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INTRODUCTION

In nowadays global competitive world it can be difficult for smaller companies to succeed and
survive due to the globalization and appearance of large multinational competitors. Therefore
such companies concentrate on specifying and adhering the strategic management in order to
reach their long-term goals. Lately, the companies trying to reach these targets are starting to
concentrate not only on the company’s goals and needs, but also more on their stakeholders as
the groups of interests of the company. For this purpose serves the stakeholder theory and
analysis which enables managers to move from an organization-based approach towards an
approach based more on relationship networks.

The objective of this paper is to analyse the application of stakeholder analysis in strategic
management. In order to fulfil this objective, this paper takes on a case study of a company that
provides services on the ERP software market. This company is currently facing an important
strategic decision, for which this paper finds supporting material based on the results from the
strategic and stakeholder analyses.

This paper is divided into four parts. First part is the Literature review, which concentrates on
gathering all the needed information about stakeholder theory and analysis, as well as strategic
theory and analysis. It defines all the important information about the stakeholder theory
(stakeholder typology, historical aspects of stakeholder approach etc.) and identify the steps of
stakeholder analysis (identifying the stakeholders, analysing their attributes and values etc.).
Then all the important terms of strategic theory are defined (such as mission, vision, goals and
strategies) and the steps of strategic analysis, which are the PESTEL analysis, Porter’s five
competitive forces and financial analysis, are described.

The second part is the Methodology, which discuss the objective, hypothesis and research
question of this paper. Then the research methodology is determined together with the final data
evaluation. At the end of the chapter the research limitations are identified and discussed.

The third part presents the Results. First of all the researched company is identified together
with its mission, vision and current strategies and the strategic decision is discussed in detail.
After that, the external and internal strategic analysis is performed and concluded with a SWOT
analysis. The chapter ends with stakeholder analysis, specifically the power and interest grid,
the model of three attributes and the importance-satisfaction model for each of the stakeholders.

The last part of this paper is the Discussion. The research findings are concluded in this part
and the suggestions for the company concerning its strategic decision are presented. The paper
ends with a conclusion which discuss how the goal of the research paper was fulfilled.

All the chapters besides the Literature review are classified due to the trade secret of the
researched company.
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1 LITERATURE REVIEW

1.1 Stakeholder Theory

In nowadays global competitive world it can be difficult for smaller companies to succeed and
survive despite the globalization and appearance of large multinational competitors. Therefore
the companies concentrate on specifying and adhering the strategic management in order to
reach their long-term goals. Starting with the landmark book written by R. Edward Freeman
(1984) the companies trying to reach these targets are starting to concentrate not only on the
company’s goals and needs, but also more on its stakeholders as the groups of interests of
company.

As R. E. Freeman (1984, cited by Miragaia et al., 2013, p. 648) says, the one of the great failures
of organizations stems from a lack of strategy for identifying and dealing with present and
future stakeholders. Therefore it is very important for strategic management to concentrate not
only on what company need itself but as well on stakeholders as individual groups with their
own needs.

Stakeholder theory enables managers to move from organization-based approach towards
approach based more on relationship networks (Nguyen, Menzies, 2010), meaning the move
from understanding stakeholders as dependent bodies, that are managed exclusively for the
organization’s own benefit to approach which cares more about stakeholder’s needs. It
describes the relationship between the company and its stakeholders, who differs in extent of
interests in company’s performance (Jones et al., 2007). It basically means that primary purpose
of stakeholder theory is to help managers to identify influential stakeholders and manage them.

Stakeholder theory emerged as another contribution towards a better understanding of
organizational management through focusing on the groups or individuals who either affect or
are affected by the organization’s actions (Freeman, 1984). Thus, an organization’s social
performance may be more effectively analysed and assessed through its relations with its
stakeholders (Mainardes, Alves & Raposo, 2011).

Therefore | will first concentrate on stakeholder theory and its historical background.

1.1.1 Historical aspects of stakeholder theory

According to Freeman (1984) the origin of the term ‘stakeholder’ in management literature
come back to 1963, when was first used in an international memorandum at the Stanford
Research Institute and defined as ’those groups without whose support the organization would
cease to exist” (Freeman, 1984 cited by Elias et al., 2000). The meaning of this definition is
that these groups are core for the company and the company would not otherwise survived.
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In contrary Sturdivant (1979) stated that precise origins of stakeholder theory are impossible to
determine, because during times there were several writers in a field of business, who referred
to variety of corporate groups, but never called them stakeholders before.

Either way as a milestone of stakeholder theory is considered a book called Strategic
Management: A Stakeholder Approach, written by R. Edward Freeman (1984), who is
sometimes considered as the ‘father’ of stakeholder theory, because after he published this book
the interest in stakeholder analysis rapidly grew. In his book he defines stakeholders as “any
group or individual who can affect or is affected by the achievement of the organization’s
objectives” (Freeman, 1984, p. 46, cited by Mitchell et al., 1997, p. 854).

Since then, there have been many different approaches to stakeholder theory and therefore also
many different definitions of stakeholders during the time. The definitions varied widely
between:

a) Those that are very narrow and include only the groups around the company that are
connected with key economic interests of the company (takes into consideration the
limited resources, time and attention of the companies and limited patience of managers
for dealing with external constraints (Mitchell et al., 1997)), such as Alkhafaji’s
definition, describing them as “groups to whom the corporation is responsible” (1989
cited by Mitchell et al., 1997), Thompson’s definition as “groups in relationship with
the organization” (et al., 1991 cited by Mitchell et al., 1997) or aforementioned Stanford
Research Institute’s definition (Freeman, 1984 cited by Elias et al., 2000).

b) To those that are quite wide and accepts the fact that companies can influence and be
influenced by almost anyone (which can be very difficult for managers to apply), e.g.
Freeman and Reed’s definition (1983): “any group or individual that affects or is
affected by the consequences of an organization striving to attain its objectives” or
Donaldson and Preston (1995 cited by Miragaia et al., 2014) describing stakeholders as:
“all the people and/or group(s) with legitimate interests, participating in the
organization, and attributed explicit or implicit contracts in order to obtain benefits and
without any other specific interest”. Aim of stakeholder management practices in this
approach is that managers might want to know about all of their stakeholders for firm-
centred purposes of survival, economic well-being etc.

In order to bring more clarity Matuleviciene and Stravinskiene (2015) organized the stakeholder
concepts according to following criteria:

a) Existing relationship between organization and stakeholders.

b) Power dependence (when organization is dependent on stakeholder or vice versa or
mutual power dependence relationship.

¢) Basis for legitimacy of relationship.

d) Stakeholder interests (legitimacy not implied).

Table no. 1: Stakeholder concept interpretation

| Year ‘ Author ‘ Definition
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EXISTING RELATIONSHIPS

1991 | Thopsonetal. |"Groups in relationship with an organization"
1994 | Freeman "Participants in the human process of joint value creation”
1994 | Wicks et al. "Interact with and give meaning and definition to the corporation”
POWER DEPENDANCE
1984 Freeman
1997 | Mitchell et al. "Those groups without whose support the organization would cease to exist"
2006 | Bailur
2013 |Florea
1983 |Freeman and|"Any group or individual that affects or is affected by the consequences of an
Reed organization striving to attain its objectives"
1984 | Freeman "Any group or individual that can affect or is affected by the achievement of the
organization's objectives"
1995 | Brenner "Are or which could impact or be impacted by the firm"
1995 | Nasi "Interact with the firm and thus make its operation possible"
Eden and | "People or small groups with the power to respond to, negotiate with, and change the
1998 . o
Ackermann strategic future of the organization
"The stakeholders in a firm are individuals and constituencies that contribute, either
2002 | Postetal. voluntarily or involuntarily, to its wealth-creating capacity and activities, and who are
therefore its potential beneficiaries and/or risk bearers™
BASIS FOR LEGITIMACY OF RELATIONSHIP
1989 | Alkhafaji "Groups to whom the corporation is responsible”
1990 Freeman  and "Contract holders"
Evan
1994 | Clarkson "Are placed at risk as a result of a firm's activities"
"Any person, group or organization that can place a claim on the organization's
1995 | Bryson attention, resources, or output, or is affected by that output”
"Stakehlders are persons or groups that have, or claim, ownership, rights or interests
1995 | Clarkson in a corporation and its activities, past present or future"
STAKEHOLDER INTERESTS - LEGITIMACY NOT IMPLIED
1991 | Savage et al. "Have an interest in the actions of an organization and ... the ability to influence it"
1993 | Carroll "Asserts to have one or more of the kind of stakes in business”
1995 | Clarkson "Have, or claim, ownership, rights, or interests in a corporation and its activities"

Source: Matuleviciene and Stravinskiene (2015), altered by author.

Matuleviciene and Stravinskiene (2015) conclude the table suggesting, that the definition made
by Freeman (1984) could be considered as best one, because concisely and accurately identifies
the relationship between the stakeholders and organization, based on power dependence. With
reference to him, the stakeholders could be treated as groups or individuals, who can influence
or be influenced by the purposes of the organization, proposing that stakeholders may have
greater impact on the organization due to major power. To conclude this historical background
I can summarize that stakeholders are core to the organization and need to be considered.

1.1.2 Stakeholder Typology

As already written in previous chapter, there are quite many different opinions on whom to
consider as stakeholders and whom not anymore, which evokes following question:
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“Which groups are stakeholders deserving or requiring management attention, and which are
not?” (Mitchell et al., 1997, 855)

Freeman (1984 cited by Miragaia et al., 2014) list employees, customers, suppliers,
shareholders, banks, environmentalists and the government as stakeholders — sourcing from the
aforementioned definition by Freeman and Reed (1983) that considers the groups that are able
to harm or help the organization as stakeholders. Post et al. (2002) consider stakeholders
similarly, as seen in the picture bellow.

Figure no. 1: A stakeholder map

Investors:

Shareowners
and lenders

Supply chain
associates

Private
organizations

Customers

"\ CORPORATION / """\ and users

Joint venture
partners and
alliances

Local
communities
and citizens

Regulatory
authorities

Source: Post et al. (2002).

The differences in answering the question of which groups to understand as stakeholders, come
from the wide or narrow approach aforementioned. Nevertheless the groups such as employees,
customers, shareholders, suppliers and banks are usually considered as stakeholders by most of
the authors.

Other authors although do not consider groups such as environmentalist and governments as
stakeholders, because of the reasons mentioned in previous chapter. Knowing all this, | will
consider all the groups that could be influenced or could influence the company as stakeholders
in the practical part of this paper, in order not to overlook some subjects that might be important
to the company but is not really obvious.

Arising from the existence of very many different stakeholder groups, it can be useful to classify
them to subgroups along following attributes. The classification can help to determine roughly
their importance or needs:

e Primary and secondary stakeholders. When talking about these subgroups we can
come back to the definitions of stakeholders and to the wide and narrow approach of the
14



stakeholder theory. It can be considered that primary stakeholders are those who are
stated in the narrow approach and secondary are those described in the wide. Carlon and
Downs (2014) understand employees, shareholders, customers and suppliers as primary
stakeholders and competitors, community, government and others as secondary.
Owners and non-owners of the company (Mitchell et al., 1997, p. 854).

Voluntary and involuntary

Internal, who operate entirely within the boundaries of the organization and external,
who can be those who provide inputs to the organization (equipment, material
suppliers), those who compete with the organization (for customers, resources) and
those who have some other interest in organization function (government, media etc.)
(Mayers, 2005; Carlon and Downs, 2014, 139)

Active and passive stakeholders. Mahoney (1994) identifies active as those who seek
to participate in the organisation’s activities and they may or may not be a part of the
organisation’s formal structure, e.g. management and employees are considered as
active stakeholders as well as can be regulators or environmental pressure groups.
Passive stakeholders are those who do not normally seek to participate in an
organisation’s policy making, but it need to be emphasized that even though they should
not be considered less interested or less powerful. Passive stakeholders will normally
include most shareholders, government or local communities.

Carlon and Downs (2014) created a table of firm attributes and stakeholder variables (see
below) to show how relevancy of stakeholders towards given company changes, based on

number of criteria.

Table no. 2: Stakeholder valuing

Firm Attributes Stakeholder Attributes
Identity Orientation Location
Utilitarian Internal
Relational External
Collectivist Group membership
Size Primary
Large Employees
Small Shareholders
Form Customers
Service Suppliers
Manufacturing Secondary
Life cycle Competitors
Start-up Community
Mature/decline Government
Revival Salience
Function Power
For profit Legitimacy
Not-for-profit Urgency
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Source: Carlon, Downs 2014, p. 139-140

1.1.3 Contributions/Benefits of Stakeholder Analysis

This model is intended to illustrate degrees of the quality of stakeholder management from the
perspective of the stakeholders. It is based on Arnstein (1969, cited by Friedman and Miles,
2006), who developed a ladder of public involvement in policy creation.

The ladder comprises twelve categories as seen in the figure below. For each one is define the
intention of engagement, level of influence and style of dialogue. Different categories are
typical for different types of companies and relationships company-stakeholder. E.g. the lowest
are typical for companies that only inform its stakeholders about conducted decisions. The
middle categories are companies, that involve its stakeholders to future strategic decisions, but
it is uncertain if they will be listened. The top part of ladder are companies characterized with
attempts of active participation of stakeholders with decisions.
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Figure no. 2: A ladder of stakeholder management and engagement

Stakeholder management
tool and nature of response

Intention of engagement

Level of
influence

Style of dialogue and
associated examples

@
c
- Majority representation of o Multi-way dialogue, e.g.
2 o 12. Stakeholder stakeholders in decision- -4 community projects
©° £ control making process 5
T g 9
= . 2 T : £ s Multi-way dialogue, e.g.
] 11. Delegated Minority representation o =] ‘
+ - . 'y
o g E power o stakeholders in decision- ‘5 board representation
ca 8 making process @
3 3 =4 Multi-way dialogue, e.g.
5 a 10. Partnership Joint decision_—makin_g power o joint ventures
a - over specific projects o
5] £
e w _ Some decision-making power E Multi—way_dialqgue, e.g.
o5 =2 9. Collaboration afforded to stakeholders over S strategic alliances
25 g specific projects
'c‘n—: a Stakeholders provide c g Multi-way dialogue, e.g.
8 g 8. Involvement conditional support; if s 85 constructive dialogue
- conditions are not met support g § 3
is.removed, The organiza‘tior? :,:u = -g Multi-way dialogue, e.g.
. 7. Negotiation decides the extent of conformity =90 reactive: bargaining
2 = Organization has the right
2 ‘3 6. Consultation to decide. Stakeholders can g Two-way dialogue, e.g.
8 3 advise. T c questionnaires,
kS '&;3 Appease the stakeholder g ° interviews, focus groups,
Q i Stakeholders can hear and be heard, 5 § task forces, advisory
5 § 5. Placation but I’jave no assurance 23 panels
a o of being heeded by the o
o organization ‘T .
o Two-way dialogue, e.g.
4. Explaining Educate stakeholders warkshops
- One-way dialogue, e.g.
g = || 3 Informing Educate stakeholders 3 verified corporate social
= E 2 a reports
-% i) 'Cure’ stakeholders of their g0 One-way dialogue, e.g.
£ ; 2. Therapy ignorance and preconceived 2 § briefing sessions, leaflets,
E_ s beliefs z T magazines, newsletters,
g § _ ) 2 green glossy social
2 é ) ) 'M|s|ead|n_g‘ stakeholders, » corporate reports, or other
1. Manipulation attempting to change publications
stakeholder expectations

Source: Friedman and Miles, 2006, p. 162

1.1.4 Criticism of Stakeholder Approach

Developing of stakeholder theory had obviously experienced also criticism, not only positive
welcome. There appeared critics aiming on stakeholder theory as whole, and others criticising
Freeman’s (1984) approach to it.

Sternberg (1997) says that stakeholder theory is far from being a source of improvements of
defects of business and business ethics, because it is misguided and incapable of providing
better corporate governance or business performance. He argues that stakeholder theory is
incompatible with business and to claim that organizations should be accountable for all their
stakeholders is in opposition with private property rights, because only the owners should
determine how their property will be used and managed (Sternberg, 1997).

Other example is Susan Key (1999), who in her book Toward a New Theory of the Firm: a

Critique of Stakeholder “Theory” was objecting, that although Freeman did provide

management with valuable strategic tool, he didn’t provide adequate theoretical basis for

explaining firm behaviour or the behaviour of individual actors. She present four critics of the

landmark book of stakeholder analysis such as inadequate explanation of process; incomplete
17



linkage of internal and external variables; insufficient attention to the system within which
business operates and the levels of analysis within the system; and inadequate environmental
assessment.

1.1.5 Corporate Social Responsibility

Since the 1950s the theory of corporate social responsibility (hereinafter CSR) started strongly
to develop and nowadays is part of almost every large enterprise. One of the first definitions of
CSR appeared in the book by H. R. Bowen called Social Responsibilities of the Businessman
(Bowen, 1953, cited by Carroll, 1999, p. 269) where CSR was defined as: “obligations of
businessmen to pursue those policies, to make those decisions, or to follow those lines of action
which are desirable in terms of the objectives and values of our society”.

After that, in 1960™ and 1970"" the CSR started to be deeply discussed topic as well as the topic
of stakeholder analysis started few years later. The definitions of stakeholders started appearing,
which some of them had clear connection with CSR, e.g. Alkhafaji defines stakeholders as
‘groups to whom the corporation is responsible’ (1989, cited by Mitchell et al., 1997).

Historically, the purpose of corporate governance has been to maximize profits to shareholders,
which was called shareholder perspective (Carlon and Downs, 2014). Jones (1980, cited by
Mitchell et al., 1997, p. 856) defined corporate social responsibility as the notion that
corporations have an obligation not only to shareholders, but also to constituent groups in
society which goes beyond prescribed law, and indicate that a stake may go beyond mere
ownership. This statement clearly shows that CSR started to be connected with stakeholder
theory when suggesting to consider also other groups of interest besides shareholders (include
also environmental issues). Pedersen (2011, p. 179) says that “stakeholder approach to CSR
means that firms should try to integrate the values and viewpoints of stakeholders in firm’s
decision-making processes and behaviour”.

Nowadays is CSR common part of the large corporation, especially those which activities are
in discrepancy of what stakeholders wants or if damaging the environment. Companies engage
in CSR because they can get some kind of benefits from such an engagement (Branco and
Rodrigues, 2007), but some multinational companies react to increasing stakeholder pressure
by shifting their socially irresponsible practices from its headquarters to its overseas
subsidiaries located in ‘pollution heavens’ (Korten, 2001, cited by Surroca et al. 2013; also
Tashman and Raelin, 2013).

Stakeholders are considered to have three roles when it comes to CSR: 1) they are the sources
of expectations about what means desirable and undesirable company performance, defining
the norms for corporate behaviour. 2) They experience the effects of corporate behaviour and
3) they evaluate the outcomes of companies’ behaviours in terms of how they have met
expectations and have affected the groups and organizations in their environment (Wood and
Jones, 1995 cited by Branco, Rodrigues 2007). When it comes to trying to meet stakeholders’
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expectations it means the need to consider prevailing social norms and dominant views of
corporate responsibilities.

1.2 Stakeholder Analysis

As was seen in the previous chapter, there are many different stakeholders existing and the
companies have to identify the crucial ones and concentrate their time and resources on them.
The crucial stakeholders varies depending on companies’ field, location, size etc. (Carlon,
Downs, 2014, 139-140). Therefore is necessary to aim on the right groups of stakeholders,
which can be rather difficult.

Stakeholder analysis helps to identify who are the stakeholders and what is their knowledge,
interests, positions etc. and is really useful when conducted before changing or implementing
new policy or starting new project etc. so managers can then detect and prevent potential
misunderstandings. The analysis is also useful to conduct in a company to find out whether is
treating stakeholders accordingly (Schmeer, 1999).

There are different ways how to conduct stakeholder analysis, e.g. Castek (2010, p. 171, taking
in account Garrison and John, 2004 and Roberts and King, 1989) is suggesting these steps:

1) Determine the goal of the analysis.

2) Identify stakeholders.

3) Analyse the values.

4) Analyse the attributes.

5) Analyse the possible development of the values and attributes.
6) Create the stakeholder map.

7) Apply the appropriate measures.

8) Analyse the impacts of the measures and revise it if needed.

For the needs of this paper and aimed company | decided to conduct stakeholder analysis using
these steps:

1) Determine the goal of the analysis.
2) Identify the stakeholders.

3) Analyse the values

4) Analyse the attributes

5) Apply the appropriate measures

1.2.1 Determine the Goal of the Analysis

In order for stakeholder analysis to be successful it is important to specify aimed company (or
its part) or specific issue or policy on which the analysis will be aimed. Necessary is also to
define the main ideas and concepts (Schmeer, 1999, p. 7) and to set up the time frame for the
analysis (Castek, 2010, p. 171).
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These information are used as basics for the stakeholder analysis and helps to identify possible
problems when interacting with stakeholders (Schmeer, 1999, p. 7).

1.2.2 Identifying the Stakeholders

This step is extremely important to the success of the analysis, because it could be harmful to
overlook any group of stakeholders. Also as Tashman and Raelin (2013) says, companies can
sometimes have hard time distinguish the stakeholders who are important to the company from
those who are not. The stakeholders who engage in voluntary relationships with a company and
contribute directly to its operations (such as investors, employees, customers and market
partners) expect to be better off as a result of the relationship. Involuntary stakeholders, on the
other hand, particularly those who may be negatively affected by externalities such as pollution,
expect that they will be at least as well off as they would be if the company did not exist (Post
et al., 2002, p. 22 cited by Branco and Rodriguez 2007, p. 13).

To decided which stakeholders are the crucial ones help the following steps of the analysis
described in next chapters. Onkila (2011) states it is useful to study stakeholder power and
stakeholder relationships based on stakeholder demands and effect on those demands on
corporation. Mitchell, Agle and Wood (1997, p. 878) developed the concept to describe the
degree to which managers give priority to completing stakeholder claims, through their
assessments of stakeholder power, legitimacy, and urgency. Important thing not to forget is also
the fact that not only economic returns are fundamental to the company’s most crucial
stakeholders, but also other things are seek by stakeholders as well (Harrison and Wick 2013).

Friedman et al. (2004, cited by Miragaia et al., 2014) suggest four aspects for identifying
stakeholders and the relationships between them and organization:

1) A direct or indirect connection between stakeholders and organization
2) Measurable interests

3) Perceived as a legitimate and integral part of organization

4) Stakeholders may undertake different functions

Concluding this chapter it is important to identify all the stakeholders that matters to the
company and to be able to specify those which are crucial for aimed company.

1.2.3 Analyse the Values

Fontenot (et al., 2005) gathered several possible models, how to measure satisfaction of
stakeholder groups — satisfaction-only, gap analysis, importance-satisfaction model and
multiplicative approach. As they state in the article, it is better to combine few of these methods,
as the results can significantly differ. In this paper there will be therefore used two of those
models — importance-satisfaction and multiplicative approach, as it is two the most reflective
methods.
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Importance-satisfaction model uses the seven or five-point scale to ask respondents of their
values concerning the researched company. The respondents needs to evaluate their importance
of each value and their satisfaction with it. Then a quadrant map is used to identify areas for
improvement by comparing the satisfaction level and importance of the various attributes
measured. The attributes with high importance and low satisfaction receive the highest priority
for action (Fontenot et al., 2005, p. 42). The importance-satisfaction map is pictured below:

Figure no. 3: Importance-satisfaction model
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Source: Fontenot, 2005, p.

The multiplicative approach discovers the respondents’ satisfaction and importance as well.
Then a dissatisfaction score is computed as the difference between the highest possible
satisfaction rating (number 5 or 7, depending on a range of scale) and the respondent’s
perception of the company’s performance (satisfaction rating). The dissatisfaction score is then
weighted according to the importance score, which gives the multiplicative score number
(Fontenot et al., 2005, p. 43).

1.2.4 Analyse the Attributes

The aim of this step is to differentiate identified stakeholders groups according to certain
attributes. This step is basic to identifying the stakeholder importance conducted in next step.
This chapter consists of Mitchell’s (et al., 1997) model of power, legitimacy and urgency and
power versus interest grid.

1.2.4.1 Power, Legitimacy and Urgency

Mitchell, Agle and Wood (1997) in their article called ‘Towards a Theory of Stakeholder
Identification and Salience’ were trying to find the definition of ‘The Principle of Who or What
Really Counts’. At first they found out that managers who want to achieve certain ends pay
particular kinds of attention to various classes of stakeholders, second that managers’
perceptions dictate stakeholder salience, and third that various classes of stakeholders might be
identified based upon the possession of up to three attributes of power, legitimacy and urgency.

Power
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The attribute of power is understood as: “The probability that one actor within a social
relationship would be in a position to carry out his own will despite resistance” (Weber, 1947,
cited by Mitchell et al., 1997, p. 865). Power can be defined as “the stakeholder’s capacity to
influence the organization” (Miragaia et al., 2014)

Etzioni (1964, cited by Mitchell et al., 1997) suggests more precise classification of power,
based on the type of resources used to exercise power. It is coercive power, based on the
physical resources of force, violence, or restraint; then utilitarian power, based on material or
financial resources; and normative power, based on symbolic resources. A party has a power to
the extent of how it gains access to coercive, utilitarian or normative means of power. This
access to means is a variable, meaning the power is transitory and the acquired power can be
lost as well.

Legitimacy

Weber (1947, cited by Mitchell et al., 1997) is proposing that legitimacy and power are distinct
attributes that can combine to create authority, but can exist independently as well. It means
that an entity may have legitimate claim on the firm, but unless it has either power to enforce
it, or the claim is urgent, it will not achieve salience for the firm’s managers.

Legitimacy is a desirable social good and it may be negotiated differently at various levels of
social organization.

Urgency

Adding the attribute of urgency helps to move the model from static to dynamic. Urgency can
exist only when two conditions are met:

e when a relationship or claim is of a time-sensitive nature,
e or when that relationship or claim is important or critical to the stakeholder.

Therefore urgency is based on the following two attributes: time sensitivity and criticality and
can be defined as the degree to which stakeholder claims call for immediate attention.

After explaining the terms it is important to explain, that each attribute is variable and can
change for any particular entity or stakeholder-manager relationship. An individual or entity
may not be conscious of possessing the attribute or may not choose to use it. And stakeholder
attributes are socially constructed reality, therefore not objective. The link between those
attributes is that power gains authority through legitimacy which gains exercise through
urgency.

On a basis of these attributes can be differentiated 8 classes of stakeholders, visualized in a
figure bellow.
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Figure no. 4: Stakeholder typology
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There are three types of stakeholders: latent, which possess only one of the attributes and
therefore are considered as low salience classes; expectant, which possess two attributes and
are called moderately salient stakeholders and definitive, which possess all and which are
considered as highly salient stakeholders (Mitchell et al., 1997). In the text below there are
described all the different groups of stakeholders depending on which attributes they possess
(all sourcing from Mitchell et al., 1997).

Dormant stakeholders

They are latent stakeholders, because they possess only attribute of power. They can impose
their will on the company, but because not having any other attribute, their power remains
unused. Example of coercive dormant stakeholder can be those who have a loaded gun,
utilitarian could be those who can spend a lot of money and symbolic could be those who can
command the attention of the media.

Discretionary stakeholders

Latent stakeholders who possess the attribute of legitimacy. This group is particularly
interesting for corporate social responsibility questions. There is absolutely no pressure on
managers to engage in an active relationship with such stakeholders.

Demanding stakeholders

Latent stakeholders who have the attribute of urgency, which is reason why they are called
demanding. They are usually very passionate in acquiring management attention, but without
power or legitimacy they usually do not get any attention at all.

Dominant stakeholders
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They belong to expectant stakeholder, meaning they possess two of the attributes. Being both
powerful and legitimate, their influence in the firm is assured. They expects and receive much
of managers’ attention.

Dependent stakeholders

This group of expectant stakeholders lack power, they have urgent, legitimate claims, which
they are having hard time to reach, therefore they are called dependant. They sometimes seek
help through advocacy or guardianship of other stakeholders.

Dangerous stakeholders

They are expectant stakeholders possessing urgency and power. This stakeholders are often
coercive or even violent. They sometimes express themselves through strikes, employee
sabotage etc.

Definitive stakeholders

This group possess all three attributes and have the highest salience of them all. They are
perceived by managers to be present. The most common occurrence is the move of stakeholders
from dominant group to definitive (by obtaining the attribute of urgency).

To conclude this chapter is worth mentioning that some researchers believe that the concept of
stakeholder salience to the firm contributes to convergence in stakeholder theory because it can
help empirical researchers develop normative measures of stakeholder management (Tashman,
Raelin 2013, p. 610).

1.2.4.2 Power versus Interest Grid

This method is described in detail by Eden and Ackermann (1998, pp. 121-125, 344-346). This
method serves as a tool to determine which players’ interests and power bases must be taken
into account in order to address the problem or issue. It is based on two attribute: power and
interest that are thought as range (from low to high) and helps to identify which stakeholders
are the most powerful and which has the biggest interest in a company (Bryson, 2004).

There are 4 groups of stakeholder as a result of the grid (Bryson et al., 2011):

e Players, who have both significant power and interest. They are usually primary
intended groups, the key stakeholders.

e Subjects have high interest, but low power. It is sometimes important to support this
group, especially when they are effected by company.

e Context Setters is group with high power but little interest. It may be important to
increase their interest, if they are likely to pose barriers through their disinterest.

e Crowd consists of stakeholders with low interest and power as well.
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Figure no. 5: Power versus interest grid
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Based on this matrix can be developed strategies for each stakeholder group. Players should be
carefully managed, subjects kept satisfied, context setters kept informed and crowd monitored
with minimum of effort spent (Johnson et al., 1999, str. 156, cited by Castek, 2010, s. 76).

1.2.5 Apply the Appropriate Measures

To be able satisfy the organization’s most important stakeholders, managers must first of all
identify those holding most influence (Mitchell et al., 1997; Aaltonen et al., 2008 or Miragaia
et al., 2014). This was achieved in the previous step of analysis, therefore this step is to
distinguish the important of groups of stakeholders from the information gathered in steps
before (their values, attributes and especially their interests and needs) in order to be able to
satisfy those.

At last all the information will be completed and analysed as whole and then the researcher will
provide the measures how these information can be used for the benefits of the organisation.
How to approach stakeholder groups, how to negotiate with them accordingly and how improve
the relationship between them and the company. Then the results will be used to change and
improve current strategy or develop a new one.

1.3 Strategy and Strategic Management

Due to nowadays competitive markets the success seeking company that want to become one
of the leading companies in its field, must realize that core competitive advantage is to have
excellent stable management that is able to do wise strategic decisions. One of the most
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important functions of the strategic management process is to help the organization establish
effective strategies (Johnson et al., 2014)

Strategy has its origins long time ago, among the earliest acknowledged writings discussing the
concepts of strategy is The Art of War written by Taoist Sun Tzu around 400 BC. In this work
and in other posterior writings (e.g. military history battles and wars memoirs) can be found the
origins of modern strategy and its evolution. Along the human history, strategy has been an
important force in the shaping of political, sociological, and commercial landscapes (Kannan,

2013, p. 4, 5).

There were several approaches to strategic management during the times as can be seen in the
table below. The concept of strategy in relation with business moved to the forefront after World
War I, therefore in the table is included only the latter thoughts.

Figure no. 6: Development of modern strategic thought

o o
Q [
< 5 ) o
¥
k g 5 = - 3 5 & 5 =3
v 2 < o ] S s o EE >R T s
g L& 5 g s 5 E g £ 2 § g §F
$ <0 5 & b 20 & £0 5 T
., Strategyand Corporate TheAge of Competitive ~ The Mind Of  The Fifth  Reengineering  The Rise And Competing
& Structure Strategy Discontinuity ~ Strategy the Strategist  Discipline  The Fall of Strategic ~ For the
2 Corporation Planning Future
$ 1952 1955 1959 1980 1982 1990 1993 1994 1994
=
2

Source: Kannan, 2013, p. 7

Wheelen and Hunger (2012, p. 5) define strategic management as “a set of managerial decisions
and actions that determines the long-run performance of a corporation”. Zimmerer and
Scarborough (2005, p. 65, cited by Karadag, 2015) are more concentrated on strategic
management in small businesses and define it as “the process of developing a game plan to
guide a company as it strives to accomplish its vision, mission, goals, and objectives and to
keep it straying off-course”.

To achieve a better understanding of the aforementioned definitions it is important to explain
the terms used.

¢ Vision of the corporation is fundamental statement of its values, aspirations and goals.
It as an appeal to its members’ minds and hearts (Quigley, 1994, p. 39). It is an image
of the company in future and it is based on the company’s mission (Johnson et al., 2009).
The vision statement is not a closed proposition, it may contain a slogan or picture, as
it is meant to grab attention. (Quigley, 1994, p. 39). For example very interesting vision
statement is interactive one of Toyota called The Tree Metaphor, where the roots
represent Toyota principles (as the company must grow from the foundation of its
beliefs). They support the trunk of the tree, which signifies the strength and stability of
its operations. From the trunk lead the branches to 12 tenets that are the Toyota vision
and serves as metaphor for how closely the people in Toyota work together to achieve
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success. The whole tree is set in a human environment to serve as reminder of whom
they work for — the customers. The Tree Metaphor can be seen in attachment (Toyota
global vision, 2015).
Mission comprise the existence of the company. It is a general expression of the overall
purpose of the company, which is ideally in line with the values and expectations of
major stakeholders (Johnson et al., 2009, p. 9). It answers fairly simply, but fundamental
questions such as: why do we exist, what is our purpose and what are we trying to
accomplish? The concern for stakeholder could be included in the mission statement
(Bart, Taggar, 1998). There is an example of interesting mission statement of Dell: “Our
mission is to be the most successful IT systems company in the world by delivering the
best customer experience in all markets we serve. In doing so, Dell will meet customer
expectations of: highest quality, leading technology, competitive pricing, individual and
company accountability, best-in-class service and support, flexible customization
capability and superior corporate citizenship” (Mission Statement of Dell, 2015).
Goals are the outcome of mission and vision. It is the tool to fulfil the company’s vision
and should always correspond with the chosen mission. If the individuals’ goals and
objectives are more align with the company’s ones, then the employees are more willing
and engaged in their work (Rich et al., 2010, p. 619). The goals of the small and medium
sized enterprises are often based on personal goals and preferences of the owner and
companies should try to avoid this phenomenon and prevent to occur (Bifezinova,
Prasova, 2014). Developing clearly defined strategic goals is critical to managing the
company’s and employees’ performance. Often used tool for achieving success is called
SMART goals, saying the strategic goals are meant to be (Lawrey, 2015):
e Specific, meaning the best goals are well defined and focused.
e Measurable, in order to be able to identify the point when the goal is reached.
e Attainable, saying the goals must be realistic and possible to be achieved
because unattainable goals could cause lack of motivation.
¢ Relevant, meaning if the goals are really what the company wants to achieve and
is corresponding to company’s mission and vision.
e Time based, as it is important to set up deadlines, so the plan and goals are
effectively accomplished.

1.3.1 Strategy

Strategy is a plan, sort of consciously intended course of action, a set of guidelines to deal with
a situation (Mintzberg, 1987). Even though to its aforementioned rich historical roots (of
strategy in general, not only for business purposes as mentioned above), there has never been a
single and definite definition of strategy (Mainardes et al., 2014). The reason is several different
meanings of the term, different in scale and complexity that can mean policies, objectives,
tactics, goals etc.

Johnson et al. (2009, p. 3) is defining strategy as: “direction and scope of an organization over
the long term, which achieves advantage in a changing environment through its configuration
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of resources and competencies with the aim of fulfilling stakeholder expectations”. He
distinguish six characteristics of strategic decisions:

The long term direction of an organization — strategic decision should be always long
term oriented.

The scope of an organization’s activities — the company should concentrate on one area
of activity deeply then to more activities thinly.

Strategy should ensure an advantage for the company over competition.

Strategic fit with the business environment — company need appropriate positioning in
their environment, for example in terms of the extent to which products or services meet
clearly identified market needs.

The organization’s resources and competencies — exploiting the strategic capability of
an organization, in terms of its resources and competencies, to provide competitive
advantages and yield new opportunities.

The values and expectations of stakeholders.

Kannan (2013, p. 5) state that proper strategic decisions should possess characteristics of
complexity, uncertainty (nobody can be sure about the future) and operational decisions. Even
though strategist can’t have all of the information needed, they must be committed to creating
and implementing strategy. Uncertainties exist, not only from incomplete information, but also
as the result of the actions of a dynamic and thinking opponent.

The process of realizing the strategies is seen in the picture below. Intended strategy is a pattern
of actions of the company (not yet the plan) from which comes either deliberate strategy (where
intentions that existed previously were realized) or those strategies that have never been
realized. Then comes the emergent strategy, where patterns developed in the absence of
intentions (Mintzberg, 1987, p. 13).
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Figure no. 7: Deliberate and emergent strategies
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1.3.2 Strategic Management

As already mentioned above Wheelen and Hunger (2012, p. 5) define strategic management as
a set of managerial decisions and actions that determines the long-run performance of a
corporation”.

Strategic management of an enterprise concerns with attaining a sustainable positive
performance and contains four basic elements, which are environmental scanning, strategy
formulation, strategy implementation and evaluation and control (Karadag, 2015, p. 29). It is
an ongoing process involving the efforts of strategic managers to adjust the organization to the
environment in which it operates while developing competitive advantages (Mainardes et al.,
2014, p. 49). Strategic management creates clearer sense of strategic vision for the company, it
focus more on strategically important problems and improve understanding of a rapidly
changing environment (Wilson, 1994, cited by Karadag, 2015)

Karadag (2015) and Wheelen and Hunger (2012) agreed on following steps of the process of
strategic management, that can be seen in the scheme below.
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Figure no. 8: Strategic management model
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The plan is coherent, continuous, step-by-step process and when conducted results in successful
competition-overtaken company.

1.4 Strategic Analysis

In order to create company’s strategy it is necessary to analyse the current situation of the
company. It comes to the first step of the Strategic Management Model illustrated in the schema
no. Chyba! Nenalezen zdroj odkazi.. The analysis is conducted into two parts: external and
internal analysis. External comprises opportunities and threads, whilst internal strengths and
weaknesses (Wheelen and Hunger, 2012). As it is comparable to the composition of SWOT
analysis, therefore after gathering all the necessary information and data, it can be clearly
organised into SWOT analysis.

For conducting an analysis of external environment will be used the PESTEL analysis as a tool
to analyse the overall situation of the external environment, and Porter’s analysis of five
competitive forces to examine the industry environment of the company. For the purposes of
internal analysis of the organization will be analysed the resources of the company, the
company’s culture (along with its mission, vision, goals etc.) and will be conducted financial
analysis.
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1.4.1 PESTEL Analysis

PESTEL analysis is tool to analyse and monitor external macro environmental factors that have
an impact on company. It allows identification of the environment within which company
operates and it provides data that enable the company to predict situations that might encounter
in future, it is very useful tool of strategic analysis (Dockalikova and Klozikova, 2014).

PESTEL analysis concentrates on these fields: political, economic, socio-cultural,
technological, environmental and legal. From these fields are derived factors, i.e. topics that
will be examined in the analysis, in the figure below are examples of such factors for each field
that can serve as basis.

Figure no. 9: PESTEL analysis
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1.4.2 Porter’s Five Competitive Forces

In 1979 was published an article by Michael E. Porter called ‘How Competitive Forces Shape
Strategy’. He was suggesting that companies often define their competitors too narrowly (as if
it occurred only among today’s direct competitors), excluding so four other competitive forces,
i.e. customers, suppliers, potential entrants and substitute products. From all this five forces
results extended rivalry that defines an industry’s structure and shapes the nature of competitive
interactions within an industry. Therefore in order to understand industry competition and
profitability it should be analysed the industry’s underlying structure in terms of those five
forces (Porter, 2008, p. 79-80).
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Figure no. 10: Five competitive forces
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The configuration of these five forces differs among the industries. For example in the market
of commercial aircraft, fierce rivalry between dominant producers and the bargaining power of
the airlines that place huge orders for aircraft are strong, whilst the treat of entry, the treat of
substitutes and the power of suppliers are more benign.

Threat of entry

New entrants to an industry bring new capacity and desire to gain market share. It puts pressure
on prices and costs. The threat of entry in industry depends on the height of entry barriers
present and on reaction entrants can expect from present competitors. E.g. if entry barriers are
low and newcomers expect little retaliation, then the threat of entry is high and industry
profitability is moderated.

Entry barriers are the advantages of present companies to new entrants. There are seven major
ones:

e Supply-side economies of scale.

e Demand-side benefits of scale.

e Customer switching costs.

e Capital requirements.

e Incumbency advantages independent of size.
e Unequal access to distribution channels.

e Restrictive government policy.

How potential entrants believe that present competitors may react when entering also influence
their decision whether to enter or not. The entrants can fear retaliation if:

e Present companies previously responded vigorously to new entrants.
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e Current companies possess substantial resources to fight back (e.g. cash, available
productive capacity etc.).

e Current companies seem likely to cut prices, because they are committed to retain
market share at all costs.

e Industry growth is slow, so new entrants can gain market share only by taking it from
current companies (Porter, 2008, p. 80-82).

The power of suppliers

Powerful suppliers can charge higher prices, limit quality of goods or shift costs to industry
participants. Then it can be unable to pass on cost increases in its own prices. Companies depend
on wide range of different supplier groups for input and such group holds power if:

e The group is more concentrated than the industry it sells to.

e Suppliers serve more industries, so do not heavily depend on this industry for its
revenues.

e Industry participants face switching costs in changing suppliers.

e Suppliers offer differentiated products.

e There is no substitute for what the supplier provides.

e The threat of supplier integrating forward (Porter, 2008, p. 82-83)

The power of buyers

Powerful customers are the flip side of powerful suppliers. They have the negotiating leverage
in case of:

e There are only few buyers or each one makes large purchases.

e The industry’s product are standardized or undifferentiated.

e Buyers face few switching cost when changing the company.

e The threat of buyer to integrate backwards.

e The pressure on buyer to lower its purchasing costs.

e Price elasticity of demand.

e The industry product has little effect on buyer’s other cost (Porter, 2008, p. 83-84).

The threat of substitutes

The substitute performs the same or similar function as an industry’s product. When the threat
of substitutes is high, industry profitability suffers, the customers switch for the industry of
substitute. The threat of substitute is high if:

e Substitute offers an attractive price-performance trade-off.
e The buyer’s cost of switching to the substitute is low (Porter, 2008, p. 84-85).

Rivalry among existing competitors
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It can take many forms, such as price discounting, new product introductions, advertising
campaigns or service improvement. High rivalry limits the profitability of an industry. The
results of rivalry depends on the intensity with which companies compete and the basis on
which they compete. The intensity of rivalry is greatest in case:

e There are many competitors or are roughly equal in size and power.

e Industry growth is slow, which causes fights for market share.

e High exit barriers.

e Rivals are highly committed to business and have aspiration for leadership (Porter,
2008, p. 84-85).

Price competition is more likely to occur if:

e Products or services are nearly identical and there are switching costs for buyers.

e Fixed costs are high and marginal low, which creates intense pressure for competitors
to cut prices below their average costs (even close to their marginal costs).

e The product is perishable, which creates the pressure to sell a product while it still has
value (Porter, 2008, p. 84-85).

The market concentration can be measured by Herfindahl-Hirschman Index (hereinafter
referred to as HHI). Besides market concentration, the HHI is also useful in analysing horizontal
mergers (Rhoades, 1993). HHI is calculated as:

n
HHI = Z(MSi)Z,
i=1

where MS; represents the market share of company i and there are n companies in the market.
Therefore if there is monopoly, meaning that only one company is present on the market, the
HHI equals 10 000. If there are two companies both with 50 % market share, than HHI equals
5 000. If there are 100 companies, each with 1 % of market share, than HHI equals only 100.
The great the HHI is, the weaker the competition on a market is. This index is very useful in
case of mergers, at it clearly shows, how the competition changed after the merger (ibid).

1.4.3 Financial Analysis

Financial analysis is an internal environmental scanning of a company (Wheelen and Hunger,
2012). It is a very special part of strategic analysis that examines financial resources of a
company. It gathers the information from balance sheet, income statement and cash flow
statement (Ruckova, 2011, cited by Ciglerova, 2012, p. 21). In financial analysis there are
included following methods:

- Horizontal analysis (also called dynamic analysis) that compares financial statements
during several years. It does not take into account the changes caused by external
environment, therefore it is crucial to monitor also the changes in competition or prices
of inputs etc. (Kalouda, 2011).
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- Vertical analysis (also called static analysis) that compares composition of financial
ratios within one year only (ibid).

- Ratio analysis that highlights the key performance indicators, such as profitability,
liquidity, solvency, activity and cash flow ratios. (Rickova, 2011).

Vertical and horizontal analysis are basic analysis to be used as first step of financial analysis.
Ratio analysis is more complex and it needs more explaining of how to examine all the different
ratios, which is described in next chapters.

1.4.3.1 Profitability Ratios

Profitability ratios measure the ability of business to earn profit for its owners, it communicate
its financial performance. Therefore it is usually the most tracked ratios, especially following
ones:

Return on assets (hereinafter referred to as ROA)
The formula to calculate return on assets is:

Annual Net Income
ROA

- Average Total Assets

Annual net income is referring to earnings after tax. ROA indicates the total profitability of
assets no matter the resources (Rickova, 2011, p. 53). The higher the ratio is, the stronger the
company’s financial stability is.

Return on equity (hereinafter referred to as ROE)

Another important measure of company’s earnings performance is return on equity, calculated
as following:

Annual Net Income
ROE

~ Shareholder’s equity

The higher a company’s return on equity is, the better management is at employing investor’s
capital to generate profit. Rising of ROE can signal that a company is able to grow profits
without adding new equity into business (Kijewska, 2016).

Return on sales (hereinafter reffered to as ROS)

It is most basic profitability ratio that measures the percentage of net income of a company to
its net sales:

Net income
ROS=————
Net sales

It is often used to compare profitability of competitors in the same industry. If there is
discrepancy in net profit margin, then it possibly appear in other fields as well (Rickova, 2011).
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1.4.3.2 Liquidity Ratios

Liquidity ratios are very important to observe, due to a possibility of bankruptcy when company
is not able to pay its debts. Different stakeholders have different views on liquidity ratios —
owners usually prefer these ratios lower, while managers can allow slightly higher (ibid).

Current ratio

The most optimal situation is when current ratio is stable and recommended size is in between
1,5 and 2,5 (Dluhosova, 2010). The formula to calculate this ratio is:

Current assets

Current ratio =
Current liabilities

This ratio does not include the difference between those current assets that are more cashable
and those that are less (Ciglerova, 2012, p. 24).

Quick ratio

Quick ratio examines more cashable assets than current ratio does. It measures the ability of a
company to pay its debts by using its cash and near cash assets. It is calculated as:

Current assets — Inventory  Cash + Marketable Securities + Receivables

uick ratio = — = T
Q Current liabilities Current Liabilities

According to DluhoSova (2010), the optimal size of quick ratio should be in between 1 and 1,5.
Cash ratio

Cash ratio is the ratio of cash and cash equivalents only to its current liabilities. It is an extreme
liquidity ratio, it measures the ability of a business to repay its current liabilities by only using
its most liquid assets. The formula for cash ratio is:

Cash + Cash equivalents

Cash ratio =
Current liabilities

The normal value of this measure should appear in between 0,2 — 0,4 (ibid).

1.4.3.3 Activity Ratios

Activity ratios indicates how effectively a company manages its assets, how efectively is
business converting inventories into sales and sales into cash. These measures can influence
ROA and ROE ratios (Kislingerova, 2010). The ratios concerning an inventory are not included
in this paper, as the researched company do not keep any inventory.

Total assets turnover

Total assets turnover shows how fast a company turns assets into revenue. The higher ratio is
usually the better (ibid).
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Sales

Total assets turnover =
Average total assets

Accounts Receivable Turnover

Accounts receivable turnover is used to measure the average number of days a business takes
to collect its trade receivables after they have been created. It gives an information about the
efficiency of sales collection activities. The lower the favourable.

Accounts receivable

Accounts receivable turnover = - - Number of days
Credit sales

For a number of days there is used 365 in this paper, referring to whole year (the same is used
in DPO as well).

Accounts payable turnover

This measure is an average number of days in which a company pays its suppliers. It should be
compared with liquidity measures, because when a company’s liquidity position is good, but
accounts payable turnover ratio is high, it probably mean that company is delaying payments
to its creditors till the last possible date. It highlights good working capital management.
However if liquidity situation is not good and accounts payable turnover is high, it suggest
company is facing problems to pay its suppliers (ibid).

Average trade payables

Accounts payable turnover = - Number of days

Sales

1.4.3.4 Solvency Ratios

Solvency ratios examines the relationship between the company’s equity and its debt. High debt
does not necessary mean negative performance of a company, it can increase overall
profitability of a business (Sedlacek, 2007, p. 63).

The two following ratios measure financial structure of business — the debt and equity. When
summarized and add accruals, it gives a result of 100 %.

Debt ratio

The higher is a value of debt ratio, the riskier is a business for creditors. It measures what
percentage of company’s assets is financed by the creditors.

Total debt

Debt ratio = ————
Total assets

Equity ratio

Basically equity ratio is opposite of debt ratio, it measures what share of company’s assets is
financed by the equity holders.
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Total equity

Equity ratio = ———
quity Total assets

Debt to equity ratio

The larger is a company’s debt, the higher values debt to equity ratio reaches. This measure
depends on the life stage of company, industry and the top management risk aversion. But
generally it should be in a range from 80 to 120 % (Kislingerova, 2010).

Debt
Equity

Debt to equity ratio =
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