which payment is outstanding; Microchips plc may have a few very large customers who can demand longer payment periods and distort the average payment negatively. The increased payment period could also result when an organisation attempts to offer extended periods of credit in an attempt to offload old technology products. Further investigation into the debtors is required. 
The comparators may provide an insight into what the debtors period could look like, but it is worth remembering that they may have a different customer base. The similar sized competitor operates on 56 days whilst the business sector norm is 70 days. Microchips plc is considerably above both of these figures and has been for all four years of accounts. It is important to discover is this large, increasing number is a result of poor management of the debtors or if it is a function of the customer base (i.e. a few very large customers with considerable buying power). 


2.3.6 Creditors Payment Period
	Ratio
Creditors (Trade)         x 365
Cost of Raw Materials
	2006
	2007
	2008
	2009

	
	45
	48
	49
	40



The trend for creditors period saw an increase from 45 to 49 between 2006 and 2008 (a rise of 4 days or nearly 9%), followed by a sharp drop to 40 in 2009. The drop to 40 from 49 is in the wrong direction as the organisation wants to take as much advantage as possible from delaying payment to it suppliers. Delays in payments are equivalent to obtaining short term credit and an efficient organisation would try to lengthen these as much as possible without harming supply or damaging reputation. Microchips plc may be paying suppliers on time to obtain early payment discounts.

The similar sized competitor is paying its creditors in 46 days, which is very similar to the level Microchips plc achieved in 2006, and 2007 (48) and 2009 (49) saw Microchips outperform this level. However, in 2009 the 40 days Microchips plc is taking to pay its bills is quicker than the 46 days of the competitor. The business sector norm runs at 53 days which is considerably longer than Microchips plc (13 days or 32.5% longer). This suggests that Microchips plc is not being as managed as efficiently as the other two organisations, but it is also worth remembering that Microchips plc may be shortening its payment period to obtain discounts from suppliers. Further investigation into the management of bills and suppliers is required. 

Debtors Collection Period Compared With Creditors Payment Period
	
	2006
	2007
	2008
	2009

	Debtors
Period (days)
	80
	88
	92
	96

	Creditors 
Period (days)
	45
	48
	49
	40

	Net Total 
(days)
	35
	40
	43
	56



The table illustrates that Microchips plc is a net provider of short term finance as the business is taking far longer to collect its debts than it is taking to pay its bills. The net difference is as high as 56 days in 2009 which represents a long time to provide credit for when the organisation should be aiming to be a net taker of short term finance. This could be a result of poor financial management. Further investigation into the collection of debts and the payment of bills is required. 

2.3.7 Cash Operating Cycle
The Cash Operating Cycle represents how efficiently a business manages cash and examines how quickly money moves through the company. The Cash Operating Cycle has a large influence on how the business is financed: a long Cash Operating Cycle will require greater financing and thus pose a greater financial risk. Consequently, the aim is to minimise the Cash Operating Cycle to as low a figure as possible.

	Ratio
Stock T/O (days)   +
Debtors Collection Period (days)  –
Creditors Payment Period (days)
	2006
	2007
	2008
	2009

	
	100
	109
	123
	145



The trend for Microchips plc is rising year on year (45 days from 2006-2009 or 45%), which is in the wrong direction. This is a result of the increase in stock turnover in days, the increase in debtors collection period, and the decrease in creditors payment period. All three components of the ratio have been worsening for Microchips plc which has had a very dramatic and negative effect on the Cash Operating Cycle.
The similar sized competitor is moving cash through the business in 75 days (70 days or 48% better) whilst the business sector norm is operating on 90 days (55 days less or 38% better). This is not unexpected as both comparators have lower stock turnover in days, lower debtors collection periods and higher creditors payments periods than Microchips plc. 


2.4 Investment

To analyse the liquidity of Microchips plc, the report looks at the following financial ratios – the Return on Equity, the Interest Cover, the Dividend Cover, the Dividend Yield, the Average Share Price, the Earnings per Share and the Price/Earnings Ratio.

2.4.1 Return on Equity
The return on equity compares the amount of profit available to the owners against the owners’ stake in the business (i.e. shares and reserves). The aim is to maximise this number, without jeopardising future returns. It is important to remember that investing in a bank account may produce a higher return (in this case 8%) which may detract future investors.
	Ratio
Profit after Tax + Interest                        x 100
Ordinary Share Capital + Reserves
	2006
	2007
	2008
	2009

	
	4.8%
	5.2%
	5.5%
	5.0%



The trend for Microchips plc is relatively steady at approximately 5.0% over the four years (average for the four year period is 5.125%). The similar sized competitor is producing 7.5% and the business sector norm is 10% - both of which are outperforming Microchips plc. A low return on equity could see investors taking their money to other businesses or even to the bank. The low level at Microchips plc could be a reflection of the relatively low profit figures or indicate a high level of reserves (no new share capital was released 2005-2009). This figure could also be relatively low for Microchips plc during the period of reinvestment and as new technologies and products are released with the increased labour and materials profits may grow which will lead to increases in the return on equity. Further investigation into the reserves and the nature of the investment are required. 

2.4.2 Interest Cover
The interest cover ratio looks at the amount of profit available to cover the interest payable. The lower the ratio then the greater the risk to lenders that the business will not make the interest payments; thus posing a greater risk to shareholders. The ‘norm’ for safety would be 4-6. The bank would be very concerned with a level around 1.0
	Ratio
Profit before Tax and Interest
Interest Payable
	2006
	2007
	2008
	2009

	
	2.5
	2.2
	2.0
	1.4



The trend at Microchips plc is downward, towards a level that may be seen as a risk. From a relatively low position in 2006 with 2.5 times cover, the level at 2009 is even lower at 1.4 times. This is very low compared to the similar sized competitor (4.6 times) and even lower to the business sector norm (5.0 times). However, both of these competitors have lower gearing ratios and Microchips may be using the relatively cheaper finance from the bank in the form of loans to fund investment for future growth. This lower interest cover ratio may be a short term situation until growth occurs. Investment for the future (workforce, materials, and assets) may be funded by the loans.
For Microchips plc this is a function of declining profits and an increase in borrowing as evidenced by the gearing ratio (see 2.5). This may not be a hazardous situation and further investigation into what Microchips plc wanted their interest cover to be is required. At a level of 1.4, loan repayments can still be made.

2.4.3 Dividend Cover
The dividend cover represents the number of times the business could pay its dividend.
	Ratio
Profit after Tax and Interest
Ordinary Dividend (Paid & Proposed)
	2006
	2007
	2008
	2009

	
	1.5
	2.4
	2.7
	3.0



The aim is to retain some earnings for future investment to lead to future higher profits. 
The similar sized competitor has a cover of 2.9 times, whilst the business sector norm is 3.5 times. The 2009 Microchips level is very close to the similar sized competitor and is slightly behind the business sector norm. However, the level of 3.0 suggests that Microchips is being prudent in retaining profits for future growth and has increased this number year on year to provide money for reinvestment. 

2.4.4 Dividend Yield
The dividend yield examines the cash return from a share to its market value, and is an aid to investors when they look at the cash return on their investment in the business. The aim is to have a high and stable yield to attract investors as it is the rate of return an investor gets from holding the share. Investors may not just be looking for a dividend though and may want capital growth from their investment.
	Ratio
Dividend per share/ (1- income tax rate) x 100
Market Value per Share
	2006
	2007
	2008
	2009

	
	5.3%
	3.22%
	2.64%
	2.09%


The trend for Microchips plc is decreasing over the four year period, which is in the wrong direction.
The similar sized competitor had a yield of 3.15% in 2009 whilst the business norm was 1.60%. Microchips plc is, therefore, outperforming the norm but lagging behind the similar sized business. However, the electronic component industry (as represented by the business sector norm) may not pay out large dividends due to the need for continual research and development of new products and technologies. The ratio is decreasing year on year which reflects the increasing share price year on year (see 2.4.5). Further information on the dividends paid out each year would be required to analyse this ratio further.

2.4.5. Average Share Price
	

	2006
	2007
	2008
	2009

	
	€11.70
	€12.74
	€14.56
	€15.20



The trend for Microchips plc is rising from 2006 to 2009 which is in the right direction. The value has increased by nearly 30% from €11.70 in 2006 to €15.20 in 2009.
The similar sized competitor has a value of €8.25 which is considerably lower than the 2009 level for Microchips plc, whilst the business sector norm is running higher at €22.50. However, no new shares have been issued between 2006 and 2009 so there are relatively less shares available to investors which may push the price up. The share price may also be increasing as investors can see a potential future growth from Microchips plc. The relatively high share price linked to the relatively high P/E ratio (see 2.4.7) suggests that the economic future of Microchips plc is bright and may attract investors.

2.4.6 Earnings per Share
The earnings per share ratio examines the earnings that the business generates that are available to shareholders against the number of shares in issue.
	Ratio
Earnings Available to Ordinary Shareholders
Number of Ordinary Shares in Issue
	2006
	2007
	2008
	2009

	
	€0.90
	€0.98
	€1.04
	€0.95



The EPS is a fundamental measure of share performance (Attril & McLaney, 2006) and looking at the trend over time helps investors and analysts assess the investment potential of a business. The aim is to produce a stable and increasing ratio over time.
The trend mirrors that of the NP% in which there is an increase from 2006-2008 and then a drop in 2009 to €0.95, where every €1 invested generates €0.95.

The similar sized competitor has en EPS of €0.75 and the business sector norm is running at €1.25. Consequently, Microchips is outperforming the competitor but lagging behind the norm. The three businesses have the same nominal share value (€1) so comparisons are meaningful but it is also useful to look at the ratio for Microchips plc over time.

The decrease between 2008 and 2009 may be explained by:
· the decreasing sales growth and profits
· the decreasing fixed asset productivity as Microchips holds onto old assets and has not seen the return from any new assets invested in
· the large investments in new fixed assets financed by borrowings
It may be anticipated that the investments seen in 2006-2009 will lead to increases in productivity and profitability in 2010 and onwards. Further investigation into these areas is required.
The EPS in 2009 may have been increased by the introduction of a relatively cheaper source of finance offered by a bank loan (see 2.5 Gearing) with fixed repayments. For this reason, shareholders will prefer to see bank loans used to finance the business. However, profit levels must rise to support these repayments.

2.4.7 P/E Ratio
The Price/Earnings ratio links the market value of a share to the earnings per share. It is a measure of investor confidence where a high P/E ratio indicates that there is confidence in the future earning potential of the business and that investors are prepared to pay more. A low P/E ratio suggests that the market expects future earnings to fall.

	Ratio
Market Value per Share
Earnings per Share
	2006
	2007
	2008
	2009

	
	13
	13
	14
	16



The trend for Microchips plc is rising, indicating that investors have an increasing confidence in the future performance of the business.
The similar sized competitor has a P/E ratio of 11 which is considerably lower than Microchips plc. The business sector norm is 18 which is relatively close to Microchips plc. This may suggest that there is confidence in the market for future increased performance from Microchips plc.
Differences in accounting procedures between businesses can distort comparisons as different profit and earnings per share figures can be generated. 

2.5 Gearing
Financial gearing occurs when a business is financed by borrowing rather than by financing itself with shareholders cash. The level of gearing indicates the extent to which the business is financed by sources of finance that require a fixed return on their investment. As such, gearing is an indicator of long term finance risk whereby high financial gearing represents a high risk. Heavy borrowing requires regular repayments and if a situation arises whereby the organisation has high gearing with low levels of profits then there is a high risk that repayments cannot be made and the business may become insolvent. An ideal may be seen as 50:50 between debt and equity. 

	Ratio
Long Term Loans           x 100%
Total Capital Employed
	2006
	2007
	2008
	2009

	
	45%
	50%
	55%
	74%



The trend in Gearing at Microchips plc has been a relatively small but steady increase from 45% in 2006 to 2008, followed by a relatively large jump to 74% in 2009. This indicates an increase in the amount of finance borrowed from banks. For manufacturing, 45-60% is considered medium gearing, whilst 60%+ is considered high. Microchips plc, therefore, moved from a position of medium gearing during 2006 to 2008 to a position of very high gearing in 2009. 
Comparison to the similar sized business and the business sector norm reveals gearing levels of 54% and 50% respectively; Microchips plc was comparable with these levels during the 2006-2009 period but has risen considerably above these levels in 2009. This increase in relatively cheap finance from the banks may represent a significant investment into the business for a change in the means of production or in new products. An investigation into why the finance has been obtained is required. 

Shareholders may prefer an increase in gearing as to obtain finance from banks in the form of borrowing represents a relatively cheap form of finance. Low interest rates can make high levels of borrowing financially viable, even though there is a risk if repayments cannot be made. Loan repayments have a further benefit in that they are tax deductable which may also be attractive to shareholders. 

Profits have remained constant at 1.8% from 2006 to 2008 and dropped slightly to 1.6% in 2009 (see 2.1.2 Net Profit %). This relatively low level of profit coupled with high rates of gearing (borrowing) may pose a significant financial risk. Further investigation into the nature of the borrowings is required. 
The Interest Cover has also decreased from 2.5 in 2006 to 1.4 in 2009, caused by a decline in profits and an increase in borrowings. This could pose a very serious risk to the business, as further declines in profit may mean that there are insufficient funds to cover future interest payments.


3.0 Conclusion
This report analyses the financial performance of Microchips plc over the period 2006-2009. It examines the financial performance in five key areas: profitability, liquidity, efficiency, investment and gearing. Performance has also been compared to the business sector norm and a similar sized competitor to add further analysis to the ratios. Finally, a number of recommendations and areas for further investigation have been made with the aim of improving future financial performance.

3.1 Profitability
Absolute sales for Microchips plc have increased over the four years by €3.1 million or 20.67%. However, the rate of sales growth has declined year on year. Gross Profit percentage (GP%) has also decreased year on year which reflects the decreasing rate of sales growth and an increase year in year on the Cost of Sales (COS) base (€3.416 million 2006-2009). Within the COS, materials (plus €2.394 million) and wages (plus €884,914) have increased considerably whilst overheads have remained relatively constant in cash (€) terms. This may reflect a change in the means of production, new products and technologies, and/or an expansion in production. GP% performance is similar to the competitor but lags behind the business sector norm. 
Net Profit percentage (NP%) rose for the first three years then fell but has remained low throughout the period studied. The 2009 level of 3.3% is considerably lower than the comparisons (7% for the similar sized competitor and 9% for the business sector norm). The rise for the first three years may reflect a more efficient management of the lower half of the P&L, but the low levels and decline in 2009 are a function of declining sales growth rates and declining GP% (increases in COS). Bottom line profits have been very low through the four years but have remained constant at approximately 1.8%. Return on Capital Employed has been low compared to the two comparisons and has fallen year on year. The fall results from the decline in sales growth and profits in conjunction with an increase in the amount of capital employed that has risen year on year. This may be caused by the investment in assets, materials and employee numbers for a planned expansion, possible product range change or the introduction of new means of production.

3.2 Liquidity
Microchips plc exhibits a high degree of liquidity as evidenced by the Current and Quick Ratios.  The Current Ratio of 3.7 is considerably higher than that of the competitor (2.2) and the business sector norm (2.0). It has remained fairly constant across the four years. This high value may indicate financial prudence or may be an indicator of funds tied up in the form of assets not being used as productively as they might. 
The quick ratio has dropped year on year which indicates an increase in the efficiency of the business and a very large decrease can be seen from 2008 to 2009. The gap between the Current and Quick Ratios has been growing each year to a very high difference of 2.4 in 2009. This increasing gap, a steady Current Ratio and a declining Quick Ratio indicate that Microchips plc may be increasing its inventory level. This increase in stock holding may be due to flawed purchasing and stock management procedures; or an increase of stock in preparation for new products, new means of production or expansion; or an increase in obsolete and slow moving stock as a function of the declining sales growth; or poor management of suppliers. 

3.3 Efficiency
The Stock Turnover Ratio in Days and the Stock Turnover Ratio both show that Microchips plc is not very efficient in terms of managing its inventory. The Stock Turnover in Days has increased by 24 days from 2006 to a high of 89 in 2009, which is considerably worse than the 48 days of the similar sized competitor and the 42 days of the business sector norm. Microchips plc again fares worse than the comparisons in terms of actual stock turnover with a figure of 4.80 times in 2009 (which has worsened year on year) against 6.0 for the competitor and 9.0 times for the business sector norm. The reasons for this increasingly worsening situation could be poor ordering, purchasing and stock management; a build up of old, obsolete stock from declining sales growth which will incur further costs down the line; a poor relationship with suppliers where just in time deliveries have not been looked at or introduced; a build up of inventory in preparation for expansion, new production methods or new product ranges. 
Fixed assets are increasing year on year as sales growth declines and the resulting Fixed Asset Productivity Ratio of 1.27 is worse than both comparisons (2 times for the competitor and 2.5 times for the business sector norm). This may also reflect the change in production, technology, product range or expansion for Microchips plc. 
It would seem that Microchips plc is less efficient in utilising working capital to generate sales as the Working Capital Turnover Ratio of 2.30 (dropping year on year) is lower than the 3.5 times for the competitor and the 4 times for the business sector norm. This can be explained by the investment of capital in preparation for future growth. The future planned sales from the current investment have not been seen yet. 
Debtors and Creditors periods also highlight the inefficiency of the business. Microchips plc is a net provider of short term credit with the debtors collection period running considerably above an average of 45 days; the debtors collection period has risen from 80 to 96 whilst the creditors payment period has decreased from a high of 49 to 40. Both of these measures are worse than the comparisons – the competitor collects debts in 56 days and pays creditors in 46, whilst the business sector norm runs at 70 and 53 days respectively. This also means that Microchips plc is a net provider of short term credit to the tune of 56 days in 2009, which is another sign of poor financial management and control. 
As a result of increasing inventory, poor management of debtors and quick payments to creditors, the Cash Operating Cycle has worsened to 145 days in 2009. This number is considerably worse than the similar sized competitor (75 days) and the business sector norm (90 days) and is an indicator that, currently, Microchips plc is not efficiently using its funds. This may be as a result of the investment in preparation for expansion, in new products (current products at the end of their life cycle), or in new means of production to drive sales and profits in the future. 



3.4 Investment
The Return on Equity (ROE) is low in 2009 at 5.0% - which is low compared to the similar sized competitor (7.5%), low compared to the business sector norm (10%) and low compared to the bank investment rate (8%). This could mean that investors will not be attracted to Microchips plc as they can get a higher rate of return by simply putting their money into the bank. The low ROE is a function of the low profits that Microchips plc has been generating.
However, the average share price has grown year on year and outperforms the competitor (€8.25) and lags behind the business sector norm (€22.50) at €15.20. This increasing share price may reflect a growing optimism from investors and the market in the future performance of Microchips plc. 
This statement is also supported by the Price/Earnings Ratio which has increased year on year to a 2009 level of 16 which beats the competitor (11) and is almost at the same level as the business sector norm (18). The P/E is an indicator of investor confidence and the relatively high number of 16 would suggest that the future earning potential of Microchips plc will rise. 
The Interest Cover Ratio has fallen as a result of the increased borrowing from the bank (increased gearing to 74%) and from the decrease in profits. There is an increased risk to investors as the Interest Cover drops in that future loan repayments may not be made, but if future profits can be generated through future sales growth then the risk is lessened. This low Interest Cover may not be hazardous if it is planned and that the intention is through investment grow the future business. 
Microchips plc has been prudent in terms of dividend payments each year but money needs to be retained for research and development in the field of electronic component manufacturing. The levels of Dividend Cover are similar to the two comparisons and the Dividend Yield Ratio exceeds the business sector norm but falls behind the competitor. The Dividend Yield Ratio declines year on year which may detract investors but equally this ratio may not be important to investors who want to see capital growth rather than a yearly dividend payment. 
The Earning per Share (EPS) rises for three years then falls to €0.95 in 2009. It remains fairly stable for the four years, however, between €0.90 and €1.04 which would be attractive to investors who want a consistent return. Microchips plc has an EPS better than the competitor (€0.75) but worse than the business sector norm (€1.25). The fall in the ratio for Microchips plc could be explained by the investment in new assets financed by the borrowings from the bank; a reducing fixed asset productivity as new assets have not yet generated the planned sales and profit growth; and the end of product life cycles as the business looks at new technologies and new products to generate future sales.

3.5 Gearing
Financial gearing has increased steadily for Microchips plc for eth first three years of the period under study (45% to 50% to 55%). However, the fourth year witnesses a massive increase to 74% which would suggest that Microchips plc dramatically increased its finance borrowed from the bank. 60% represents high gearing so a value of 74% is very high indeed. This figure is also considerably higher than the similar sized competitor (545) and the business sector norm (50%) but the detail of their financial borrowing or future plans is not given for comparison. 
This increase in gearing may represent a significant risk, particularly if profits remain low so that repayments may not be made. The aim of such a high gearing number must be to drive sales and maximise profitability to ensure that the repayments can be made. The Interest Cover Ratio has dropped considerably too illustrating that there may be a risk to Microchips on covering the loan. 
Finance from the bank represents a relatively cheaper form of capital for shareholders with the added benefit of the loan repayments being tax deductable. This finance may have been borrowed as part of the plan for investment to drive expansion (increase assets and employee numbers), reinvigorate the product range or utilise new technologies and means of production. This goal of this investment is to drive sales growth and increase profits, which means that repayments can also be made. High gearing with high profits is less of a risk. 





4.0 Recommendations

4.1 Profitability
· Investigate the declining sales growth. Examine the product range and establish which products are reducing sales volumes and which are reducing prices.
· Investigate the mismatch between declining sales growth and increasing COS base.
· Examine the COS in detail to understand which costs (and why) are causing the increase year on year.
· Scrutinise overheads to see if any improvements or efficiencies can be found to reduce this amount. Understand what costs make up overheads.
· Understand the decrease in GP% year on year – made up from a decline in sales growth and an increase in COS (wages and materials increasing with overheads remaining constant as an actual € figure). This may be part of a planned investment for future growth and profitability.
· Investigate the increase in NP% over the first three years as GP% drops. What is the driver for NP% increase as GP% decreases as a result of lower sales growth and higher COS? Has there been an improvement in the management of the lower half of the profit and loss account?
· If possible, investigate the accounts of the comparators to understand their ability to achieve higher levels of GP% and NP%.
· Examine the increase in capital employed and understand the detailed breakdown of the capital employed. Investigate the nature and amounts of any bank borrowings taken on by Microchips plc. Bank loans may be needed for investment into the business in the form of new technology, new products or expansion – the sales that will be generated from this investment will come in the future. Establish why loans have increased.
· Investigate the level of reserves to see if they impact the capital employed. Microchips plc may be keeping reserves back for future growth.
· Hold a through review of costs to see if any further cost savings could be made to make Microchips more profitable.

4.2 Liquidity
· The high degree of liquidity suggested by the Current Ratio may also mean that funds are tied up and could be used in more productive means. It is important to investigate this and see if funds could be released.
· Investigate the stock holding levels within Microchips plc. The levels may have built up unintentionally through poor purchasing and stock management procedures or it may be an intended build up in preparation for new products or increased production. Is the increased stock holding made up of obsolete items that are no longer required for new products and technologies?
· Within the inventory levels, review which items are slow moving and whether there are any obsolete stock items. These are both indicators of poor stock management. 
· Review the stock management process to ascertain if there is enough control. Are inventories accurate? How often are inventories carried out? Is the storage of stock organised to make control and ordering more straightforward?
· It is assumed that inventory levels have not fluctuated through the year but if there was a seasonal demand for products then this may have some bearing on the stock holding levels at the time the accounts were written.
· Investigate the possibility of using Just in Time stock management to reduce stock holding costs.
· Examine the procedures for recovering debts – could the 96 days debtor collection period be reduced?
· Examine the payment of invoices to suppliers – could the 40 days creditor payment period be lengthened? Understand if the shortened payment period is linked to any early repayment discounts before altering.

4.3 Efficiency
· Investigate the inventory and stock management process thoroughly. Look at ways in reducing the stock turnover in days (and increasing the stock turnover). Inventory levels have risen; is this because of a poor stock management and ordering process; or because of a decline in sales since goods were purchased; or a stockpile of goods in preparation for new products; or increasing levels of obsolete stock that has not bee written off? Are there items that need to be written off or could be sold to generate revenue?
· Look at setting stock levels for the supplier to replenish. Understand the supply time for your inventory items, if it is less than 89 days why hold 89 days worth of stock? Investigate if the supplier could hold the stock items for you and supply just in time.
· Fixed assets are growing at a faster rate than sales and an investigation into this is required – is it possible new investment or expansion? There has not been a return in sales from that investment yet. It could be the end of a product life cycle and Microchips plc has invested in new technology and products in preparation for a new cycle. An analysis of the fixed assets would answer this question.
· Review the debt collection process. Ascertain whether any debts can be recovered more quickly. Is the long collection period a result of poor financial management or are there valid reasons for providing extended periods (such as offloading old technology products coupled with extended periods of credit, or if Microchips supplies a few very large companies who have considerable power and are delaying payment).
· Review the debtors to see who owes what and how long they take to pay. Identify any high risk or problem customers that require remedial action.
· Examine the process for paying invoices. Does Microchips receive any early payment discounts from suppliers? If not then the business should look to delay payment as long as possible (without jeopardising sales orders or damaging good will). The aim is to be a net taker of short term credit not a provider as the current situation. 
· Review the supplier base. Identify possible new suppliers with improved payment periods and improved prices.
· Aim to move cash through the business at a much faster rate (say 90 days as the business sector norm, rather than the 145 days in 2009). This will be achieved by reviewing the debtors, creditors, and stock holding. Reducing the Cash Operating Cycle by reducing the amount of inventories held. A tighter control on credit could be achieved by offering early payment discounts, chasing debtors, charging interest on overdue accounts. Delay payments to suppliers for as long as possible without incurring further costs, damaging the reputation or adversely affecting goodwill. However, it is important to check that items bought on credit are not more expensive than if payment was immediate. Further credit purchases may incur further administration costs that must be considered and is may be the case that credit customers do not receive as prompt a service as those who pay immediately. 

4.4 Investment
· Investigate the low Return on Equity (ROE) ratio as 5.0% may detract investors who will invest their money elsewhere (bank is 8%, competitor is 7.5% and business sector norm is 10%). Investigate the low profits and the reserve value as these impact the ROE. 
· Understand the financial plan regarding increased levels of borrowing from the bank that have adversely affected the interest cover. The increased borrowing may be necessary to fund increases in assets and employee numbers to generate future sales and profits. It is important to understand if the fall of the Interest Cover to 1.4 is a planned development and if it is planned to be a short term event. Future higher sales and profits are required to sustain the interest repayments on the increased loans.
· Microchips plc has been prudent in paying out dividends. Further analysis of the level of dividends paid and the value of reserves retained is required. The low level of dividends paid may reflect the need for future research and development (as per the business sector norm) and the retention of reserves may be required to fund future investment for planned future growth. 
· Investigate the nature of the research and development in relation to the investment in assets and employee. A sound plan is required to co-ordinate the increases in investments in relation to the production of new technologies or products. Microchips plc may be at the end of a number of product life cycles and the new investment will see new products developed that may utilise new means of production. These new developments will lead to future sales growth and future growth of profits. 
· A rising share price may indicate that investors have an optimistic view of the future performance of the business. Again, this may be a reflection of the large expansion in assets and employee numbers. Understand the plan for investment and the new means of production and/or new products. Ascertain what the view of the Company is on the stock market. 

4.5 Gearing
· Understand the nature of the 74% gearing ratio and why Microchips rose dramatically to that level in 2009 from a 55% figure in 2008. Aim to fully understand why Microchips plc increased 
· 74% is in the high range for gearing which may pose a significant risk and a high gearing with low profits can push the business into making losses. Investigate what the increased financing is to be used for. If the aim is to generate new products and invest in new technologies, labour and materials for expansion then the investment should pay off with increased future sales.
· Ensure that the repayments for finance can be repaid. The decline in interest cover may pose a risk but there is still 1.4 times cover available in 2009, but it would be prudent to understand the finance plan and ensure that loan repayments can be made.
· Investigate other sources of finance. Whilst loans from banks are relatively cheap compared to other sources and they are tax deductable, it is only prudent to ensure the repayments can be made.
· Look to maximise future profits in order to ensure that repayments for the loan can be made. High gearing only works when profit levels are high.
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6.1 Microchips plc Financial Data

	
	2006
	2007
	2008
	2009

	Current Ratio
	3.5
	3.5
	3.6
	3.7

	Gross Profit %
	37.1%
	34.8%
	32.5%
	29.0%

	Stock Turnover in Days
	65
	69
	80
	89

	Net Profit %
	2.0%
	3.8%
	4.4%
	3.3%

	Fixed Asset Productivity
	1.46
	1.43
	1.39
	1.27

	Working Capital Turnover
	2.80
	2.60
	2.40
	2.30

	Quick Ratio
	2.50
	2.30
	2.00
	1.30

	Stock Turnover
	5.90
	5.60
	5.00
	4.80

	Return on Capital Employed
	3.4%
	3.2%
	3.0%
	2.7%

	Gearing*
	45%
	50%
	55%
	74%

	Debtors Collection Period
	80
	88
	92
	96

	Creditors Payment Period
	45
	48
	49
	40

	Return on Equity 
(i.e. Shareholder’s Funds)
	4.8%
	5.2%
	5.5%
	5.0%

	Interest Cover
	2.5
	2.2
	2.0
	1.4

	Dividend Cover
	1.5
	2.4
	2.7
	3.0

	Dividend Yield
	5.30%
	3.22%
	2.64%
	2.09%

	Average Share Price
	€11.70
	€12.74
	€14.56
	€15.20

	Earnings Per Share (€1)
	€0.90
	€0.98
	€1.04
	€0.95

	P/E Ratio
	13
	13
	14
	16

	% Overheads / Cost of Sales
	43.5%
	40.0%
	37.0%
	33.0%

	% Materials / Cost of Sales
	40%
	43%
	45%
	48%

	% Wages / Cost of Sales
	16.5%
	17.0%
	18.0%
	19.0%

	Cash Operating Cycle
	100 days
	109 days
	123 days
	145 days




· *Gearing is based on	Long Term Debt		x 100%
					Total Capital Employed

· The current bank investment rate is 8%



6.2 Further Financial Information – Sales, Profit & Fixed Assets

	
	2006
	2007
	2008
	2009

	
	€
	€
	€
	€

	Sales
	15m
	16.3m
	17.4m
	18.1m

	Profit after tax and interest
	270,000
	294,000
	312,000
	285,000

	Fixed Assets
	10.3m
	11.4m
	12.5m
	14.2m






6.3 Additional Financial Information - Comparators

	
	Similar Sized Competitor
	Business Sector Norm

	Current Ratio
	2.2
	2.0

	Gross Profit %
	29%
	34%

	Stock Turnover in Days
	48
	42

	Net Profit %
	7%
	9%

	Fixed Asset Productivity
	2 times
	2.5 times

	Working Capital Turnover
	3.5 times
	4.0 times

	Quick Ratio
	1.9
	2.0

	Stock Turnover
	6.0
	9.0

	Return on Capital Employed
	5.7%
	6.4%

	Gearing*
	54%
	50%

	Debtors Collection Period
	56
	70

	Creditors Payment Period
	46
	53

	Return on Equity 
(i.e. Shareholder’s Funds)
	7.5%
	10%

	Interest Cover
	4.6 times
	5.0 times

	Dividend Cover
	2.9 times
	3.5 times

	Dividend Yield
	3.15%
	1.60%

	Average Share Price
	€8.25
	€22.5

	Earnings Per Share (€1)
	€0.75
	€1.25

	P/E Ratio
	11
	18

	Cash Operating Cycle
	75 days
	90 days
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1.0 Introduction

1.1 Overview
This report has been produced to provide an introduction to the concept of marketing, whilst also examining the ways in which segmentation, branding and social media have been used in organisations competing in today’s modern business world. This report focuses on how British Airways (BA) has leveraged these marketing tools and concepts within the airline industry.

1.2 Background
British Airways is the UK’s largest international scheduled airline (BA1, 2010). It is seen as the flag carrier airline of the UK and was formed on 31st March, 1974 through the amalgamation of four regional airlines, namely BOAC, BEA, Cambrian Airways and Northeast Airlines. Formed as a nationalised organisation, it was privatised with much publicity in 1987 by the then Conservative Government and grew further with the acquisition of British Caledonian (1987) and Dan Air (1992). In 2011, BA merged with Iberia to become the world’s third largest airline (in terms of revenue) and the second largest in Europe. BA is a founder member of the oneworld alliance, which has become the third largest alliance in the world (behind Sky Team and Star Alliance). In 2011 BA merged with Iberia to become the International Airlines Group (IAG).
The financial year ending 31.3.10 represented some tough economic times for BA with a turnover of £7,994 million, which led to an operating loss of £231 million (profit before tax was a loss of £531 million). BA is operating in an airline industry characterised by:
· Harsh economic pressures from the global economic downturn with a significant decrease in demand for air travel.
· Increases in competition through the rise of no frill airlines, customers choosing train for short haul journeys, deregulation and wide-body aircraft affecting long haul, and increases in consolidation between firms.
· Strict regulatory controls through governmental control and legislation.
· An increasing emphasis placed on safety and security. 
In February 2010 BA saw the first upturn in demand for premium travel in eighteen months (BA1, 2010).


1.3 Objectives
Four main objectives have been identified for this report:
1.3.1 Define and discuss the concept of marketing.
1.3.2 Explain the importance of segmentation, targeting and positioning to an organisation, with an application to the segmentation approaches of BA.
1.3.3 Explain the role of branding as a marketing asset with reference to the value of the BA brand.
1.3.4 Identify the use of web 2.0 technologies within BA.

1.4 Introduction to Marketing
The Chartered Institute of Marketing (CIM) define marketing as “The management process responsible for identifying, anticipating and satisfying customer requirements profitably” (CIM, 2011). The America Marketing Association define marketing as, “The activity, set of institutions, and processes for creating, communicating, delivering, and exchanging offerings that have value for customers, clients, partners, and society at large” (AMA, 2011). 
Both of these definitions suggest that marketing is a broad activity that runs through an organisation and is wider than the traditional view of marketing simply being a function or department with in the organisation. In other words, marketing is not just the responsibility of the Marketing Department, it is part of the organisational culture. This view is supported by the fact that the AMA changed their definition of marketing in 2007 as the previous version established in only 2004 referred to marketing as an “organisational function and a set of processes”. 
Both definitions emphasise the importance of focusing on customers as stressed by Hooley et al (2008) when they comment that marketing consists of “mutually beneficial exchanges” between the provider (organisation) and the customer. Nurturing relationships is an important part of marketing. 
Webster (1997) points out that marketing is simultaneously culture (building customer orientation into an organisation), strategy (developing value propositions and competitive positioning), and tactics (developing detailed marketing action plans).
In summary, marketing can be seen as a management process that consists of tasks that must be completed to achieve organisational goals with an absolute focus on the customer, whilst creating value to both the customer and the organisation.  Marketing thus becomes a culture or a philosophy within the organisation – a way of doing business, with a focus on meeting customer’s needs. As Drucker stated in 1954, “Marketing is the whole business seen from the point of its final result [the customer]. Concern and responsibility for marketing must therefore permeate all areas of the enterprise” (Drucker, 1954).
“Marketing BA must rate as one of the toughest tasks” (Quilter, 2005). The airline sector is in an extremely turbulent state, the organisation has received a great deal of bad publicity, there is increased competition from rising numbers of low-cost carriers, and there is uncertainty provide by consolidation and legislation. The Head of Marketing for BA in the UK states that marketing will become increasingly important for BA through improvements in technology and targeting (Quilter, 2005). Budgets will be altered so that more funds can be allocated to digital media. BA will have to work far more closely with its agencies so that a holistic message is provided across all of the channels chosen to communicate the message. 

1.5 Exclusion to Scope
Due to limits imposed by word count, the discussion in this report on the concept of marketing is kept to the essential minimum.















3.0 Segmentation
Segmentation can be defined as the division of the market into groups of similar customers (Hooley et al, 2008).  Not all customers have the same product and service needs, so if a marketer can understand those needs then the large, heterogeneous market can be split into smaller, homogeneous segments of customers with similar needs and buying behaviour. 
The benefits of segmenting the market include:
· Grow revenue by appealing to different segments – gaps in the market may be identified.
· Grow profits by becoming more efficient
· Retain customers through increased customer satisfaction
· Targeted communications to a particular segment
· Focus innovation as you know the customer in the segment through building customer profiles
· Compete for segment share in segments where you have a clear, competitive advantage
· Segmentation is particularly advantageous for smaller companies and allows them to create defensible niches in the market.
Segmentation can only occur if customers differ from one another in some important aspect. For a segment to be valid it should be measurable so that the size of the market (and potential value) can be predicted; it should be accessible so that the offer can be delivered to that segment; the segment should be isolated so that it can be targeted with a distinct offering; it should be sustainable and exist for some time to make the differentiation efficient and worthwhile; and it should be attractive in that a potential profit can be seen (some segments may be in growth in a declining market). Kotler (1984) uses the DAMP acronym for evaluating if a segment is effective; Distinct, Accessible, Measureable, and Profitable.

2.1 Consumer and Industrial Segmentation
Market segmentation can be seen in Business-to-Consumer (Consumer) markets and Business-to-Business (Industrial) markets. Consumer markets exist where a business sells to customers (B2C) and Industrial markets exist where a business sells to a business (B2B).. A wide variety of factors have been suggested for segmenting both markets but, broadly speaking, there are three main categories (Hooley at al, 2008):
· Attitudinal characteristics – for example, benefits sought by customers.
· Behavioural characteristics – for example, purchasing behaviour (time and patterns).
· Background company or background customer characteristics – for example demographics (gender, age, geographic location).

Table 2.1 – Consumer and Industrial Segmentation
	
	Industrial
	Consumer

	Attitudinal
	Segmentation on the basis of benefits sought by the purchasers.
	Segmentation on the basis of attitudes to the product group and brands on offer.

	Behavioural
	Segmentation on the basis of the personal characteristics of the buyers and the status and volume of the product or brand.
	Segmentation attempts to describe and explain differences in consumers.

	Background Characteristics
	Demographic characteristics of the company.
	Examines the individual in isolation from the specific market of interest.


Source: Written by author using work by Hooley et al (2008)

Market segmentation in Industrial (business-to-business) marketing is less well developed than Consumer marketing (Hooley et al, 2008) and it may be more common to find a one-to-one relationship between the supplier and customer. Shapiro and Bonoma (1990) developed a segmentation structure for Industrial Markets (see Tables 2.1 and 2.2). An added complication for Industrial markets is the decision-making unit; in many businesses purchasing decisions are made by a group rather than by a single person. 

2.2 Types of Approach to Segmentation
Beane and Ennis (2001) state that there are many ways to segment a market and it is important to exercise creativity when doing so The wide range of segmentation approaches is summarised in the table below:




Table 2.2 – Approaches to Segmentation
	
	Industrial
	Consumer

	Attitudinal
	Benefits sought by purchasers
Urgency of order fulfilment
	Benefit sought
Perceptions & Preferences
Purchase occasion
Purchase behaviour
Usage

	Behavioural
	Buyers personal characteristics
· Buyer-seller similarity
· Buyer motivation
· Buyer risk perceptions
Product or brand status and volume
	Purchase Behaviour
· Innovators
· Brand Loyalty
Consumption Behaviour
· e.g. heavy users
Communication Behaviour
· e.g. opinion leaders
Response to elements of the marketing mix
· e.g. advertising-responsive segment
Relationship-seeking characteristics
· e.g. relationship seekers vs. arm’s length buyers

	Background Characteristics
	Demographics
Industry type
Company size
Customer location
Company technology
Customer capabilities
Purchasing organisation
Power structures
Purchasing policies

	Demographics
· Age
· Geographic Location
· Subculture – groups within society that have particular behaviours/attitudes
Socio-economic
· UK socio-economic classification
· Warner index
· Income
· Occupation
· Education
· Social Class
Consumer Life Cycle
ACORN groups
MOSAIC groups
Personality characteristics
Lifestyle Characteristics


Source: Written by author 

Piercy (2002) states that segmentation should be about one thing and one thing only, namely the customer benefit from the product or service. It could be argued that this is in line with the modern definition of marketing where the customer (and what matters most to him) is at the heart of what the organisation does. Yankelovich and Meer (2006) suggest that demographics alone are no longer strong enough to serve as a basis for marketing strategy and that behavioural patterns (e.g. buying power) are better guides to consumer’s future purchases.

2.3 Targeting and Positioning
Once the market has been segmented, the next step for the marketer is to target which segments the organisation should compete in – this is targeting. Hooley et al (20080 define targeting as “Evaluating the attractiveness of different market segments, parts of segments (niches) or groups of segments, and choosing which should be targets for our marketing”.

Targeting can follow one of four main paths:
· Differentiated – where a different product or service exists for each segment in which the organisation competes.
· Undifferentiated – where the same product or service is offered to the whole market. This is also called mass marketing.
· Concentrated – where the organisation focuses on one or two segments. This is also called niche marketing.
· Customised – where the product or service is tailor-made for the individual customer(s). This is also called bespoke marketing.

Positioning deals with how the customer perceives or positions the products and services in the market place in comparison with the competition. The term was coined by Ries and Trout (1982) to describe a creative process whereby, “Positioning starts with a product. But positioning is not what you do to a product. Positioning as what you do ti the mind of the prospect. That is, you position the product in the mind of the prospect”.

Positioning is all about ‘perception’ and the perception of one person is different to another, however, there will be similarities and these can be grouped on a perception or positioning map. A position map has two axes chosen by the marketer (for example, price and quality) which form a 2x2 grid. Products are then mapped on this grid to allow them to be compared and contrasted with other products. Gaps on the grid indicate possible areas for new products, whilst products grouped closely together represent competition. Sinclair and Stalling (1990) state that perceptual mapping represents a geometric comparison of how competing products are perceived. 
The comparison of products allows marketers to decide on a competitive position which allows them to distinguish their product from the competing products, which leads to positioning strategies and positioning statements. However, as you are dealing with perceptions, positioning is an inherently difficult task to complete and a product that you create may be perceived completely differently by the customers from the perception you had originally intended. 
Segmentation, Targeting and Positioning form a three step process (the STP Process) (see Figure 2.1)

Figure 2.1 – The STP Process
	Market Segmentation

	1 – Identify the basis for segmenting the market
2 – Develop profiles of the resulting segments




	Market Targeting

	3 – Develop measures of segment attractiveness
4 – Select the target segments




	Market Positioning

	5 – Develop positioning for each target segment
6 – Develop marketing mix for each target segment
7 – Develop promotional mix for each target segment


Source: Fleming, W. (2011) MBA Lecture 



2.4 Application of Segmentation to British Airways
BA’s positioning statement contained in its strategy (British Airways 1, 2010) states that it is focused on outstanding customer service. The strategy is aimed at becoming the world’s leading global airline. It offers a unique, premium service to customers whenever and wherever they come into contact with BA. However, customers will recognise that the service offered is worth paying a little bit more for. Consequently, it can be argued that BA is aiming for certain segments of the airline market; namely customers who want great service, who appreciate quality, who have the ability to pay higher fares, who travel via plane on business. As Bayfield (2001) suggests, BA plays to its strengths – comfort, luxury, and high brand values to an audience that needs to be sure that it will fly to city centre airports on a recognised schedule - and is willing to pay for these benefits”.
It is not targeting at customers who are heavily price conscious or the customer who wants to fly ‘no-frills’. The first class traveller and the executive, business traveller were well catered for when Concorde was in service with premium service, premium speed at a premium price between a few, select destinations. 
BA tried to target a different segment when it took on the no frills market with the creation of Go Airlines in the 1990s and went head to head with Easy Jet. Easy Jet was targeting a segment of customers who were not catered for - those who wanted to travel internationally, quickly and simply, and were not interested in the extras that cost money. BA was not focussing on it strength – good service at a higher price. BA spent a lot of money in this loss-making venture and eventually sold off Go to Easy Jet.
The latest change programme within BA is called ‘Compete 2012’ to link into their role as the official airline of the 2012 London Olympics. BA is also the sponsor of the Wimbledon All England Tennis Championships, which draws on the images of high standards, wealth and privilege. As the British Airways 2010 reports states, “Our Compete 2012 programme aims to instill the drive and competition of the Olympic spirit into the way we work and perform as a team, and it puts our customers at the heart of our culture”




2.5 Profiling Customers
After segmenting and targeting the market (and working out its positioning) the organisation takes the offer to market. Customers begin to buy the product or use the service and a bank of information is gradually built up. This information allows the organisation to create an image of the typical customer. Care must be taken as profiles are very general and can be seen as stereotypical. 

3.0 Branding 
A brand can be defined as “An identifiable product, service, person, or place augmented in such a way that the buyer or user perceives relevant, unique added values which match their needs most closely. Its success results from being able to sustain these added values against competitors” (De Chernatory and McDonald, 1998). A brand is a way of differentiating yourself from the competition. Increases in competition have made companies realise that a strong brand is an essential part of their competitive advantage. However, brands can be hard to qualify and quantify as they may not be an entirely tangible asset. Neumeier (2006) supports this when he suggests, a brand is a person’s gut feeling; it is not a logo, or a product or a corporate identity. “To manage a brand is to manage something less tangible – an aura, or an invisible layer of meaning that surrounds the product” (Neumeier, 2006). He goes on to say that each person creates their own version and when enough individuals arrive at the same gut feeling, then a company can be said to have a brand. Abratt and Shee (1989) identified three central elements in creating a brand:
· The corporate identify or the outward signs.
· The corporate personality or how the company conveys its culture (the company’s intended view).
· The corporate image or how the customers view the company (the actual view of the customer).
Piercy (2002) suggests that the simplest definition of a brand is “A product is something is made in a factory. A brand is something that is bought by the customer.” This view is supported by Charles Revson of Revlon Cosmetics when he said “In the factory we make cosmetics; in the drugstore we sell hope” (Fleming, 2011). Similarly, IBM doesn’t sell products; it sells solutions (IBM web site).

3.1 Strategies
Several strategies exist for an organisation to enter into branding. The organisation may focus the brand on the company (the company brand) as BMW have in making the BMW 3 Series, the BMW 5 Series, the BMW 7 Series, etc. The organisation may form a range brand where the parent company has several separate companies in the market – for example, YUM Restaurants that operates KFC, Pizza Hut and Taco Bell.  Multibranding is another brand strategy where the organisation has individual brand names such as Unilever producing Daz and Persil washing powders. Family branding exists where the family name is used with the product names, such as seen with Kellogs Corn Flakes. Recently, brand extensions have come to the fore with Mars being a good example as they now offer a range that includes fun size, ice cream, desserts, and drinks. The brand may move into new areas of business via brand stretching, such as Virgin who operates their brand in businesses as diverse as air travel, train travel and condoms. The market has also seen own label branding where the organisation will create a brand of their own, such as the Tesco brand. 
It could be argued that the BA brand represents a company brand where the name of the organisation is at the forefront of all they do. The name has not changed from nationalisation to privatisation, remaining constant since 1974 and has “become a byword for the expression of quality travel in the UK, as well as a respected leader in air travel, worldwide” (British Airways 2, 2007). It can be seen as a heritage brand whose brand strategy is based on assumptions that BA is a value added airline with a leadership brand that charges a premium. The brand targets customers who are ‘value-added seekers’ who will pay for ‘enhanced experiences’ (British Airways 2, 2007).

3.2 Uses in Marketing Communications
Central to modern marketing management is the concept of integrated marketing communications. A concept that can be defined as, “The planning and execution of all types of communication to meet a common set of objectives for the brand” (CIM, 2003). Marketing communications consists of five main promotional tools; advertising, personal selling, public relations, direct marketing, and sales promotion. The aim of integrated marketing communications is to produce a holistic view of the brand in all that the organisation does – to support a single positioning through advertising and PR, so that the messages conveyed by different media all tell the same story to the customer. Marketing communications allows an organisation to invest in its brand, whereby a brand ‘soul’ is created. However, if the story is not consistent then the organisation runs the risk of displeasing customers; promising one thing in the advertising and then not delivering at the point of sale. 
The brand provides a straightforward route to developing a synergy in marketing communications. The creation and consistent use of logos, design, colour, typeface, tag lines allows the organisation to have the consistent and integrated marketing communications that it requires. However, this comes at a cost with the use of agencies (who must be synchronised) and the creation of roles for brand managers. The integrated approach will also only work if the pivotal marketing mix has been carefully planned. 
It can be argued that BA has carefully planned its marketing communications by employing agencies to work with them. The Brand Guidelines (BA2, 2007) highlight the various ways in which BA strive to deliver a consistent message.
BA outlines three ways in which the identity of the organisation is talked about and sets strict guidelines for each:
· Corporate identity – the distinct formal role for business. It is a mark of continuity and reassurance that unites all aspects of the business.
· Brand prefix – distinctive and consistent across all brand communications. It provides structure, rationale and the ability to communicate the brand.
· In journey – when a customer is in a BA environment. The message softens with less repetition of the BA name. It aims to crate a dialogue with the customer; stays connected and signals that it understands the customer’s needs. 
The guidelines for communication are brought together in a toolkit and cover specific uses and designs for the ‘speedmarque’ logo, logotype (British Airways text), the colour palette used (core and extended), the typeface (Mylius Modern), the graphics, the photography, and the tone of voice in communications. There are ‘ten rules of thumb’ of how to communicate (BA2, 2007).

3.3 Imagery and Positioning in the Market 
The brand values of BA are (British airways 2, 2007):
· Professional – committed to high standards with expertise.
· Warm and welcoming – open and honest to customers partners and colleagues.
· Thoughtful – understand and anticipate the needs of customers and colleagues; find innovative, insightful and appropriate solutions.
· Safe and secure – trusted by colleagues and customers with safety and security underpinning everything.
· Responsible – a well led and managed British company that is socially and environmentally responsible.
· British – build on heritage but move with the times. Best of British, Value diversity. 
The images that communicate the brand are inspiring and focus on high levels of customer service that go hand in hand with a renowned, heritage brand. BA positions itself to be the world’s leading global airline (British Airways 1, 2010) and it is focused on outstanding customer service. It aims to meet rising customer expectations, provide the best in customer service and let customers enjoy a premium service at every point in their journey.
Pre-1987 it was joked that BA stood for ‘Bloody Awful’ (Hatch and Schultz 2001) and it was a company with poor operations and an indifferent attitude towards customers. In the early 1990s, following privatisation BA downsized severely and become a profitable, respected and highly competitive company trading as the ‘World’s Favourite Airline’.  At the forefront of these improvements was a company-wide focus on increasing customer service. In the mid 1990s, BA aimed to increase its global influence and moved away from the traditional Union flag tail fin design on its planes to individual designs that emphasised diversity through ethnic images and abstract world logos. This move was met with much criticism (most famously by Prime Minister Margaret Thatcher) so that the designs were stopped and BA went back to a more traditional red, white and blue design. Balmer and Stuart (2004) state that BA has gone through six periods of brand identity that follow the history outline above: Appalling (pre-1981), Adjusting (1982-83), Appealing (1984-87), Adoring (1988-96), Astonishing (1997-2000), and Affirming (2001-present). 
Brand advertising within BA has a strong tradition with famous strap lines such as “The Worlds Favourite Airline” and more recently in 2007 “Upgrade to BA”. BA Marketing Head Katherine Whitton states that “Upgrade to BA” focuses on what the customers tell BA is the key differentiator – the service they offer (Johnson, 2007).


3.4 Methods of Valuing Brands
A number of organisations have now placed a cash value on their brands and included this value on the balance sheet. The value of the brand represents an intangible asset. Coca Cola as a brand is worth approximately $70 billion (Neumeier, 2006). Under new guidelines brought in September 2010 (ISO 10668) reliable values need to be placed on the significant assets of brand value. Legal, market research and financial analysis must be carried out in determining a brand’s value. McDonald (2007) estimates that brands represent at least 20% of the intangible value of the businesses on the major world stock markets. 
Difficulties in including a brand value on a balance sheet arise if the value of the brand is negative or if the brand is relatively temporary (e.g. six months). A number of brand league exists that attempt to rank brands and offer a valuation (see Appendix), however prescribing a hard, cash value is not straightforward and the author suggests that number of organisations applying a wide range of methods to calculate a value will increase following the introduction of ISO 10668. It could also be argued that brand value may fluctuate considerably; for example, the poor customer service at the opening of Terminal 5 in Heathrow in 2008 and the recent publicity on industrial action by cabin crew may adversely affect the brand. It would be difficult to calculate how much this has affected brand equity and how people’s perception of the brand has been altered. It seems that BA is vulnerable to crisis, particularly if it is trying to push ‘reassurance’ and ‘reliability’ with its customers. 

3.5 Estimated Value
When the financial report of the International Airlines Group is made public in 2011, it will contain a value of the major airline brands (i.e. BA and Iberia) for the first time. The author has not been able to find this value at present.  The financial reports produced by BA for the year ending 31.3.10 list three intangible assets on the balance sheet (British Airways 1, 2010). Good will is listed at £30 million, software at £27 million and landing rights at £202 million; there is no mention of brand value.

4.0 Web 2.0 Technologies
Web 2.0 represents the second generation of the World Wide Web. It is characterised by user-generated content rather than solely source-generated content from Web 1.0. Interaction is encouraged in Web 2.0 and dialogues are created in virtual environments so that shared understandings can be reached. In comparison, the monologue of Web 1.0 meant that messages had to be decoded by the user. Perhaps a straightforward way to envisage Web 2.0 is to use the term the “read/write web” as coined by the creator of the web Tim Berners-Lee. The potential is huge with YouTube (founded in 2005) receiving 100 million page views per day and something in the region of 250 million people using Facebook (launched in 2006) (Zuckerber, 2009).

4.1 Uses of Web 2.0
Web 2.0 covers a range of technologies (Chui et al, 2009). The most widely used are blogs, wikis, podcasts, information tagging, prediction markets and social networks (see Appendix) and all require a high degree of participation to be effective. Kawasaki (2011) ex-Chief Evangelist at Apple states that an organisation should set up a Facebook page and a Twitter account before it creates a web site as these interactive tools allow you to engage with your customers in a far better way. Web 2.0 tools can be used to gather customer insights, target specific customers, respond instantly to issues and see how your company is discussed on-line (reputation management), allow organisation to engage in new forms of media (e.g. blogs or video) and offer a platform to really make a brand come alive through providing impressive, stimulating and engaging content. The Conversation Prism by Solis (2010) in the Appendix highlights the range of platforms available. Web 2.0 technologies have affected every aspect of the traditional marketing communications mix (Fleming, 2011).

4.2 Benefits of Web 2.0
The use of the web as a marketing tool is increasing – it is readily available to marketers, relatively easy to use, is becoming increasingly accepted and offers a range of benefits.
Web 2.0 is a rich media source, so an organisation can include video, graphics and even interactivity into its content. The experience offered to users is increasingly rich which means exciting and engaging content.  Engaging content can be spread ‘virally’ amongst users who can forward information easily and quickly. 
The dialogue of Web 2.0 allows organisations to find out exactly what the customer wants. This concept could greatly aid organisations when targeting customers; the rich database built up on an individual could mean bespoke, one to one marketing is a future reality and that markets would no longer require segmenting. Data is hugely important and valuable; database management gives an organisation database control which means they face the potential of market control and outsized financial returns
Web 2.0 can be accessed from a host of devices making it extremely accessible to all. The software required is seen as a service not as a product so is predominantly free (e.g. .Facebook, Twitter, iTunes) and users are often treated as co-developers (O’Reilly, 2005).

4.3 Drawbacks of Web 2.0
Obviously, marketing on Web 2.0 can only reach Web 2.0 users. Graham (2005) suggests that 84% of Web 2.0 users are in the 14-26 age range, so if you are trying to reach people outside of this bracket then Web 2.0 may not be the answer (yet!). Generation Y and Generation Z users will use Web 2.0 and this will grow as time goes on.
Kawasaki (2011) suggests that the strength in using Web 2.0 technologies is that you can interact with customers and engage them more readily; however, to respond to each post (as he suggests) would require a lot of energy, staff and budget. Using these new technologies also places the organisation on a substantial learning curve that needs to be addressed. 
There are lots of platforms available within Web 2.0 and an organisation needs to decide which ones are best for their message. Each platform has its own culture and demographics and they cannot be treated in the same way
Perhaps the biggest drawback is that organisations have less control over the content on the web in version 2.0 and this point needs to be accepted by the organisation early on. The message will get changed as users contribute and any untruths will be found out quickly and easily as users ‘talk’ together. British Airways is subjected to sites and social media tools that challenge its message at every opportunity; ‘British Airways Sucks’ has a web site and a Twitter page (see References) to allow forums, blogs and articles to be written on poor customer experiences by the customers themselves. IT may be that Web 2.0 allows extremists to air their views which have a disproportionate impact on the rest of the users (cyber assassination). Al in all, the benefits are great but it could be argued that Web 2.0 may be difficult to manage; certainly, organisations will have to plan its use carefully and thoughtfully. 

4.4 Application by BA
British Airways has employed a Chief Information Officer (CIO) and a Global Digital Acquisition Manger to look after its on-line marketing (British Airways 1, 2010). It has set up a special innovation unit to explore ways in which the airline can use Web 2.0, shareware and open source technologies (McClue, 2007). This unit employs ten people and is introducing several Web 2.0 technologies: placing Google gadgets onto the ba.com web site to allow users to import airline information such as arrival/departure and promotional offers onto their personal Google pages; social networking for travel tips; and replacing check in kiosks with pcs and printers. 
A survey of the FTSE 100 companies in 2008 (Ekweozor, 2008) suggested BA was lagging behind in the technology stakes as it found that it was not using RSS, podcasts, blogs, Facebook, Twitter, YouTube or Flickr). Since then, things have moved on at pace, with BA flying a group of bloggers on its London City to JFK New York route on an all expense paid trip . The route uses an Airbus 318 that has in-air web connection, e-mail and SMS facilities (May, 2010). A look at the ba.com web site will also show that customer can now follow BA on Twitter, yet there is no link to Facebook. BA does have a Facebook page which is managed by the Marketing team and outlines house rules for any posts placed on the page. Response expectations are given for potential users, a link to YouTube is provided for the latest BA Great Britons campaign and there are a host of special mentions for people who post regularly. BA has also used technology to link Google maps with air routes so customer can plan journeys, causing their CIO to call Google Maps a “an absolute gift for an airline” (Henrie, 2007). Henrie (2007) suggests that BA has a history of using technology to stay competitive through ba.com; allowing customers to search fares, make reservations, print boarding passes and check luggage (80% of short haul customers use self check in). The CIO states that the more engaging and interactive the web experience then the more inclined customers will be to serve themselves” (Henrie, 2007).
5.0 Conclusions
Airlines face a very harsh and competitive market place where economic, regulatory, safety and environmental factors are influencing the industry. British Airways places a large emphasis on customer service and has targeted the lucrative, high fare, comfort-seeking audience who want to travel with a heritage brand name. There are many touch points for a customer to reach when they book and take up airline travel and the challenge for BA is to maintain the brand values of quality at each of these touch points so the customer feels that they have “upgraded to BA”.
It has faced periods of extensive criticism and negative publicity and has had to manage its brand carefully through instances of poor customer service (opening of Terminal 5) and employee industrial action. Maintaining brand value is a key function of the organisation and will soon have a hard, cash value attached.
There is a transformation underway in the business world as organisations switch on to Web 2.0 technologies. These technologies will have profound implications for future marketing, and British airways must learn and plan how to use these technologies to the best of their advantage. 
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Does the modality effect affect the serial recall of numbers?
It has been found that the first few items in a list and the last few items in a list are remembered more accurately than others (Glanzer & Cunitz, 1966; cf. Passer et al, 2010). The normal distribution curve which is often found in serial recall tasks is thought to be due to the idea that, by the time the participants are presented with the last item, the first few items have entered their long-term memory, and the final few are still in their short-term memory. For t his reason it is also known as the primacy-recency effect (Passer et al, 2010). Research has been done into various areas of serial recall; one example of this is the modality effect.
The modality effect is the name given to the consistent superiority of the retention of auditory information over visually presented stimuli (Watkins & Watkins, 1980). It is thought to be due to echoic memory or an ‘echo box’ which stores sound (Engle, 1974; p. 827). Crowder and Morton (1969; cf. Watkins & Watkins, 1980) were the first to propose the idea that the modality effect occurs due to echoic memory and have suggested a ‘precategorical acoustic store’ (PAS), which has a greater capacity and longer duration than the iconic (or visual) memory, producing better recall when items are presented aurally. Engle (1974) has argued that the mode of delivery of the information affects accuracy of serial recall, with a higher recency effect for auditory conditions, but a slight primacy advantage in the visual condition. It is thought that this is because visually presented items are encoded differently and need to be rehearsed more as the participant’s ‘echo box’ is not there to rely on, explaining the previously mentioned superiority of each in the different conditions. Penny (1975) has argued that the modality effect does not occur in long-term memory. Although, Hinricks and McKoon (1971) have argued that studies of serial recall in short-term memory are more affected by order retention than item retention, regardless of the modality. 
This study looks at whether aurally or visually presented numbers do better in a serial recall task. Furthermore, it is hypothesised that the aural group will do better than the visual group in this experiment. 

Method

Participants: 28 participants (14 male) were used for this task (mean age: 25.5). The majority were students. All had unimpaired hearing and sight. They all gave written informed consent and were debriefed afterwards. 
Design: A between subjects design was used for this experiment, with one group doing the visual task and another group doing the aural task. The independent variable was the mode of delivery of the numbers and the dependent variable was the number of items correctly recalled in the right order. Opportunity sampling was used to select participants.
Materials: Participants were given consent forms to sign before the study (see Appendix A). The same set of numbers was presented using either Microsoft Office PowerPoint (see Appendix B) or Windows Media Player. For this experiment, only the numbers 1-9 were used. This was because it was thought that numbers above this would be harder to remember as they would have two digits and would affect the visual task. The number seven was also omitted as it has two syllables and it was thought that this could have affected the aural task. Participants recorded their answers on response sheets (see Appendix C).  After the experiment they were given debrief forms (see Appendix D).
Procedure:
The visual task
Participants were given a consent form to sign briefly explaining what they had to do and that they could ask questions or stop the experiment at any time. Microsoft Office PowerPoint (2007) was used to display the numbers at a rate of one per second. Only the numbers 1-9 were used (omitting the number). A blank screen was shown after the last item and participants were told to write down as many numbers as possible in the correct order on their response sheet. They were given roughly 30 seconds to do this. If they could not remember a number they were instructed to leave a gap in order to determine the position of the numbers they had written. Answers were only considered correct if they were in the correct position in the sequence. After finishing the experiment participants were given both a verbal and written debrief, explaining the purpose of the study and that it was possible to withdraw their data at that point. 
The aural task
Participants were given a consent form to sign, briefly explaining what they had to do and that they could ask questions or stop the experiment at any time. Windows Media Player was used to present the same numbers as those used in the visual task. Participants were given headphones to do this task. Participants were given the same response sheet and again asked to write down as many numbers in the correct order. All participants did the experiment in a quiet room. 





Results
The audio group generally recalled more numbers than the visual group.
Table 1: Mean of total numbers recalled by each group.
	
	Visual
	Audio

	Mean
	4.7
	6.1


[image: ]
Figure 1 shows that there was a primacy-recency effect in the experiment. The graph also shows that there is a clear primacy effect for both groups, but the visual group performed less well on the first few words. Positions 7-12 were the least well remembered for both groups. It can also be seen that the majority of participants could recall the last three numbers. Finally, the audio group did show a much bigger recency effect. 
Figure 1: graph showing the difference between the visual and audio groups in serial recall.


Discussion
This study found an increase in the number of correct replies in the audio group compared to the visual group, and a small superiority of the audio group on the eighth number which – according to the serial position effect – should be the hardest number to recall. This supported the study’s hypothesis that the audio group would perform better in the serial recall task. It also supports the idea of the modality effect, as the audio group did do better than the visual group, as was expected. It also fits with Crowder and Morton’s (1969, cf. Watkins & Watkins, 1980) argument for a PAS which has a longer duration than iconic memory. Despite the superior recall of the audio group, the primacy-recency effect can be clearly seen in both groups, as shown in Figure 1. 
In addition to this, Murray (1966; cf. Henricks & McKoon, 1971) has argued that written recall produces better responses as participants feel more obliged to write an answer, and it gives them more flexibility in the order that they produce their responses. When verbal responses are used, or if using free recall (where participants can say the numbers in any order), participants tend to recall fewer numbers and it is harder to see a recency effect as by the time participants have said the first items, they have forgotten the last few items. 
The results partially support Engle’s (1974) findings that there should be a higher primacy effect for the visual group, but a more prominent recency effect for the audio group. The latter of these findings was replicated in the present study. 
The limitations of this study include the small sample size. If more people had been used the results may have been more generalisable. Furthermore, the majority of participants were students which could also have affected the generalisability of the results. Extraneous variables could have affected the results. In this experiment they included the noise level and temperature as participants did not do the experiment in the same room. Also, we didn’t test participant’s sight or hearing so these could have interfered with the results. There were also problems with using opportunity sampling, as a few participants didn’t concentrate as much on the task as others. In future studies it would be helpful to firstly test participant’s sight and hearing abilities, as well as conducting the experiment in the same room. 
Future research into this field could involve looking at whether gender has any effect on serial recall. Also, Penny (1975) has argued that the modality effect has been ignored by many memory researchers, so more investigation into this could be done. 
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Abstract
The facial recognition abilities of males and females were compared using the Thatcher Illusion (Thompson, 1980). Facial recognition is the ability to recognise faces; normally done using either configural or featural encoding. Fifty-six female and ten male undergraduate students took part in the experiment based on this illusion. The hypothesis for the study, based on previous findings, such as that of McBurney, Gaulin, Devineni and Adams (1997), and Ruggiero, Sergi, and Iachini (2008) and Jansen and Heil (2010) was that males would be faster than females at noticing the facial disfigurements of Margaret Thatcher. Overall, the results supported the hypothesis, but not to a significant degree, however this insignificance may have been due to the unfair distribution of males and females. 












Face recognition is a complex phenomenon; faces are so similar to one another, how do people recognise other people’s faces when they meet, or put a name to a particular face? Thompson (1980) devised the Thatcher illusion as a way of testing theories of face perception. Biederman’s geon theory argues that faces are processed as a set of parts (features) and their spatial arrangement, but Bruce and Young (1998) have proposed that face recognition is a configural process; the visual system sees the face as ‘one’ rather than its individual components:
 “A configuration emerges from a set of features that is more than the sum of its parts” (Gross, 2009, pp. 237). 
The latter theory is supported by the Thatcher illusion because even though we perceive a face as made up of parts, the face as a whole is a stronger representation of the person associated with it (in this case, Margaret Thatcher). Also, when we see an inverted face it’s more difficult to process due to its novelty. Because of this it’s processed by the independent features – which remain intact. Therefore it is not immediately seen that the eyes and mouth are wrong because they are not being processed in relation to the other parts of the face. Other theories, such as Expertise, argue against configural encoding, saying that we are just very skilled at recognising faces, purely as an evolutionary trait. 
McBurney, Gaulin, Devineni & Adams (1997) discovered that males were better than females at mental rotation. This relationship between mental rotation and gender was also found by Jansen P, Heil M. (2010). Given these findings, it would suggest that males should be quicker at noticing the mistakes in the Thatcher illusion. Therefore the hypothesis for the following experiment is that males will be quicker than females at noticing the facial disfigurements. 


Method:
Participants
Sixty-six undergraduate students aged between18 and 56 years (mean age = 21.27 years) at Swansea Metropolitan University gave fully informed consent to participate in this experiment.  Of the sixty-six, ten were male and fifty-six were female. The mean age for males was 23.70 years, and for females it was 20.84 years.
Materials
An image of Margaret Thatcher with the eyes and mouth inverted was presented on an interactive whiteboard, and pens and A4 paper were the materials used in this experiment.  
Design
A between subjects design was used, in which the independent variable was the gender of the participant. The dependent variable was reaction time, measured by the number of frames taken.
Procedure
Participants were seated in a lecture theatre at varying distances and angles to the screen. After signing a consent form, the participants were asked to write their age and gender on a piece of A4 paper. They were then told that an image would appear on a screen and that they should write down the number of seconds it took them to notice any abnormalities observed in it. The image was then presented on an interactive whiteboard using Microsoft PowerPoint with a timer above counting upwards from 0-19 (seconds). The picture moved in an anti-clockwise direction c. 9.5 degrees per second, until it was rotated a full 180 degrees.


Results
It was found that males were faster than females at noticing facial anomalies (shown in Table 1 and Figure 1).
Table 1: Mean no. of frames taken to notice facial anomalies for each participant group
	Participants 
	Mean no. of frames

	All
	8.04

	Male
	7.20

	Female
	8.20







Figure 1: Mean no. of frames taken to notice facial anomalies for each participant group

This experiment found no significant difference in recognition time between males and females. 

Discussion 
The findings of this study, although not significant, do support previous evidence, such as that from McBurney et al. (1997) who found that males performed better than females at a mental rotation task. 
In general, the Thatcher illusion supports the theory of configural encoding. Therefore, since the image is processed as a whole, the disfigurements are not noticed straight away.
Another contributing factor as to why males performed better in the described experiment may be due to the differences in the way males and females deal with mental rotation tasks. Hattemer et al (2009) investigated the effects of gender on mental rotation and found that whilst males use just their right hemisphere to process rotational puzzles, females tend to use both hemispheres. Similar results were found in a study by Johnson, McKenzie, and Hamm (2002). Parsons et al (2004) also found supporting evidence, this time using a virtual environment rather than a ‘pen and paper’ method. This extra level of processing could slow down females’ reaction time, accounting for the differences in scores. 
Ruggireo, Sergi and Iachini (2008) found that gender differences favouring males were maximised in tasks that require active processing. Because the Thatcher Illusion involves actively rotating the primary facial features, males should have been better at mentally rotating the image.
The strengths of this study included the fact that there was only one researcher giving the instructions. This meant that all participants received the same information, and so were under the same conditions for the experiment. All participants took part in the study at the same time which reduced the effect of any confounding variables affecting the group. 
The limitations of the study included the disproportionate representation of males, as the female group was considerably larger. In a future experiment, this could be evened out. Also, each participant was sitting at different distances and angles to the screen, which could have affected their reaction time. 
									The Thatcher effect has been televised, therefore some students may have already been aware of the theory, which could have inadvertently improved their reaction time. In future research, it may be better to ask participants if they have any previous knowledge of the task, and if so, omit them from the experiment. In addition to this, age may have affected results, as it was noted that the mean age of male participants was higher. If these issues were resolved, it could form the basis of valuable future research. 
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II. Executive Summary:
 Report outlines the nature of the CI and their way to improve the marketing strategy, using a exhibition. It also explains the main reasons to hold the preparation of the exhibition, cost and possible ROI.  Report outlines the importance of the activities taken by CI to achieve their objectives. In the later stage it also summarise the main points of the preparation of the exhibitor and post-event activities. Recommendations for future exhibition are also drawn.

1. Introduction.
The purpose of this report is to establish most profitable way to improve customer awareness and CI’s market share. Exhibition are seen as an effective way to make multiply customer contacts in short period of time (Knight, 2010). The report seeks to explain the process of planning of exhibition and importance of it to CI.
 CI was established in 1988. CI produces ice cream from surplus milk from their Friesian cows. Originality of their product is from the commitment to superb taste and no use of any preservatives, flavouring or colouring. Their organic ice cream could be competing with the finest ice cream in the UK market. As a small company, they mainly sell the product throughout the South of England; they are looking to expand their customers base. To achieve that CI is seeking to promote their product via an exhibition. Cartwright (1995, pg. 14) argued, “exhibition is a presentation of products or services to an invited audience with the object of including sale or informing to the visitor”.
  The ice cream industry has been one of the most popular snack food products. The Sales of ice cream exceeded £4 billions in 2007 in the UK. More important the recession did not bring a slower pace to ice cream sales either (dairyindustries, 2009).
 In these terms CI have a bigger possibility to launch their product into the wider market area at present. 

2. Planning and Preparation Activities.
 Exhibitions, according to McPherson (2010) are very valuable marketing activities for any business, if lead properly. Statistics indicates that 72% of show visitors are influenced to buy the products by the show they saw. Moreover 76% of visitors ask for quotes and 26% order at the exhibition. For those reasons CI’s exhibition has a high opportunity to achieve their objectives during the show.
 Preparation of the event should start as soon as possible. Thus, the costs can be maintained at a low price, and if there is any need to restructure the approach it can be solved immediately (McPherson, 2010). CI should prepare for the exhibition in a twelve months timetable. Via schedule as follows:
· Prepare strategy and communicate internally with employees participating in the event.
· Determine the company objectives and goals.
· Determine the type and place of the show.
· Use the pre-show media list, exhibitor’s list.
· Plan marketing communication to audience. 
· 3-4 months before post micro sites with all relevant products and information. We will be also looking to reach the people interested in our ice cream, which cannot attend the exhibition (posting relevant info on Twitter, Facebook , IFE, CI’s website).

 2.1. Setting Objectives
Dallmeyer (2010) argued that companies that set and measure the objectives consistently are performing most successfully. In this case CI should maintain objectives as follows: 
· Open new markets or territories. 
· Increase the sales during and after the event.
· Obtain contact names for the company's email/ leads database.
· Educate existing and potential customers about CI’s luxury organic ice creams.
· Enhance the company brand.
  
 2.2 Place and time.
 According to Lewis (2009), London is the number one destination for exhibition. Therefore CI should attend the International Food and Drink Event carried out in ExCel London. London would also help with travel costs, compared with other UK sites due to their improved transport network. IFE statistics in 2009 show that organic food and drink sector had over 7500 visitors (IFE, 2010). Therefore, CI should aim to attract some of this visitor’s base.
 As contacted IFE team member on the phone we were offered a corner place in the Organic section (based close to entrance) next to the Frozen food section. Thus, in the organic sector of exhibition we will be competing only with two companies producing ice cream comparing to over 30 in Frozen food section (IFE, 2010). IFE has offered to  Camborne Ices 8 m2 space, with basic utilities that are necessary to carry out our exhibition, along with advertising on their web site for £2,852 + VAT (see appendix 1). 
Another important approach to a successful exhibition is the season it takes place. Demand for the ice cream is high mainly in the summer, whereas sales may be five times bigger than through the rest of the year (MiniReport, 2006).  Thus CI should aim for raising awareness of their ice cream just in time for the summer. 

2.3 Pre-Show Communication.
 According to Friedmann (2008) pre-show communication is the most valuable step to achieve high traffic at the exhibition and objectives set by the company. Suggesting that to stand out of the crowd there are three major ways for excellent pre-show communication: 
· Smart emails can be a excellent way to contact existing and potential customers about the show. Emails should contain mainly the information about uniqueness of the show and the products. It is necessary to time them. Emails should be sent every month, three months before the show, one week before exhibition, and two days before.
· Trade Journals inserts - The Journals have much higher rates of readers than potential direct mail, which usually is thrown away. Thus, CI should advertise the event in trade magazines such as Good Food magazine and Natural Products magazine.
· Lumpy Mails – are the mail that include some unusual item that keep potential visitor interested in the show. CI will be sending a miniature ice-cream toy with name of the company and event dates. 
 In contrast Ordonez (1995) argued that to achieve grate attention of the potential customer it is crucial to send a personal letter, personal faxes and personal phone calls introducing company, product and nature of event. Therefore, CI should contact existing customers and customers from list provided by IFE.

2.4 Staffing the exhibition and pre show staff seminars.
 CI should choose enthusiastic staff that are passionate about the product, to work at the exhibition. They should take on  board a person responsible for new product development, one person from product distribution, member of sales team and myself. We are also planning to employ someone that will serve the sampling ice cream for the potential customers, and the person to dress as a giant ice-cream that will grab the attention of passing watchers and hand them the sample of ice cream. Our primary team will be responsible for selling, promoting product and education about the originality of the ice cream. We strongly think that seminars for the staff are essentials. Thus we will be holding an hour meetings each week through their usual working hours starting on 12 months before schedule. The long time notice also is necessary to not give them a escape from the event (Cartwright, 1995). We believe that good preparation of the staff can be very profitable. 
Seminars should explain the layout of the exhibition, marketing strategy, review the objectives for each member, specify the way to greet the current customer and basics of selling (Dallymeyer, 2010).

2.5. Deciding on Layout and contest.
 The stand should mainly include graphics conveying the brand messages. Graphics should create one specific environment starting from the floor to the ceiling. Popped up graphic should be position to the direction where most visitors are arriving from. CI logo should be placed where it can be seen from large distance. The overload of information placed on the stand may not attract as efficient the viewers, thus CI should make sure of the simplicity of the stand (Charwick, 2002). Graphics should briefly say about what the company does and be easily read from a distance (Cartwright, 1995).
 Floor should be the same colour as the alleys. Therefore, customers may not realise when they step into CI’s stand, and CI has a greater possibility to grab their attention (Cartwright, 1995). 
Another important way to grab attention of the visitors is to have a person dressed as giant ice cream on the alleys that instruct the visitors to the stand.  The stand should also contain a refrigerator with all flavours of the ice creams. 

2.6. 4P’s
To communicate with customers and maximise ROI, CI should be using the marketing mix. Such as the 4 P’s;
· Product- organic ice cream with no preservatives, colouring or flavouring. Variety of the flavours and original packaging (full of sensational colours and pictures of the ingredients).
· Price- CI set the price of the ice cream. However, the trade customers can negotiate it depending on the quantity and period of time they will order. At the exhibition customers invited by CI should be offered a discount, as reward for attending the event.
· Promotion - CI should advertise on London radio, Twitter and Face Book to raise the awareness of the brand before the event. Advertising in the trade magazines. All of those actions should raise the interest of the customers at the exhibition. 
· Place- London, which is a popular location attended by the viewers. Easy to access, because of its improved transport system.

2.7 Forecasting the cost of the exhibition.
The rough costs of the exhibition should remain as follow:
	Space (see appendix 1):
	£ 3351.10

	Display Unit (Standbanner, 2010):
	£ 1696.7

	Exhibition counter (Standbanner, 2010):
	£ 468.83	

	Refrigerator at the stand (Wardscatering, 2010) : 
	£ 239.53

	Portable refrigerator (Mobilerefrigerator, 2010):
	£ 587.5 per week

	2 stools and table (Cokerexpo, 2010):
	£211.5

	Estimated advertising over 12months preparation
	£ 2000

	Estimated cost of the transport (fuel, rent of the van, train tickets)
	£ 1000

	Wages:
	£ 1568

	Accommodation and food: 
	£ 1000

	Unexpected costs:
	£ 5000

	Total:
	£ 17,123.16 



3.Organisation during/at the exhibition.
3.1. Customers.
CI should be market –cantered company that analyse the customers’ wants and the strategy of the competitors. To achieve that they should set the prices to offer more valuable product than the competition at the similar price (Kotler & Armstrong, 2006). Exhibition should give CI opportunity to find out about their competitors and needs of the customers. The majority of customers, who buy the ice cream are adults, therefore CI should concentrate on the campaign aiming to adults (Coleman, 2006). The largest ice cream market is assigned to impulse and dessert ice cream, therefore CI should concentrate in selling to that sector (MiniReport, 2006). The promotion of the ice cream should concentrate on healthy features of the product. Ice creams are a good source of protein; minerals, calcium, phosphorus and they help maintain diet (Wyke, 2005). Therefore, CI should have short messages on the stand promoting such values.

3.2 At the stand. 
 Each person should have goals for every hour of the show. CI should aim to generate  just over 100 leads a day with 4 people selling the product. That is based on four leads an hour excluding the brakes (Dallymeyer, 2010). Possibly more leads, depending on the knowledge of the product by a customer. According to statistics from section 2, that 26% viewers order during the show, CI should generate about 26 sales a day.
 Personnel also need to be all the time enthusiastic, welcoming and rested.  To maintain that there should be a couple of brakes to change the environment and check on the competition strategies. No private maters should be allowed on the stand (talking on the phone, gathering in groups), as that is CI’s opportunity to achieve goals and every minute not used properly is a loss. All staff should be ready to help  new customers at any time. It should be crucial to collect the email addresses from any visitors and the reason for the interest. In that way CI should achieve one of the objectives set in section 2.1.

 Pre-show communication should be followed up at the stand via promotional tools, such as:
· Calendars with companies’ logo. Pictures of the ice cream, different flavours on each month. Possibly short story of developing flavours.
· T-shirt with the logo of the company and event information.
· Pens with company name and address (Evans & Berman, 1994).

That type of the promotion should benefit with greater awareness of CI’s brand.
However, there should be limitation in sales promotion. It is crucial to not offer for every customer discounts, as that may lead to low valuation of the product (Evans & Berman, 1994). 10 % discount should be offered only to customers that are ordering in large quantities, and customers invited by the CI that are ordering at the stand. This strategy should drive sales orders during the exhibition.

4. Activities carried out after exhibition:
 Leads collected at the exhibition should be followed almost immediately. Emails should be sent within 5 days from the end of the exhibition, followed by phone calls. CI should also post the relevant photos, videos or information from the exhibition on to their website, Twitter and Facebook.
 CI should be monitoring the sales and interest after exhibition to determine the ROI. Indicators in this case are: 
· No. of hits on CI’s website.
· No. of people that contacted CI after participation in the show.
· No. of phone calls.
· No. of new customer accounts.
· Amount of product sold.
· Size of the email database.

[bookmark: _Toc291536140]5. Conclusion
 Planning the exhibition in 12month timetable can maximise the success of it. Objectives are important to maximise ROI, as they specify for the staff the desired outcomes and goals for CI. Place and time are also the keys to successful exhibition. Therefore, if CI would get the season wrong that could result in little interest. Promotional activities used before the event can bring  grater traffic to the stand. Layout of the stand can be eye catching therefore it can also drive the traffic. Staff have to have excellent knowledge of the product and be all the time enthusiastic.
 Post event activities should be made as soon as possible. Measurement of the performance should also occur.

6. Recommendation.
CI when participating at the exhibition a second time should attend again the London venues, as it is the most popular one (Lewis, 2009). However, they should aim to have more space for their stand in the future. The stand should be opened on 3 or 4 sites, what makes the customers safer and there is a bigger likely hood for them to enter. Moving exhibitions are more profitable, therefore next time CI should maintain some moving sign, lights or projected advert on of the walls of the stand (Cartwright, 1995).
 No. of staff should stay the same if the space is larger. If area is much larger, employ 2 more sales people and one more person to serve the ice cream. Set the quiet area for the current customers to maintain friendly atmosphere. 




7. Appendix 1.
Dear Kasia,
I am emailing you regarding IFE11. IFE is the UK's largest and most import_ant food and drink trade event. The entire UK and international food community gather at IFE every two years to source new products, do business and keep pace with industry trends.  IFE will offer exhibitors huge sales opportunities as it will put them in face-to-face contact with their target market(s) and will enable them to: 
	·  Expand into new markets and sectors 

	·  Generate sales leads 

	·  Meet new and existing customers 

	·  Achieve brand awareness and positioning objectives  


Please find attached the following information:
-          IFE11 Sales Brochure
-          Key Buyer Initiative information
-          IFE11 Costs to Exhibit
-          IFE11 Value Package details
-          Organic section floor plan
We are working hard to bring even more high-quality buyers to IFE11, with such initiatives as: 
-          Meet the Buyer initiatives with Sainsburys, Morrisons, Asda, Compass, 3663, Brakes, Aramark, Sodexo, Elior and Musgrave Foodservices 
-          A partnership with the Federation of Wholesalers & Distributors to ensure that as many of their members attend as possible
-          Inward buyer missions in conjunction with UK Trade & Investment from Taiwan, Hong Kong, Korea, China, Singapore, Austria, Norway, Denmark, Czech Republic, Hungary, France, Spain and the Netherlands.
-          LOCOG 2012 Games food sourcing initiative
This last initiative is a hugely exciting development, with confirmation that LOCOG (the London Organising Committee for the Olympic Games and Paralympic Games) will be using IFE11 as a sourcing ground for products to be used throughout the catering operation for the 2012 Games. This unique, once-in-a-lifetime opportunity is only available to IFE11 exhibitors. Please follow this link for more information: http://www.ife.co.uk/page.cfm/link=159
I have highlighted an option in blue in the floor plan that I discussed with you. The details are:
N1916 – 4m x 2m – 8m² with 2 open sides and shell scheme - £2,852 + VAT
 

This price includes the following:
· Space for your stand 
· Partitions 
· Ceiling 
· Fascia panels 
· Name board 
· Floor covering (carpet) 
· 1 x 500watt socket 
· Fluorescent strip light 
· 2 year listing on the IFE Product Search (www.ifeproductsearch.com) 
· Basic listing in the IFE11 catalogue 
· Basic listing in the IFE11 New Products Guide 
· 100 visitor invitations 
 My colleague, Brielle Koolen, looks after the Organic section. I have copied her in to this email and her direct line is 0207 886 3058.
 Kind Regards,
Corby
Corby Ganesh 
Head of Sales | Fresh RM
T: 020 7886 3056 | F: 020 7886 3091
9 Manchester Square, London W1 3PL
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