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Lesson 2- Capital Budgeting

Example 2: Excellent Limited is planning to undertake a project requiring initial investment of $100 million. The project is expected to generate
$25 million per year in net cash flows for 7 years. Calculate the payback period of the project.

Solution
Payback Period
= Initial Investment ÷ Annual Cash Flow
= $100M ÷ $25M
= 4 years

Example 3: Best Limited is planning to undertake another project requiring initial investment of $50 million and is expected to generate $10
million net cash flow in Year 1, $13 million in Year 2, $16 million in year 3, $19 million in Year 4 and $22 million in Year 5. Calculate the
payback value of the project.

Solution
Year

(cash flows in millions)
Annual

Cash Flow

Cumulative

Cash Flow
0

(50)

(50)

1

10

(40)

2

13

(27)

3

16

(11)

4

19

8

5

22

30

Payback Period = 3 + 11/19 = 3 + 0.58 ≈ 3.6 years
Example: Compute the NPV for Project A and accept or reject the project cash flows shown below if the appropriate cost of capital is 10%
Tim Cash
e
Flow
0

-75

1

-75

2

0

3

100

4

75

5

50

NPV=CF1/(1+r)1+CF2/(1+r)2+CF3/(1+r)3+CF4/(1+r)4+CF5/(1+r)5−CF0NPV=CF1/(1+r)1+CF2/(1+r)2+CF3/(1+r)3+CF4/(1+r)4+CF5/(1+r)5−CF0
Where:
CF
Cash flow at time n
n
r

Interest rate/Cost of
capital

CF
Cash outflow at time 0
0
Given Project A's cash flows and a cost of capital of 10%, the NPV for this project is:
NPV=−75/(1+0.1)1+0/(1+0.1)2+100/(1+0.1)3+75/(1+0.1)4+50/(1+0.1)5−75NPV=−75/(1+0.1)1+0/(1+0.1)2+100/(1+0.1)3+75/(1+0.1)4+50/(1+0.1)5−
75
NPV = -68.18 + 0 + 75.13 + 51.23 + 31.04 - 75
NPV = 14.22
Given a positive NPV of $14.22 we should accept Project X based on these cash flows.
Example: Calculate the net present value of a project which requires an initial investment of $243,000 and its expected to
generate a net cash flow of $50,000 each month for 12 months. Assume that the salvage value of the project is zero. The target
rate of return is 12% per annum.
Solution: We have,
Initial Investment = $243,000
Net Cash Inflow per Period = $50,000
Number of Periods = 12
Discount Rate per Period = 12% ÷ 12 = 1%
Net Present Value
= $50,000 × (1 − (1 + 1%)-12) ÷ 1% − $243,000

= $50,000 × (1 − 1.01-12) ÷ 0.01 − $243,000
≈ $50,000 × (1 − 0.887449) ÷ 0.01 − $243,000
≈ $50,000 × 0.112551 ÷ 0.01 − $243,000
≈ $50,000 × 11.2551 − $243,000
≈ $562,754 − $243,000
≈ $319,754

Example: An initial investment of $8,320 thousand on plant and machinery is expected to generate net cash flows of $3,411 thousand, $4,070
thousand, $5,824 thousand and $2,065 thousand at the end of first, second, third and fourth year respectively. At the end of the fourth year, the
machinery will be sold for $900 thousand. Calculate the net present value of the investment if the discount rate is 18%. Round your answer to nearest
thousand dollars.
Solution
PV Factors:
Year 1 = 1 ÷ (1 + 18%)1 ≈ 0.8475
Year 2 = 1 ÷ (1 + 18%)2 ≈ 0.7182
Year 3 = 1 ÷ (1 + 18%)3 ≈ 0.6086
Year 4 = 1 ÷ (1 + 18%)4 ≈ 0.5158
The rest of the calculation is summarized below:
Year
Net Cash Inflow

1
$3,411

2
$4,070

3
$5,824

Salvage Value

4
$2,065
900

Total Cash Inflow

$3,411

$4,070

$5,824

$2,965

× Present Value Factor

0.8475

0.7182

0.6086

0.5158

Present Value of Cash
Flows

$2,890.6 $2,923.0 $3,544.6 $1,529.3
8
1
7
1

Total PV of Cash Inflows

$10,888

− Initial Investment

− 8,320

Net Present Value

$2,568 thousand

Advantages and Disadvantages of the MIRR Method
The modified internal rate of return resolves two problems inherent to the IRR.
i.
All cash inflows are reinvested at the reinvestment rate, which is more realistic than reinvesting at the IRR.
ii.
The method of calculation eliminates the problem of multiple IRR for projects with abnormal cash flows.
The main disadvantage of the MIRR method is the potential conflict with the NPV method. The reason may be due to a difference in project scale or in
the timing of cash flows (the problem was discussed in “NPV vs IRR method”). Furthermore, if the reinvestment rate is lower than the cost of capital,
there is a conflict with the basic assumption of the NPV method, which is that all expected cash inflows are reinvested at the cost of capital (discount
rate). Thus, the project can simultaneously have positive NPV and MIRR lower than the cost of capital. That is the reason why some academic studies
recommend using the reinvestment rate equal to the cost of capital raised for a project.

Lesson 4

Sources of Long Term Finance and Cost of Capital

Exercise 7
Optimum Limited company uses only debt and internal equity to enhance its capital budget and uses CAPM to compute its cost of equity.
Company estimates that its WACC is 12%. The capital structure is 75% debt and 25% internal equity. Before tax cost of debt is 12.5 % and
tax rate is 20%. Risk free rate is rRF = 6% and market risk premium (rmrRF ) = 8%: What is the beta of the company?
Solution
W ACC = wdrd (1 – T) + were
0.12 = 0.75(0.125)(1 – 0.20) + 0.25re
0.12 = 0.075 + 0.25re
re = 18%
re = 18% = rRF + β(rm- rRF
18% =6% + β (8%)
β = 1.5
Exercise 8
A company issue 10% irredeemable debentures of Rs. 10,000. The company is in 50% tax bracket. Calculate cost of debt capital at par, at
10% discount and at 10% premium
Solution
Cost of debt at par = Rs.1000 / Rs.10000 * (1 – 0.50)
= 5%
Cost of debt issued at 10% discount = Rs.1000 / Rs.9000 * (1 – 0.50)
= 5.55%

Cost of debt issued at 10% premium = Rs.1000 / Rs.11000 * (1 -0.50)
= 4.55%
Example 9
A firm issued 100 10% debentures, each of Rs. 100 at 5% discount. The debentures are to be redeemed at the end of 10th year. The tax rate is
50%. Calculate cost of debt capital.
Solution
Cost of Debt Capital
=

1000 + 500 / 10
1050
---------------------------------- * --------- * 0.50
10,000 + 9,500
9750
-------------------------------2

= 5.385%
(rmrRF ) 18% = 6% +

Lesson 6
Dividend Policy
Example 1: The earnings per share of company are and the rate of capitalisation applicable to the company is 10%. The company has
before it an option of adopting a payout ratio of 25% or 50% or 75%. Using Walter’s formula of dividend payout, compute the market
value of the company’s share if the productivity of retained earnings is (i) 15% (ii) 10% and (iii) 5%.
Solution: According to Walter’s formula
D
r(E-D) / ke
P = -------- + ------------keke
where, P = Market price per share
D = Dividend per share
r = Internal rate of return or productivity of retained earnings.
E = Earnings per share and
ke = Cost of equity capital or capitalisation rate
Computation of Market Value of Company’s Shares
a) When dividend payout ratio is 25%

i) r=15%
2
P = ----- +
10

0.15(8-2) / 0.10

= 2 / 0.10 + 9/0.10= 11 / 0.10 = Rs. 110

ii) r = 10%
2
0.10 (8-2) / 0.10
P = -------- + -------------------------0.10
0.10
= 2 / 0.10 + 6 / 0.10 = 8 / 0.10 = Rs. 80
iii) r= 5%
2
P=

0.05(8-2) / 0.10
-------+ --------------------0.10
0.10

= 2 / 0.10 + 3 / 0.10
= 5 / 0.10 = Rs 50

b) When dividend payout ratio is 50%
i) r= 15%

4
0.15 (8-4) / 0.10
P = ------- + -----------------------0.10
0.10
= 4 / 0.10 + 10 / 0.10
= 4 / 0.10 + 6 / 0.10
= 10 / 0.10 = Rs. 100

ii) r = 10%
4
0.10 (8- 4) / 0.10
P = ----- + -----------------------0.10
0.10
= 4 / 0.10 + 10 / 0.10
= 4 / 0.10 + 4/0.10
= 8 / 0.10 = Rs. 80
iii) r=5%
4
0.05 (8 – 4) / 0.10
P= ------- + -----------------------0.10
0.10
= 4 / 0.10 + 10 / 0.10
= 4 / 0.10 + 2 / 0.10
= 6 / 0.10 = Rs. 60

c) When dividend payout ratio is 75%
i) r=15%
4
0.15 (8 -2 ) / 0.10
P= ----- + -------------------------0.10
0.10
= 6 / 0.10 + 3 / 0.10
= 9 / 0.10 = Rs. 90

ii) r = 10%
6
0.10 ( 8 – 6) / 0.10
P= ----- + ------------------------0.10
0.10
= 6 / 0.10 + 2 / 0.10
= 8 / 0.10 = Rs.80
iii) r = 5%
6
0.10 (8 – 6) / 0.10
P = ------- + ---------------------------0.10
0.10
= 6 / 0.10 + 1 / 0.10
= 7 / 0.10 = Rs.70
Exercise 8
Pinnacle Mills Ltd. has at present outstanding 50,000 shares selling at Rs. 100 each. The Company is contemplating to declare a dividend of Rs. 5 per
share at the end of the current year. The capitalization rate of the Company is 10 percent.
The management expects to earn a net income of Rs. 5,00,000 and decides to invest Rs. 10,00,000 in a project. Show the price of the share at the end
of the year if (i) a dividend is declared and (ii) a dividend is not declared. Also calculate the number of new shares which the Company must issue to
raise the needed funds.

Solution:
A)The value of the share, when dividends paid:
i) Value of shares at the end of year 1:
P0 = D1 + P1 / (1 +K)
P1 = Rs.100 (1.10) - Rs. 5
= Rs.110 – Rs.5
=Rs.105
ii) Amount required to be raised from the issue of new shares
mP1 = Rs.10,00,000 – (Rs.5,00,000 – Rs. 2,50,000)

iii) Number of additional shares to be issued
Δm = Rs.7,50,000 / Rs.105 = 7143 shares (rounded)
iv) Value of the firm:

nP0 = (50,000 / 1+1,50,000 / 21)(Rs.105) – (Rs. 10,00,000 – Rs. 5,00,000) / 1.10
= Rs. 55,00,000 / 1.10
= Rs. 50,00,000

(B) Value of the firm when dividends are not paid:
i) Price per share at the end of period 1
P0 = D1+P1 / (1+K)
Rs 100 = P1 / 1.10
Rs.110 = P1
ii) Amount required for financing
mP1= Rs.10,00,000 – Rs.5,00,000
= Rs. 5,00,000
iii) Number of shares to be issued

n = Rs.5,00,000 / Rs.110 = 4545 shares
iv) Value of the firm
50,000

50,000

----------------- + ----------------- (Rs.105) – (Rs.10,00,000 – Rs.5,00,000)
1

11

= --------------------------------------------------------------------------------------------1.10

= Rs.55,00,000 / 1.10
= Rs. 50,00,000
Thus the value of the firm remains unaffected whether dividends are paid or not

Exercise 9

The following financial information of Excel Company Limited are available:
r = (i) 12%, (ii) 10%, (iii) 8%.
K = 10%.
E = Rs. 10.
Determine the value of a share of the company when D/P ratio is 25%, 60% and 80%.
Solution
Dividend Policy and Value of the Firm
Growth firm: r>k

Normal firm: r=k

Declining firm: r<k

Payout ratio = 25%, Retention Ratio, b = 75%
g=br = 0.75 x 0.12 = 0.090

g=br= 0.75 x 0.10 = 0.075

g=br= 0.75 x 0.08 = 0.060

P= 10 (1- 0.75)/ 0.10 – 0.09

P=10 (1 – 0.75) / 0.10 – 0.075

P = 10(1 – 0.75) / 0.10 – 0.60

= Rs. 250

= Rs.100

= Rs.62.50

Payout ratio = 60%, Retention Ratio, b = 40%

g=br = 0.40 x 0.12 = 0.0480

g=br = 0.40 x 0.10 = 0.040

g=br = 0.40 x 0.08 = 0.032

P = 10(1 – 0.4) / 0.10 – 0.024

P = 10 (1 -0.20) / 0.10 – 0.04 / P = 10 (1 – 0.4)/ 0.10 – 0.032
0.10 – 0.040

=Rs.105.86

= Rs. 88.24
= Rs. 100
Payout ratio = 80%, Retention Ratio, b = 20%

g=br = 0.20 x 0.12 = 0.024

g=br = 0.20 x 0.10 = 0.020

g=br = 0.08 x 0.08 = 0.016

P = 10(1 – 0.20) / 0.10 – 0.024

P= 10 (1 – 0.20) / 0.10 – 0.020

P = 10 (1 – 0.2) / 0.10 – 0.016

= Rs. 105.86

= Rs. 100

= Rs. 95.24

Exercise 10
The Best Performers Ltd. which earns Rs. 10 per share, is capitalized 20% and has a return on investment of 25%. Determine the price per share, using
Walter’s model.
Solution:
P = D + r / K (E – D) / K
= 25% / 20% (Rs.10) / 20%

= Rs.12.50 / 20%
= Rs. 62.50

Lesson 7
Working Capital
Case Study on Working Capital Management of Bajaj Auto Limited focusing on the following critical facets:
i) Net Current Assets
ii) Liquidity and Activity Ratios
iii) Current ratio

Lesson 14
Strategic Analysis and Planning
The Case Studies of the following renowned companies have been incorporated under SWOT Analysis-

1. Case Study 1: Amazon SWOT Analysis

Strength




Brand Identity: Amazon Is Synonymous With Online Sales Services, And Amazon Focuses On Improving Customer Satisfaction During The
Business Process.
Pioneer Advantage: Amazon Is Undoubtedly The Leader In The Online Retail Industry.
Cost Structure: Amazon Effectively Uses Its Cost Advantage, Operates On Thin Profits, And Is Still Profitable In Trading.



Business Development: Amazon Continuously Improves Its Service Level And Provides Diversified Services.

Weakness



Low-Profit Margins: Amazon Has A Very Thin Profit Margin To Maintain Its Cost-Leading Strategy. But Low-Profit Margins Make Companies
Vulnerable To External Shocks And Crises, As Well As Other Market Changes.
Seasonality: There Is A Seasonal Difference Between Amazon’s Revenue And Business Scope, With Sales And Revenue Peaking In The Fourth
Quarter Of Each Year.

Opportunity





Today’s Diversification Of E-Commerce Business
Continues To Increase Awareness Of Its Own Branded Products And Services.
Amazon Develops More Local Websites To Participate In The International Market. With The International Expansion Of Amazon, Some Local
Businesses Have The Opportunity To Enter The International Market.
Promoting The Strategic Cooperation Between Amazon E-Commerce And Its Related Affiliated Industries Will Drive Positive Development Of
The Industry

Threat





Loss Of Profits Due To Low-Profit Margins
Patent Infringement And Other Aspects Of Amazon’s Litigation
E-Commerce Industry Barriers To Entry Barriers
Cybersecurity Issues

Amazon – Recent Development
Amazon has seized the opportunity to successfully transform itself from an e-commerce company into a global leading technology company! When
Amazon realized the limitations of the retail industry, it expanded its business boundaries promptly. In addition to cloud computing and smart voice,
Amazon has also contacted third-party platforms such as logistics and suppliers, and even invested in the film and television industry, making its business
model more diversify. In 2008, Amazon realized that content can attract and extend users’ time on the platform, and began to provide original content
on Prime Instant Video, Amazon’s mainstream media video platform, and as part of the Prime membership service. Amazon’s ecology can be described
as a rotating flywheel. This flywheel is centered on Prime’s membership system, and new interests have been added to it, gradually creating an allencompassing ecology. While continuing to attract new users, it has promoted the development of Amazon’s e-commerce and other new businesses, and
it will continue to do so.

2. Coca-Cola SWOT Analysis

Strength
1. Most sponsored corporate partners.

2.
3.
4.
5.

Spread across the world in 650 languages and regions.
The market territory spans nearly 200 countries on five continents.
To develop new products, the Coca-Cola Company not only sells cola but also other types of beverages.
Coca-Cola has a long history, so it has a certain status in the market.

Weaknesses
1.
2.
3.
4.

There is no certain integration and the common goal of strategic management.
The failure to develop new tastes.
The gradual transfer of customer loyalty.
Loss of market development opportunities.

Opportunity
1. Sponsor the Olympic Games, use this opportunity to replace their brands, products, and make advertisements, especially The Olympic Games is
a worldwide movement that allows the world’s population to recognize this product, expand its market reach, and raise awareness of its products.
2. Participate in the World Cup, take this world-wide activity to pave the way for your products and gain popularity.
3. Enter the Chinese rural market.
4. Enter the American film market.
Threat
1. Pepsi is Coca-Cola’s biggest competitor
2. The products produced by the company may not be favored by young people today.
3. Coca-Cola is not considered to be good for health by many people

3. Skoda SWOT Analysis
Introduction
In 1895 in Czechoslovakia, two keen cyclists, Vaclav Laurin and Vaclav Klement, designed and produced their own bicycle. Their business became
Skoda in 1925. Skoda went on to manufacture cycles, cars, farm ploughs and airplanes in Eastern Europe. Skoda overcame hard times over the next 65
years. These included war, economic depression and political change.
By 1990 the Czech management of Skoda was looking for a strong foreign partner. Volkswagen AG (VAG) was chosen because of its reputation for
strength, quality and reliability. It is the largest car manufacturer in Europe providing an average of more than five millio n cars a year giving it a 12%
share of the world car market.
Volkswagen AG comprises the Volkswagen, Audi, Skoda, SEAT, Volkswagen Commercial Vehicles, Lamborghini, Bentley and Bugatti brands. Each
brand has its own specific character and is independent in the market. Skoda UK sells Skoda cars through its network of independent franchised dealers.
To improve its performance in the competitive car market, Skoda UK”s management needed to assess its brand positioning. Brand positioning means
establishing a distinctive image for the brand compared to competing brands. Only then could it grow from being a small player. To aid its decisionmaking, Skoda UK obtained market research data from internal and external strategic audits. This enabled it to take advantage of new opportunities and
respond to threats.
The audit provided a summary of the business's overall strategic position by using a SWOT analysis. SWOT is an acronym which stands for:
Strengths - the internal elements of the business that contribute to improvement and growth
Weaknesses - the attributes that will hinder a business or make it vulnerable to failure

Opportunities - the external conditions that could enable future growth
Threats - the external factors which could negatively affect the business.

This case study focuses on how Skoda UK's management built on all the areas of the strategic audit. The outcome of the SWOT analysis was a strategy
for effective competition in the car industry.

Strengths
To identify its strengths, Skoda UK carried out research. It asked customers directly for their opinions about its cars. It also used reliable independent
surveys that tested customers' feelings.
For example, the annual JD Power customer satisfaction survey asks owners what they feel about cars they have owned for at least six months. JD Power
surveys almost 20,000 car owners using detailed questionnaires. Skoda has been in the top five manufacturers in this survey for the past 13 years.
In Top Gear's 2007 customer satisfaction survey, 56,000 viewers gave their opinions on 152 models and voted Skoda the 'number 1 car maker'. Skoda's
Octavia model has also won the 2008 Auto Express Driver Power 'Best Car'.
Skoda attributes these results to the business concentrating on owner experience rather than on sales. It has considered 'the human touch' from design
through to sale. Skoda knows that 98% of its drivers would recommend Skoda to a friend. This is a clearly identifiable and quantifiable strength. Skoda
uses this to guide its future strategic development and marketing of its brand image.
Strategic management guides a business so that it can compete and grow in its market. Skoda adopted a strategy focused on building cars that their
owners would enjoy. This is different from simply maximising sales of a product. As a result, Skoda's biggest strength was the satisfaction of its
customers. This means the brand is associated with a quality product and happy customers.

Weaknesses
A SWOT analysis identifies areas of weakness inside the business. Skoda UK's analysis showed that in order to grow it needed to address key questions
about the brand position. Skoda has only 1.7% market share. This made it a very small player in the market for cars. The main issue it needed to address
was: how did Skoda fit into this highly competitive, fragmented market?
a) Perceptions of the brand: This weakness was partly due to out-dated perceptions of the brand. These related to Skoda's eastern European origins. In
the past the cars had an image of poor vehicle quality, design, assembly and materials. Crucially, this poor perception also affected Skoda owners. For
many people, car ownership is all about image. If you are a Skoda driver, what do other people think?
From 1999 onwards, under Volkswagen AG ownership, Skoda changed this negative image. Skoda cars were no longer seen as low-budget or low
quality. However, a brand 'health check' in 2006 showed that Skoda still had a weak and neutral image in the mid-market range it occupies, compared to
other players in this area, for example, Ford, Peugeot and Renault. This meant that, whilst the brand no longer had a poor image, it did not have a strong
appeal either.
b) Change of direction: This understanding showed Skoda in which direction it needed to go. It needed to stop being defensive in promotional campaigns.
The company had sought to correct old perceptions and demonstrate what Skoda cars were not. It realised it was now time to say what the brand does
stand for. The marketing message for the change was simple: Skoda owners were known to be happy and contented with their cars. The car-buying
public and the car industry as a whole needed convincing that Skoda cars were great to own and drive.

Opportunities
Opportunities occur in the external environment of a business. These include for example, gaps in the market for new products or services. In analysing
the external market, Skoda noted that its competitors' marketing approaches focused on the product itself. Many brands place emphasis on the machine
and the driving experience:
Audi emphasises the technology through its strapline, 'VorsprungDurchTechnik' ('advantage through technology').
BMW promotes 'the ultimate driving machine'.

Skoda UK discovered that its customers loved their cars more than owners of competitor brands, such as Renault or Ford.
Differentiation
Information from the SWOT analysis helped Skoda to differentiate its product range. Having a complete understanding of the brand's weaknesses allowed
it to develop a strategy to strengthen the brand and take advantage of the opportunities in the market.
It focused on its existing strengths and provided cars focused on the customer experience. The focus on 'happy Skoda customers' is an opportunity. It
enables Skoda to differentiate the Skoda brand to make it stand out from the competition. This is Skoda's unique selling proposition (USP) in the motor
industry.

Threats
Threats come from outside of a business. These involve for example, a competitor launching cheaper products. A careful analysis of the nature, source
and likelihood of these threats is a key part of the SWOT process.
The UK car market includes 50 different car makers selling 200 models. Within these there are over 2,000 model derivatives. Skoda UK needed to ensure
that its messages were powerful enough for customers to hear within such a crowded and competitive environment. If not, potential buyers would
overlook Skoda. This posed the threat of a further loss of market share. Skoda needed a strong product range to compete in the UK and globally.
In the UK the Skoda brand is represented by seven different cars. Each one is designed to appeal to different market segments. For example:
the Skoda Fabia is sold as a basic but quality 'city car'
the Skoda Superb offers a more luxurious, 'up-market' appeal
the Skoda Octavia Estate provides a family with a fun drive but also a great big boot.

Pricing reflects the competitive nature of Skoda's market. Each model range is priced to appeal to different groups within the mainstream car market.

The combination of a clear range with competitive pricing has overcome the threat of the crowded market.
Environmental constraints
The following example illustrates how Skoda responded to another of its threats, namely, the need to respond to EU legal and environmental regulations.
Skoda responded by designing products that are environmentally friendly at every stage of their life cycle. For example:recycling as much as possible. Skoda parts are marked for quick and easy identification when the car is taken apart.
using the latest, most environmentally-friendly manufacturing technologies and facilities available. For instance, painting areas to protect against

corrosion use lead-free, water based colours.
designing processes to cut fuel consumption and emissions in petrol and diesel engines. These use lighter parts making vehicles as aerodynamic

as possible to use less energy.
using technology to design cars with lower noise levels and improved sound quality.

Outcomes and benefits of SWOT analysis
Skoda UK's SWOT analysis answered some key questions. It discovered that:
 Skoda car owners were happy about owning a Skoda
the brand was no longer seen as a poorer version of competitors' cars.

However, the following observations were found:
 The brand was still very much within a niche market
 A change in public perception was vital for Skoda to compete and increase its market share of the mainstream car market.

The challenge was how to build on this and develop the brand so that it was viewed positively. It required a whole new marketing strategy.
Unique selling proposition
Skoda UK has responded with a new marketing strategy based on the confident slogan, 'the manufacturer of happy drivers'.
The campaign's promotional activities support the new brand position. The key messages for the campaign focus on the 'happy' customer experience and
appeal at an emotional rather than a practical level. The campaign includes:


The 'Fabia Cake' TV advert. This showed that the car was 'full of lovely stuff' with the happy music ('Favourite things') in the background.



An improved and redesigned website which is easy and fun to use. This is to appeal to a young audience. It embodies the message 'experience
the happiness of Skoda online'.

Customers are able to book test drives and order brochures online. The result is that potential customers will feel a Skoda is not only a reliable and
sensible car to own, it is also 'lovely' to own.
Analysing the external opportunities and threats allows Skoda UK to pinpoint precisely how it should target its marketing messages. No other market
player has 'driver happiness' as its USP.
By building on the understanding derived from the SWOT, Skoda UK has given new impetus to its campaign. At the same time, the campaign has
addressed the threat of external competition by setting Skoda apart from its rivals.

Weihrich developed TOWS Matrix in 1982, as the next step of SWOT Analysis in developing alternative strategies. TOWS Matrix is a
conceptual framework for identifying and analyzing the threats (T) and opportunities (O) in the external environment and assessing the
organization’s weaknesses (W) and strengths (S). TOWS Matrix is an effective way of combining a) internal strengths with external
opportunities and threats, and b) internal weaknesses with external opportunities and threats to develop a strategy.
1. The TOWS analysis starts with the external environment. Specifically, the listing of external threats (T) may be of immediate importance
to the firm as some of these threats may seriously threaten the operation of the firm. These threats should be listed in quadrant T. Similarly,

opportunities should be shown in quadrant O. Threats and opportunities may be found in different areas, but it is advisable to carefully
look for the more common ones which may be categorized as economic, social, political and demographic factors, products and services,
technology, markets and, of course, competition.
2. The firm’s internal environment is assessed for its strengths (S) and weaknesses (W), and then listed in the respective quadrants. These
factors may be found in management and organization, operations, finance, marketing and in other areas.

