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ADM 1301 B - Social Context of Business

Mid-Term Examination (Part 2 of 2)

October 2010 

Professor: Matt Archibald

ANSWER KEY
Part II

(40 marks)
Please respond to any two of the following three questions in the exam booklet provided.  Each question is worth 20 marks.  Point form is acceptable, but sentences must be complete.  Please highlight any relevant key terms that you use.

Question 1:

a) One way we can depict the Canadian domestic socio-economy is through the modified Boulding Triangle.  Please describe in detail the modified Boulding Triangle. What is its primary purpose overall and what purpose does each segment in the Boulding Triangle serve?  Why is it relevant in today’s Canadian socio-economy?  (12 marks)
ANSWER   (From lecture on Business and Society, September 2010)
General information   (3 marks)
· The Modified Boulding Triangle is a way to depict the Canadian domestic socio-economy.  It depicts the three segments of the domestic macroenvironment -- Business (B), Government (G) and Civil Society (S)


Purpose of each segment   ( 5 marks)
· At the apex appears Business, Government and Civil Society in its purest form (Pure reciprocity - civil society; Pure exchange – business; Pure coercion - government) 

· Inner territory represents organizations embodying different mixes of the three
· Rules/ arrangements for each segment are based on different principles: Business -- supply and demand forces, Government -- redistribution and coercion, Civil society – cooperation and solidarity

Relevance today

(4 marks)
· the need to collectively mobilize the intelligence, imagination and knowledge of all stakeholders to innovate

· the tapping of the intelligence, imagination and knowledge of all the stakeholders to compete effectively, and

· individuals from any one of the three sectors to develop at least a working knowledge of the other two

**** Students need to identify the general idea of the modified Boulding triangle (3 points); Students then need to identify the purpose of each segment (5 points); Finally students must describe why this Boulding triangle is relevant today (4 points) ***
b) As discussed in class, there are three main drivers of change in Canada’s social context.  What are these three drivers of change?  In addition, please select one of the drivers and indicate two ways that it affects each of the three segments of the Canadian domestic macroenvironment.  (8 marks).
ANSWER  (From lecture on Business and Society, September 2010)
Three drivers of change in Canada’s Social Context are:   (3 marks)
1. Population demographics (aging, more diverse and multicultural population with more complex issues)

2. Continuing advances in information communication technologies

3. Globalization

Must select one driver and look at all three sectors
	DRIVER (.5 – naming the driver again)
	AFFECT ON BUSINESS (1.5 marks) 
	AFFECT ON GOV’T (1.5 marks)
	AFFECT ON SOCIETY  (1.5 marks)

	Demographics (aging population
	 - This group is the highest earners and the largest cohort and represents enormous demand 

 -  Aging…therefore different products will be needed and created 

 -  Who will replace this cohort in the workforce? Is there enough supply vs. demand

	 - Largest single voting cohort

-  Demand certain things of importance to an aging group: Tax breaks, Pension management, Personal services

 -  Can influence who gets elected


	 -  Can strongly influence the agenda of civil society organizations

 -  Largest group of potential volunteers

 - Largest group of charitable supporters

 - Most are well connected and experienced



	Technology
	-  Instant communications
-  Increased expectations of stakeholders

 - Greater visibility of business activities

-  Greater competition


	-  Instant communications

-  Increased expectations of stakeholders

-  Greater visibility of government policy issues and greater public scrutiny on actions of government


	 - Increased ability to influence government and business

-  Increased capacity to garner public support to play on business and government agendas

 - Increased demands on its services


	Globalization
	 - Pressure to innovate

 - Unpredictable competition from everywhere

 - Multicultural workforce at home and related management issues

 - Manufacturing activities in foreign countries

 -  Security and safety issues 

	 - Need to work with different governments in different cultures and different political systems to effect economic growth

 - Must recognize developing nations’ issues

 - Less protection for domestic industries

	 - Increasing knowledge of other civil societies

 -  Increasing complexity of civil society issues

 -  Opportunity to work more collaboratively with government and business




Question 2:

a) There are 4 various forms of business ownership found in Canada.  Please identify and briefly describe each. (8 marks)
ANSWER: (From the lecture on the Business Sector, September 2010)
Sole proprietorship:

· Simplest form of ownership

· Fall under municipal and provincial jurisdiction

· Filing a name declaration is not necessary if…

· Owned and operated by one person

Partnership:
· Two or more people combine resources

· Provincial laws require that name must be registered and information about partners provided

· General partnership

· Limited partnership
Corporation:
· Recognized as a separate legal entity under the law

· Can be incorporated provincially or federally

· Federally incorporated can operate anywhere in Canada

· Private vs. Public Corporations
Cooperative:
· Emphasizes working together to build community

· Supplies needed goods and services at a lower cost 

· Ex: retail co-op, housing co-op
*** 1 mark for identifying for of ownership, then 1 mark for description***
b) In addition, the franchise is a specialized form of business ownership.  What is a franchise?  What are 2 major benefits of the franchise form of business ownership?
(6 marks)
ANSWER (From lecture on the Business Sector, September 2010)
Franchise:

· Established under an authorization to sell or distribute a company’s goods or service in a particular area
(2 marks)
· Benefits include: brand recognition, management and training assistance, funding from franchisor, legal advice, etc.

(4 marks – need to identify AND describe two)
c) No matter what form of business ownership one decides to undertake, there are a number of fundamentals that are inherent in a capitalistic system such as Canada.  Please indentify and describe three of these fundamentals.  (6 marks)
ANSWER  (From lecture on the Business Sector)
Students must select three from the following list…

Right of Private Property – right to own property and use it as one sees fit
Economic freedom – business system operates with few restrictions on its activities.  Ie: freedom to enter business, locate anywhere, enter into contracts, etc.
Equality of opportunity – all individuals and groups have an even chance at responding to some condition in society.
Competition/ Pursuit of profit – closely related.  Competition exists in market when various businesses offer similar goods in an effort to create a sustainable business and make more money than losses incurred.
Work ethic – a code of values claiming that work is natural, desirable, and good for society.
Consumer sovereignty – consumers exercise power over producers through decisions they make.

Government – role of government is limited in a capitalist system mainly to provide national security, law and order, and a system of currency measures.
**** 2 marks each. 1 for identification, 1 for description.***

Question 3:

a) What is corporate governance?  (3 marks)
ANSWER  (From the lecture on Corporate Governance, September and early October 2010)
The processes, structures, and relationships through which the shareholders, as represented by a board of directors, oversee the activities of the business enterprise. (3 marks – could be in their own words)
b) Identify and describe in detail three key players in corporate governance.  (9 points)
ANSWER (from the lecture on Corporate Governance, September and early October 2010)
1. Shareholders

· The owners of the corporation

· Interested in return on investment

· Usually responsible for electing Board of Directors
2. Boards of Directors

· Responsible for governance

· Set long-term objectives

· Elected by shareholders to represent shareholder interests

· Fiduciary duty (To make decisions in the best interest of the company)
3. Officers (Senior Management)
· Senior employees who oversee daily operations

1. President

2. Chief Operating Officer

3. Members of the senior management team
*** 1 mark each for identification key player and 2 marks each for description***
c) “Enron Corporation is a clear example of a governance failure”.  Do you agree with this statement?  If so, why?  If not, why not?  Please note your answer must include examples drawn from the situation involving Enron that will support your argument.  In addition, concerted effort must be placed on discussing parties that can be affected by governance failures (or successes) as well as discussing principles of good governance.
(8 marks)
ANSWER: (From the lecture and on Corporate Governance and the Enron Video)
Examples:  (should have 3… 3 marks)

· Conflict of interest with Arthur Andersen. Conflict of interest with CFO, Andy Fastow.
· Private off-shore companies with no accountability or transparency
· No fairness or honesty to shareholders/ employees.  Pensions lost
· Stock price manipulation.  Futures contracts on energy manipulation as well
· Senior managers not being transparent (Skilling, Lay, Fastow, etc.)
· Other examples may be used…but must be relevant
Parties affected either directly or indirectly: (should mention 3-4… 2 marks)

· Shareholders

· Employees

· Suppliers

· Pension funds

· Communities

· Government

· Civil society

· Others? – must make sense

Principles of good governance: (should try to mention 2-3… 3 marks)

· Ensure the basis for an effective corporate governance framework

· Understand rights of shareholders and key ownership functions

· Provide equitable treatment of shareholders

· Appreciate role of stakeholders in corporate governance

· Ensure disclosure and transparency

· Outline clearly the responsibilities of the Board

Part III

(20 marks)

Respond to each of the questions relating to this case study (found at the end of the case study) directly in the exam booklet provided.

Archibald and Associates  Construction
For 65 years, Archibald and Associates Construction has been erecting quality structures in Ontario and beyond.  The firm began with humble roots; a small crew, including the company’s namesake M. Archibald, performed small construction projects with an emphasis on quality and a fair price.  M. Archibald ran the business like a family, ensuring that his workers were always treated fairly, making customers feel important, and always giving back to the community more than what was expected.  The firm prospered and grew steadily, but carefully, under the watchful eye of M. Archibald.  When the time came, M. Archibald passed the reins to his son Tim who aggressively expanded the business in the late 1980’s, eventually taking it public (ie: a public corporation).  The firm is now one of the largest contracting companies in Canada and specializes in industrial, commercial and institutional construction, design and project management.

Despite their immense success, Archibald and Associates has always made its mandate to be true to its small-town roots.  The company continues to pride itself on the quality of work and the relationships it builds with customers, employees and the community.  Workers are highly valued, reflected by an amazing 16 year average tenure on staff.  The company has built countless schools and hospitals, and was recently named one of the 50 Best Companies in Canada by K. McMahon Consulting. 


A recent tender for construction of a major hotel and condominium development in southern Ontario, was accepted by the developer because of Archibald and Associates’ reputation (even though they were not the lowest bid).  Site preparation soon began and the concrete forming of the foundation is now complete.  Ahead of schedule and under-budget, the project looked like a sure-fire success. 

But things did not play out as expected.  A visitor to Tim’s office brought disheartening news.  The visitor, an old and frail man, was once president of a manufacturing firm that had secretly dumped extremely rare and toxic chemicals on the exact site where Archibald and Associates was building this new development project.  The man was overcome with grief and came to Tim to clear his conscience.  

As the man left the building, Tim was fraught with the magnitude of this revelation.  It seemed unfathomable that site preparation and assessment would have failed to detect the toxins.  Nevertheless, it could not be dismissed – the visitor had made assertions that led Tim to believe there was some truth to the matter.   

For a brief moment, Tim considered forgetting the entire meeting ever happened.  Archibald and Associates had already invested considerable sums of money in the project and he wondered what the consequences to the firm, both monetary and to reputation, would be if it was forced to stop building.  

Questions:

1) What is the difference between primary and secondary stakeholders?  Name one stakeholder for each category that has been identified in this case and state why it is a primary or secondary stakeholder.

(4 marks)
ANSWER (From the lecture on Stakeholders, September 2010)
· Primary stakeholders are those that have a direct interest in the organization and its success ( 1 mark)
· Secondary stakeholders are those that have a public or special interest in the organization  (1 mark)
Students must then justify why a stakeholder would be primary or secondary.  Answers may vary based on above descriptions.  For example: Primary = shareholders, M. Archibald or T. Archibald, employees.  Secondary = any special interest group, civil society, the “old frail man”.   (2 marks)
2) Identify three (3) key stakeholders for Archibald and Associates.  Why are they “key”?  (6 marks)
ANSWER (from the lecture on Stakeholders, September 2010)
Students can identify any stakeholders mentioned in the case as “key” but they must explain what makes them key.  Examples include: shareholders, M. Archibald, T. Archibald, community, government, etc.  (3 marks)

Answers must be justified through discussion of the following:

· A key stakeholder

(3 marks)

· One who can exert and sustain a positive or negative affect on the organization

· Those stakeholders having high interest and high power to influence would be perceived as key

· Salience – priority given to competing stakeholder claims

3) Based on the decision to be made in the case, Archibald and Associates can either focus more on the shareholder viewpoint or the stakeholder viewpoint.  Please describe each in detail.  Then, explain which one you would choose for Archibald and Associates and why.     (6 marks)
ANSWER  (from the lecture on Stakeholders, September 2010)
· Shareholder Viewpoint:
(2 marks)
· A business exists to make money – greatest efficiency is achieved through profit maximization

· > profits, > taxes paid to government for use in dealing with social issues

· Property rights theory (corporation owned by shareholders)
· Stakeholder Viewpoint:  (2 marks)
· Business has a responsibility to do more than maximize profits

· Business has caused several problems so it has a responsibility to fix them

· Society provides the very existence of business through legal frameworks
 Also: 2 marks for a well thought out reason why the company Archibald and Archibald would use one viewpoint.  Should use descriptors from text above.
4) The case discusses that Archibald and Associates has some form of involvement with the community, and more generally civil society.  Name four (4) roles the civil society segment plays in the macroeconomy.  (4 marks)
ANSWER: (from the lecture on Civil Society, October 2010)
· Monitoring through which policy is kept ‘honest’
· Advocacy through which policy options can be supported or not supported
· Innovator through which different ways of doing things are developed and demonstrated
· Service provider through which a particular need is fulfilled
· Capacity builder through which support is provided to other civil society organizations
***1 mark for identification of each role.  Only take off minimal points if description not present***
