
 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

In the strategic analysis stage, after analysing the external environment and the 
industry, it is then appropriate to analyse the organisational situation. The 
purpose of the internal analysis is to evaluate the organisational strengths and 
weaknesses. This can be done by reviewing the functional areas in the business 
organisation in terms of its management, marketing, finance and accounting, 
production and operations, and research and development.  
 
In this topic, an analysis of the internal environment will be analysed together 
with the appropriate tools and methods of analysis. The internal analysis will 
assess how each of the functional areas can affect the operations of an 
organisation, either directly or indirectly. Thus, appropriate measures need to be 
taken to improve the performance of the organisation. 
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LEARNING OUTCOMES 

By the end of this topic, you should be able to:

1.  Distinguish the key internal organisational factors that affect the
operations of organisations; 

2.  Identify the strengths and weaknesses of organisations; and 

3. Explain the tools for analysing the internal organisational situation
of an organisation. 



     TOPIC 7    INTERNAL ANALYSIS     

 

75

  INTERNAL ORGANISATIONAL FACTORS 

 
 
There are several key internal factors that can affect the operations of an 
organisation. Let us take the case of a simple business operation, say the 
production of a fast food chain selling „Nasi Lemak Special‰. When we want to 
start the business operation, the first thing we must determine is whether we 
have the capital (money and other resources) to start the business. Once the 
source of financing is settled, we have to start the business by recruiting people, 
determining the office and production space, purchasing the machinery and 
equipment, choosing the recipe and the raw materials to start the production. 
This is essentially the management of the business operation. 
 
After having acquired all the necessary raw materials, people (human resources) 
and technology (research and development) to be used in making the special nasi 
lemak, the production operation begins. When the output is ready, i.e. specially- 
packed nasi lemak, the marketing team will take over the subsequent activities. 
Once the product is sold, the organisation receives money from the buyers and 
this is sent to the accounts section for record. Similarly, the invoices of purchases 
of materials needed for production will be sent to the finance section for payment 
purposes. Figure 7.1 shows the interrelationships of the internal factors in the 
business operation. 
 

 

Figure 7.1: Key functional areas in a typical business organisation 

7.1 

SELF-CHECK 7.1 

What would you classify as internal organisational factors in your 
organisation? 
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It can be discerned that the internal factors are linked to one another, and 
therefore, changes in any of the internal factors can affect the entire business 
operations. For example, if the workers who are supposed to start the production 
are not on time or absent, the total output can be affected. Similarly, if the raw 
materials required for the nasi lemak is delayed or inadequate, then the total 
production of nasi lemak will also be reduced. Consequently, the marketing 
people have less to sell, and the revenue earned would be reduced. The situation 
can also be aggravated when there are inefficiencies or wastage in the production 
processes as these can result in low productivity. This will erode the net profits of 
the business operation, and consequently, it may result in losses for that 
operation. Thus, the role of the strategic manager is to manage, coordinate and 
integrate these functional areas so that they are efficient and effective for the 
organisation. It is efficient in the sense that the costs of production is at the 
lowest, and effective in the sense that the organisation could achieve the 
objectives or targets set before the operation. 
 
The above example shows a simplified version of how important the internal 
factors are to the organisation. In the real business world, the situation is more 
complicated as there are many factors that are not easily controlled by the CEO 
or functional managers. Thus, in trying to achieve superior performance, the 
organisation needs to make an internal audit of the situation. The best way 
would be to analyse each of the key functional areas in a typical business 
organisation. 
 

 

7.1.1 Management 

When we refer to management in an organisation, we refer to the functions of 
management, namely, planning, organising, leading and controlling activities. 
 
 
 
 
 
 
 
 
 
 
 

ACTIVITY 7.1 

Describe ‰efficient‰ and ‰efficiency‰ in your own words. 

Planning refers to those activities related to preparing the future of the 
organisation which include setting goals, objectives, devising strategies and 
policies for the organisation. Planning also includes setting priorities for 
resource allocations and budgets. 
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In assessing the management of an organisation, strategic managers need to 
review the whole spectrum of key activities related to management, from 
planning, organising, leading to controlling. While the organisational structure 
may be appropriate or relevant, the major problem could be with the people in 
the organisation. In other words, human resources may be a constraint to the 
efficient management of an organisation. Human resources can cause problems 
due to the work culture on attitude of employees. When the organisation is small, 
the culture may be close knitted, but as the organisation grows bigger, the culture 
may change. People have difficulties in accepting new ways, and are therefore, 
more resistant to changes. Thus, organisational change can create problems in 
managing the human resources in the organisation.  
 
In some cases, the problem of human resources may be due to internal office 
politics. Organisational politics can affect job satisfaction, motivation and 
commitment of employees. Although organisational politics cannot be avoided, 
undesirable office politics should be controlled before it gets out of hand. 
Continuous communication with all employees at all times is important to negate 
perceptions that are incorrect about the organisation or policies introduced by 
the organisation. The issue can be more complicated when there are different 
ethnic groups in the organisation, having different views of things.  
 

 

ACTIVITY 7.2 

Suggest ways to manage organisational politics.

 

Organising refers to the activities that result in a structure of tasks and 
authority relationships. This includes setting the organisation structure, job 
specialisation, job description, span of control, coordination and job design. 

Leading refers to those activities related to motivation, staffing and leadership 
of the human resources in the organisation. This includes setting the right 
organisational climate, culture, work group behaviours, communication and 
human resources management. 

Controlling refers to those activities aimed at ensuring the actual results are 
consistent with the planned results of the organisation. Various methods of 
controls may be needed to ensure that the variation between the actual and 
planned performance is not wide. 
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Another important area is the human resources development or training of the 
employees. In many organisations, training of employees is not well planned. 
There are not many organisations that prepare a career path or plan for their 
employees. As such, employees may leave when they find that their level of 
motivation and satisfaction had reached a plateau in the organisation. 
 
Why do people leave their organisations? Although rewards and compensation 
are common explanations, there are other reasons for leaving. Staff may leave 
when they cannot see where they are heading in the organisation. This is 
particularly true at the executive and managerial level. At the production or non-
executive level, the intention to leave may be due to poor compensation and 
rewards or recognition in the organisation. Nurturing employees to the level 
where they would be satisfied and give their undivided attention and 
commitment presents a challenge to many managers today.  
 
While it is important to ensure that the people in the organisation are taken care 
of, the systems and processes in the organisation also need to be reviewed. Many 
organisations have problems when systems and processes do not change in 
tandem with changes in the environment, the situation and people involved in 
the organisation. Consequently, it stifles the organisation and retards the efficient 
management of the business operation. This does not mean that the organisation 
need to be restructured or reengineered, but rather continuous improvements 
must be made in the organisation to cope with the changing situations. For 
example, some organisations may use a manual system in managing their human 
resources. This may seem reasonable when the organisation is small, but when 
the number of human resources in the organisation grows in multi-folds, the way 
to manage human resources need to be reviewed and automated. Some feel that 
it is a waste of corporate funds but the managers forget that their attitude 
reduces efficiency and productivity in the organisation. An old adage says 
„pound foolish and penny wise‰. This is not uncommon today. Thus, it is 
important to remember that the management of an organisation is constantly 
changing and require continuous change throughout the year. 
 

7.1.2 Marketing 
 
 
 
 
 
 

 

 
This means that the function of marketing is to provide what is needed and 
wanted in terms of products or services to the customers, at a value and cost that 
can satisfy the customer. This will result in the exchange of goods and services in 

According to Kotler (1994), marketing is a social and managerial process by 
which individuals and groups obtain what they need and want through 
creating, offering and exchanging products of value with others. 
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a transaction, and a relationship is entered between the buyer and seller. In 
marketing the products and services of an organisation, the marketing manager 
is concerned with the organisationÊs market position and marketing mix, namely 
the product, price, promotion and place.  
 
The market positioning of an organisation focuses on how best to compete within 
an identified market segment. This refers to selecting specific areas in marketing 
an organisation's products or services in terms of the market, product or 
geographic location. Market segmentation, therefore, provides an avenue for the 
organisation to concentrate on certain areas in marketing their products or 
services. For example, cars like Mercedes and BMW focuses on prestigious car 
owners. The Mercedes owners are generally more elderly than the BMW, who 
fancy sportier outlook and attracts younger drivers than the Mercedes drivers 
(owners). Thus, in positioning oneÊs product, organisations' generally focus on 
identified market segments which help them to know the market niche, type of 
product or service to offer or develop, and how to differentiate one product from 
another competing one. Information like customer analysis, customer profiles 
and consumer behaviour are critical information in understanding better the 
market segmentation and determining the market position of the organisation's 
products or services. 
 
 
 
 
 
 
 
 
A product or service is offered to fulfil and satisfy the needs and wants of the 
consumer. In marketing the product or service, organisations need to ensure that 
it has the right quality, features, options, style, brand name, packaging and size 
required by the consumer. Decisions to change the characteristics of the product 
may depend on the product life cycle. For example, when the product reaches the 
maturity stage, the product needs to be reviewed. The bicycle is one example 
where the function of the product changes from a mode of transportation to a 
recreational product. Different products have different stages in the life cycle. 
Some products have shorter life cycles, while others have longer life cycles, 
depending on its market. 
 
Besides reviewing the product, the marketing manager also needs to review the 
price offered to the consumers. With regards to the pricing strategy, the 
organisation needs to review prices in accordance with the governmentÊs policy 
on price control (if any, particularly in Malaysia where the price of many 
products is controlled), competitorÊs pricing and supplierÊs pricing (costs to the 
firm). Any changes in these factors could affect the final price to the consumer, 

Marketing mix refers to the combination of the key variables like product, 
price, promotion and place which can affect the demand and marketing of 
the product or services. 
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and therefore, affect the consumersÊ decision to purchase or not, especially if the 
product is perceived to have substitutes. Organisations need to consider offering 
trade discounts, quantity discounts, credit policy terms, payment periods and 
other creative modes of payments to suppliers, wholesalers or retailers. For 
example, when a product has a maximum price, fixed by the government, 
organisations may consider using the lowest price strategy in selected fast- 
moving consumer products. This is one strategy adopted by many hypermarkets 
like Giant in Malaysia when competing with local retail outlets. 
 
 
 
 
 
 
 
 
Key promotional tools include advertising, personal selling, publicity and sales 
promotion. The media selected to communicate with your audience are also 
important. For example, in Malaysia, The Star has the largest readership in the 
country in the English news daily, while the Utusan Malaysia newspaper has the 
largest readership among the Malay readers. Therefore, in trying to advertise 
their product, an organisation needs to know whom they wish to communicate 
to, the English speaking consumers or Malay speaking consumers. Organisations 
also need to know how to conduct sales promotions. for example whether to 
conduct it on a quarterly basis or half yearly basis. These are among the 
promotional issues that need to be addressed in marketing the product. 
 
Placing the product or service means that the organisation is providing it at the 
right place at the right time. Distribution strategies involve decisions on such 
things as store location, distribution coverage, logistics, inventory levels, shelf 
location and sales territories. The distribution strategy is important for 
organisations that plan to implement a market development strategy or forward 
integration strategy. The situation in the distribution channels may provide 
strengths or weaknesses that need to be reviewed in an expanding market 
situation. Organisations may also consider expanding the wholesale or retail 
outlets or use direct marketing with limited marketing channels. With the use of 
internets, e-commerce seems to play an important role today, thereby removing 
the intermediary role of  retailers or wholesalers.  

7.1.3 Finance and Accounting 

The financial position of an organisation is an important indicator of its 
performance. This is because the financial factor will show the strengths and 
weaknesses of the organisation in terms of its profitability, liquidity, leverage 
and other performance indicators. The finance of the organisation is also critical 

Promotion is informing and persuading your target consumers of the value 
of the product or service your organisation is offering. It involves 
communicating what you have to offer to your target audience (consumers). 
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as it will determine the amount of funds required to use in managing the 
activities of the organisation, sources of funds required for the organisation, and 
the cash flow position of the organisation. Assessing the financial health of the 
organisation becomes vital as it can affect the organisation in selecting the 
appropriate strategies for implementation. 
 

 
 
To assess the financial health of the organisation, we need to have financial 
information. This can be obtained from the organisationÊs accountant who is 
responsible for keeping the financial and accounting information. As an 
accountant in the organisation, he must have information on the balance sheet, 
profit and loss statement, the sources and use of funds (cash flow statement) 
together with the financial notes and annual report. From this information, one 
can then ascertain the financial health of the organisation and start  the process of 
financial planning and budgeting. 
 
One way of assessing the financial health of the organisation is by comparing the 
financial ratios of the organisation from the balance sheet and income statement. 
The financial ratios that are generally used to assess the financial performance of 
an organisation are as follows (David, 2003): 
 
(a) Liquidity Ratios 
 This ratio shows the organisationÊs ability to meet its short-term obligations. 

There are two types of liquidity ratios: current ratio and quick (acid test) ratio. 
 
(b) Leverage Ratios 
 These ratios measure the extent to which the organisation has been financed 

by debt. The ratios are debt to total assets ratio, debt to equity ratio, long-
term to equity ratio and times-interest-earned ratio. 

 
(c) Activity Ratios 
 These ratios show how effective an organisation is using its resources. The 

ratios are inventory turnover, fixed asset turnover, total assets turnover, 
accounts receivable turnover and average collection period. 

 
(d) Profitability Ratios 
 These ratios show the managementÊs overall effectiveness as indicated by 

the return generated from sales and investment. The ratios are return on 

ACTIVITY 7.3 

Why is the financial position of an organisation an important 
indicator of its performance?
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assets, return on equity, net profit margin, earning per share and price-
earning (P-E) ratio. 

 
(e) Growth Ratios 
 These ratios show the organisationÊs ability to maintain its economic 

position in an expanding industry or economic situation. The ratios are 
sales, net income, earnings per share and dividends per share. 

 
The financial ratios obtained would provide meaningful information if the ratios 
are compared with other organisations in the same industry, or compared with 
the ratios of the organisation in the previous year, or the financial ratio of the 
industry average. Only then can we assess whether the organisation has 
performed well during the assessed period. This would certainly show the 
strengths or weaknesses of the organisation in a more objective way. 
 
Besides assessing the financial health of an organisation by using the financial 
ratios, it is also important to know about capital budgeting, which involves 
allocating capital and resources to projects, products, assets or divisions of an 
organisation. Capital budgeting involves making decisions on the financial 
situation in the organisation like capital requirements (acquiring fixed assets, 
issue of new shares, increasing loans or selling assets). Before a financial decision 
can be made, an assessment of the best financial outcome needs to be done and 
matched with the current financial situation of the organisation. For example, 
should an organisation increase its capital requirement by increasing its short- 
term debt or long-term debt or issue new shares or sell some assets? 
Alternatively, should an organisation purchase or lease a fixed asset in view of 
the potential tax advantages in the lease than in the purchase method? These 
types of decisions can only be made after having analysed the rate of return or 
payback period and the risks to the organisation. 
 
In the real business world, sometimes financial decisions are made not solely 
based on the financial outcomes but also the non-financial outcomes. For 
example, the reason why Malaysia Airlines operates its domestic flights in certain 
towns in the country is not for making profit. Rather it is because of its social 
responsibility and obligation to society. However, the high returns obtained in 
other domestic routes could offset the loss or low returns obtained in certain 
domestic routes in the country. Thus, a cross-subsidy of the routes could offset 
the overall financial loss. Alternatively, in certain cases, financial decisions only 
provide a guide in making the final decision. For example, in certain strategic 
businesses, organisations may have to maintain its presence or its operations 
because of its pride, prestige or name rather than financial returns.  
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7.1.4 Production and Operations 

In a business operation, the production and operation function consists of those 
activities that transform the raw materials or inputs into products or services. In 
a manufacturing organisation, the production and operation function transforms 
the raw materials, labour, capital, machines and facilities used into final 
products. According to Schroeder (1981), the production and operations function 
involves five areas: process, capacity, inventory, workforce and quality. 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

The production and operation activities generally represent a large part of the 
organisationÊs human and financial capital asset. In many businesses, a large part 
of the costs of production are incurred at the production stage, and therefore, the 
management of the production and operations activities is critical in setting a 
competitive edge to the organisation. In other words, a production company can 

The process stage involves the design and production of the physical 
output/ product and includes decisions on technology choice, production 
mode and processes, process flow, process control, facility location and 
many others required to produce a final product. 

The capacity stage refers to the determination of optimal output levels 
including forecasting, facilities planning, scheduling, capacity planning and 
queuing analysis. 

The inventory stage involves managing the levels of raw materials, work-in-
process, and finished products. It also includes deciding what to order, 
when to order, how much to order and materials handling. 

The workforce involves managing the skilled, unskilled, clerical and 
production employees. This requires decisions on job design, work 
measurement, job enrichment, job standards and motivation to employees. 

The final area is quality, which is concerned with assuring quality control 
for the finished product, sampling, testing and cost control measures. 
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make huge profits if it can manage this part of the business operation well. As 
such, there are many production operators in the automobile industry like 
Honda, Toyota and General Motors which adopt just-in-time (JIT) inventory 
method to save the holding costs of the finished products. In a service 
organisation, the issue is slanted more towards the efficient management of its 
operations, which is equivalent to the production stage. Service quality becomes 
the key issue in this type of business. For example, in telephone services, 
education, accommodation and tourism services, the service providers provide 
services that can make their customers happy and satisfied.  
 
Thus, in trying to assess the production and operations of an organisation, it is 
important to understand the type of business activity managed by the 
organisation. It is also important to understand the processes involved in the 
production or operations stage, and to find out what the key critical areas in the 
production or operation of the business are. Thus, issues like the quality of the 
raw materials, labour, capital and production machinery available are important 
in the production of goods and operation of the organisation. Furthermore, one 
has to assess the relevance of technology used and economies of scale in the 
production of products. Finally, inventory management is also a major 
manufacturing concern. 

7.1.5 Research and Development 

Another important area in the internal operation that has to be assessed is the 
research and development (R&D) function. Today, not many organisations have 
R&D activities. However, there are also many organisations particularly those in the 
manufacturing area which depend on R&D for their survival. For example, an 
organisation pursuing a product development strategy would need strong R&D to 
survive in this hypercompetitive world. For example, in the automobile industry in 
Malaysia, Proton has a strong R&D department focusing on areas that can enhance 
the competitiveness of Proton cars in the market. In the telecommunication industry, 
firms have to conduct R&D in terms of providing superior customer services like 
providing extra services and facilities to their customers.  
 
In organisations that have R&D activities, assessing the strengths and 
weaknesses can be viewed in terms of how these R&D activities could help 
enhance the profitability and growth of the organisationÊs business. Thus, issues 
like to what extent the R&D used was cost effective, resource allocation of R&D, 
R&D management of the personnel and facilities, innovation rate and 
competence level of personnel in technology, level of technology advancement, 
and percentage of R&D budget must be assessed. In certain cases, an assessment 
of the R&D level of the organisation should be viewed from the perspective of 
new product or service developments. That is in terms of new products or 
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services introduced in the market and to what extent the product or service 
contributes to the profit margin of the organisation. For example, how successful 
is Maxis' newly introduced services compared to other telecommunication 
providers in Malaysia. Similarly, to what extent is the response for ICI paint 
division's newly introduced colours and type of paints in the market. 
 

 
 
While organisations can be successful in developing new products or services, 
they might face problems in terms of cost efficiency, particularly in 
manufacturing costs. One classic example is the successful advanced technology 
of the supersonic airplane, Concord, developed jointly by the British and French 
aeronautical engineers. The plane is excellent in terms of technology but a 
commercial failure as the costs of operating the plane is too high and 
uneconomical. Therefore, it becomes a major challenge to organisations with 
R&D to develop new products or services that could be marketed successfully or 
accepted by the potential consumers in the market. Thus, assessing the R&D 
capability of an organisation involves the risks of inaccurate assessment due to 
continuous and rapid changes in the field of technology. 

  
IDENTIFYING STRENGTHS AND 
WEAKNESSES 

Once we have identified the key internal organisational factors critical in an 
organisation, we can then identify the strengths and weaknesses of the organisation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

7.2 

ACTIVITY 7.4 

Think of a newly introduced product you purchased recently. Why 
did you buy it? 

 

Strengths are those factors that are available in the organisation, i.e. a skill, 
competence or capability available in the organisation. It is also a positive 
factor that has given the organisation an edge or advantage in managing its 
business over others. 

Weaknesses are those factors that are lacking in the organisation, i.e. those 
that need to be improved and addressed in order to enhance the 
competitiveness of the organisation vis-à-vis other organisations. 
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The strengths and weaknesses show the distinctive competence of an 
organisation. In trying to identify the strengths and weaknesses of an 
organisation, the first step is to make a list of all the internal organisational 
factors that can be a strength or weakness to the organisation, depending on the 
business activity of the organisation. The process may begin with a long list of all 
the internal organisational factors, but the strategic manager may end up with 
only a limited number of these factors related directly to the organisation. Table 
7.2 shows a sample list of internal organisational factors. 
 
As a strategic manager, one must have the necessary information about the 
organisation and the type of business involved. Only then can one decide how to 
overcome the weaknesses by using the strengths available in the organisation. 
Strategic managers also need to realise that they must identify the weaknesses 
and not just the strengths of the organisation. This could be a difficult task as one 
might not feel at ease about one's weaknesses. Nonetheless, this is critical to 
improve organisational performance 
 

Table 7.2: Possible Strengths and Weaknesses of an Organisation 

Functional Areas Strengths Weaknesses 

Management  Clear organisational goals and 
objectives 

 Distinct corporate culture and 
style 

 Clear organisational structure 

 High employee motivation  and 
morale 

 Low staff turnover and  
absenteeism 

 Good reward and 
compensation 

 Poor management control 

 Unclear job  description 
and specification 

 Lack of communication 

 Low commitment 

 Resistance to change  

 

Marketing  Clear market segments 

 Good market share 

 Effective sales personnel 

 Good service and well priced 
products 

 Good promotions 

 Good advertising 

 Well trained marketing 
managers  

 Lack of market research 

 Poor product quality 

 Poor distribution network 

 Limited number of retailers 

 Low quantity discounts 

 Limited local market  
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Finance and 
Accounting 

 Well-kept accounting 
information 

 Improved profit ratios  

 Improved growth ratios 

 Effective budgeting procedures 

 Reasonable dividend policies  

 Poor liquidity ratio  

 Poor leverage  

 Poor cashflow management  

 Too much short term debt 

 

Production and 
Operations 

 Reliable raw material supply 

 Skilled manpower 

 Economies of scale 

 Machines in good running  
condition 

 Good layout  

 Reasonable plant facilities  

 Poor inventory control  

 Lack of quality control  

 High wastage of raw 
materials 

 Inefficiencies in product    

 processes 

Research and 
Development 

 Adequate R&D facilities  

 Cost effectiveness of R&D 

 High rate of new product 
development 

 Technological competence is 
adequate 

 Low success rate of 
commercial  new products 

 Inefficient resource 
allocation 

 Lack of information and 
computer systems 

 
 

  TOOLS FOR INTERNAL ORGANISATIONAL 
 ANALYSIS 

In trying to analyse the internal organisational situation, there are two types of 
analysis that can be done. One is the Internal Value Chain Analysis (IVCA) and 
the other is the Internal Organisational Factor Matrix (IOFM) or generally known 
as Internal Factor Evaluation Matrix (IFEM). 

7.3.1 Internal Value Chain Analysis (IVCA) 

Michael Porter (1980) proposed the value chain analysis as a way to examine the 
nature and extent of synergies that could be obtained from the internal activities 
of an organisation. According to him, every organisation has a series of activities 
that are related to a chain of activities, and this chain would indicate the sources 
of competitive advantage available to an organisation. 
 
 
 

7.3 
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Figure 7.2: Value chain for a manufactured product 

 
The series of activities in the value chain differ by industry and type of activities 
in the organisation. Some organisations have more complicated value chains like 
the petroleum industry where the value chain can be divided into two segments,   
upstream and downstream activities. Upstream refers to activities like oil 
exploration, drilling and converting crude oil to the refinery. Downstream refers 
to the logistics, marketing and distribution of petrol to distributors and retailers. 
In Petronas Malaysia, such activities are done by Petronas Carigali and Petronas 
Dagang, two separate entities, but in other countries it could be done by one 
large organisation. While the series of activities might differ in terms of the 
business and concentration of the organisation, but it does not make the value 
chain concept less relevant. 
 
According to Porter (1980), to do the value chain analysis, one must understand the 
key or primary activities of the organisation. The primary activities comprise of the 
inbound logistics (such as raw materials handling and warehousing), operations 
(which includes machining, assembling and testing), outbound logistics (such as 
warehousing and distribution of finished products), marketing and sales (such as 
advertising, promotion and pricing channel) and service (includes installation, 
repairs and parts). The primary activities are affected by support activities, such as 
procurement (covering purchasing of raw materials, machines and supplies), 
technology development (such as R&D product processing improvement), human 
resource management (such as recruiting, training and manpower development), 
and organisation infrastructure (such as general management, administration, 
accounting, finance and strategic planning). See Figure 7.3. 
 

A value chain is a linked set of value creating activities commencing with 
the basic raw materials coming from the suppliers, and then moving to a 
series of value added activities involving production and marketing, and 
ending with the distributors getting the final product into the hands of the 
final consumer as shown in Figure 7.2. 
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Figure 7.3: An organisationÊs value chain 
Source: Porter (1980) 

 

There are three steps under the value chain analysis as shown in Figure 7.4. 
 

 

Figure 7.4: Three steps in value chain analysis 
 

(a) Identify the Value Chain Activities of the Organisation 
 Identify the key or primary activities in producing a product of the 

organisation. What are the strengths or weaknesses? Does any of the 
strengths provide competitive advantage to the organisation?  
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(b) Examine the Linkages for Each Product with the Primary and Supporting 
Activities 
For example, one value activity is raw materials (inbound logistics). This 
activity is performed and related with another activity (say, quality 
control). To seek competitive advantage, the organisation may perform  
100% quality control of inputs instead of the normal 10% check at random. 
This activity would therefore reduce wastage and poor quality at the output 
stage and reduce the number of product defects. 

 
(c) Examine the Synergies among the Value Chains of Different Product  
  Lines or Business Units 

Each element in the value chain for example advertising and manufacturing 
activities, can provide economies of scale as it is shared with other 
products. Therefore, specific action can be taken to reduce the costs per unit 
in manufacturing or advertising. 

 
It should be noted that the value chain analysis requires some form of subjective 
assessment in the value chain activities. Such assessment must be made with 
information provided by various units in the organisation. This can only be done 
if the organisation has a detailed analysis of the cost structures in the business 
operations, and has also adopted the proportionate costing measures in 
computing the costs of the unit or operation. It cannot be denied that the process 
of doing the value chain analysis can be useful if accounting and financial 
information is readily available. In the event, the organisation does not provide 
or does not have such information, the value chain analysis cannot be done 
effectively. Rather, an arbitrary analysis would provide an indicative situation of 
the costs structures in the organisation. The value chain analysis is an important 
tool to the organisation used to identify the major costs and how these costs 
could be reduced to increase the profit margin of the organisation. Without such 
detailed analysis, the organisation may not have a clear idea on how to increase 
its efficiency and performance in the long run.  

7.3.2 Internal Organisational Factor Matrix (IOFM) 

After scanning the internal organisational environment and identifying the key 
factors for the organisation, one can summarise the analysis in the form of an 
Internal Organisational Factor Matrix (IOFM). This matrix is also known as the 
Internal Factor Evaluation Matrix by David (2003) or the Internal Strategic Factor 
Analysis (IFAS) by Wheelen and Hunger (1996).  
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In order to develop the Internal Organisational Factor Matrix (IOFM), the steps  
below should be followed: 

(a) List the key internal organisational factors. Identify first the strengths and 
weaknesses. 

(b) Assign weights to each of the factors identified above. A score of 0.00 
means that the factor is not important at all and does not have any strategic 
impact on the organisation. A score of 1.00 means that the factor is 
extremely important and has much impact on the organisation. The total 
weights must sum to 1.00. 

(c) Rate each factor on a scale of 1 to 5, where a rating of 5 means that the 
factor responds well to the strategy of the firm, whereas a scale of 1 means 
that the factor responded poorly to the firm's strategy.  

(d) Multiply each of the assigned weights with the rating score to determine 
the weighted score. 

(e) Sum the weighted scores for each factor to determine the overall weighted 
score for the organisation. 

An example of the calculation of an internal organisational factor matrix is shown 
in Table 7.3. 

Table 7.3: The Internal Organisational Factor Matrix (IOFM) 

 Internal Organisational Factors Weights Rating Weighted Score 

 Strength    

1. Large market share 0.15 3 0.45 

2. Experienced top management 0.05 2 0.1 

3. Team management 0.10 3 0.3 

4. Corporate culture 0.10 2 0.2 

5. High product quality 0.10 5 0.5 

6. High profitability 0.10 5 0.5 

     

 Weakness    

1. Poor employer-employee relations  0.05 3 0.15 

2. Limited advertising budget 0.10 4 0.4 

3. Strained government relations  0.15 2 0.3 

4 Poor management information system  0.10 2 0.2 

 Total 1.00  3.10 



          TOPIC 7    INTERNAL ANALYSIS 

 

92 

The results show that the company has major strengths in profitability and 
product quality. This is due to the large market share obtained by the 
organisation. However, in terms of weaknesses, the organisation needs to 
improve its advertising budget and government relations as they can affect 
future activities. Employer-employee relations also need to be addressed. 
Nonetheless, the organisation is in a favourable position. 
 

 

 

 Internal factors that affect the operations of an organisation are management, 
marketing, production and operations, research and development, and 
finance and accounting. 
 

 Identifying the weaknesses and strengths in these factors can improve 
organisational performance. 
 

 Evaluation of organisational strengths and weaknesses can be done using the 
Internal Value Chain Analysis and the Internal Organisation Factor Matrix 
(IOFM) also known as Internal Factor Evaluation Matrix (IFEM) 

 

 

 

 

 

  ACTIVITY 7.5 

1. List some of the financial and accounting ratios that can be used 
in internal analysis. 

2. What do you understand by strengths and weaknesses in an 
organisation? Illustrate by giving some examples from your 
organisation. 

3. How can the Internal Value Chain Analysis (IVCA) be used to 
evaluate the internal environment?   

4. List the steps involved in developing the Internal Organisational 
Factor Matrix (IOFM). 


