Tutorial five session two Answers

Exercise one
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1. How does a business go about borrowing funds? Is debt a good idea? 

A: The business would try and get the lowest interest rates possible on borrowed funds. They would tend to approach banks first. Debt is a balance, as too much makes the business vulnerable, yet not having sufficient funds to invest or provide working capital is also a concern.

2. What are the process and implications of issuing equity or stock ownership to the business? 

A: Shares have to be listed on a stock exchange. The shares are offered at a price and the market determines the true buying and selling price of the shares. The problem with issuing equity is that each time it is done, the ownership of the business is diluted. 

3. How would a business be able to achieve internal funding?

A: The business could use money that they have received by issuing equity or more normally the funds will have been created as a result of business carrying out its activities and operations and making a profit on them. This money will have been set aside for a specific purpose.


Exercise two

1. What advantages did BP expect in hiring local managers in an emerging market like southeast Asia?

A: Hiring local managers gives managerial responsibility in BP-Singapore to people intimately familiar with the local business environment. Local managers with good understanding of the local market can be a significant advantage. They are familiar with the culture and local business practices. Accordingly, local managers can read the subtle cues of both verbal and nonverbal language. They need not overcome any cultural barriers created by an image of being an outsider, and they tend to have a better feel for the needs of employees, customers, and suppliers. Hiring local managers in Singapore also helps BP to eliminate the high cost of relocating expatriate managers and families. 

2. What challenges did BP face by hiring local people in its office in Singapore?

A: The major challenge for BP in hiring local people in its office in Singapore possibly was the lack of direct control over the operations in the Singapore office. BP found that some of the local staff in its Singapore office took advantage of the company’s confidential information and documents (including commercial strategies) and traded their secrets. BP lost its trust in the key staff there, and replacing them will be a real staffing challenge for BP global operations. 

3. Suppose a company decides that it has made a mistake by hiring local personnel in a key Asian country. What are some potential problems that it will face if it decides to install or reinstate expatriate managers in these positions?

A: Relocating managers from the home country will be expensive for BP. The bonuses that managers often receive for relocating plus relocation expenses for entire families can increase the cost of a manager several times over. Likewise, the pressure of cultural differences and long periods away from relatives and friends can contribute to the failure of managers on international assignments.
The presence of BP home-country managers in its Singapore office may cause lower-level employees to feel that managers do not really understand their needs (because they come from another culture), and that BP head-quarters do not trust them enough.
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