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Her real name is María Immaculada Alejandra González Carroccio, but everyone knows her as 
LadyA.

In 1973 her parents fl ed Cuba and moved to Florida, United States (US), where they were 
granted political asylum.  The Carroccios had limited savings but were determined to succeed.  
Mr Carroccio thought that working independently and operating as a sole trader would be the 
best way to achieve fi nancial security.  He wanted to set up his own business, a small 
shoe repair shop in their Spanish-speaking neighbourhood in Miami.  As his cash-fl ow forecasts 
were weak, he got turned down several times for bank loans; however, he managed to obtain 
a small grant from a government agency that helped entrepreneurs.  Mrs Carroccio also had 
diffi culties at fi rst, because she did not speak much English.  She attended classes organized 
by a local charity, a non-profi t organization whose mission statement was “to help all adult 
immigrants learn English”.  She eventually found a job in the cafeteria of a local school.  
Although the wage was low, she received training and some fringe payments such as health 
insurance.  With the profi ts from Mr Carroccio’s shoe repair shop and Mrs Carroccio’s wage, the 
family eventually maintained an economically stable household.

In 1978 Alejandra, their fi rst child, was born.  Mr and Mrs Carroccio wanted her to have a normal 
American life.  Although at home they mainly spoke Spanish with each other, they wanted 
Alejandra to speak English with them.  They encouraged her to sing in choral groups, at school 
and at church, and they paid for her after-school dance lessons.  Alejandra was a beautiful girl.  
At the age of 12, she started getting occasional jobs as a model for local fashion catalogues and 
magazines.  Her parents put her earnings into a college fund, a special savings account that 
would pay for her to attend university later.  The modelling eventually led to small acting roles in 
fi lms when production companies recruited in Miami.  Then, in 1994, a casting director needed 
a young Hispanic American woman who could sing and dance in one scene in the fi lm La Bella 
Rosa.  The fi lm proved very successful.  Although her part in the fi lm was small, it led to many 
new opportunities for Alejandra.

Soon afterwards, a music label offered Alejandra a contract to produce a CD album.  Unfamiliar 
with negotiation, Alejandra needed an agent.  She found Gloria Woolrich, a local Hispanic 
woman who worked with Spanish-speaking performers.  Because Alejandra was not 18 years 
old yet, her parents had to sign the contract on her behalf.  Gloria thought that Alejandra 
should target the Spanish-speaking market in the US; she promoted her as “Lady Alejandra”, 
a name that emphasized her Hispanic origins with a touch of elegance.  Her fi rst CD album, 
Presentación Lady Alejandra, included one song that reached number one in the music charts 
in Florida.  Even with only one top hit, she earned much income from the copyrights and 
royalties* from the CD album.  For the fi rst time, Alejandra needed an accountant to help her 
prepare her fi nal accounts, manage the money, and pay the appropriate taxes.

Like most immigrant parents, Mr and Mrs Carroccio strongly emphasized education.  When they 
fi rst arrived in the US, they struggled to satisfy even basic needs such as food and shelter; only 
by working long hours did they achieve economic security.  They believed that if Alejandra went 
to university, she would have a better life.  Although they celebrated her success with the CD 
album, they did not want music to distract her from her studies.  Only with reluctance did her 
parents agree to a second CD album, Viva Lady Alejandra, which proved even more successful 
than the fi rst one.

* royalties: payments made to the performer of the music and the songwriter by a third party, 
  such as a radio or television station, each time the performer’s music is played in 

 the public domain
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In April of her fi nal year at high school, Alejandra told her parents that she did not want to 
go to university: she wanted instead to move to Los Angeles in order to build a career as a 
musician.  She wanted to be a star.  Her parents were very disappointed.  However, because 
she was now 18 they could not stop her.  Alejandra left her previous agent, Gloria Woolrich, for 
a new one in Los Angeles: Ruth Liebermann.  Ruth had successfully turned young stars into 
media sensations.  She would help Alejandra with everything: buying an apartment in the most 
fashionable neighbourhood, recruiting household employees, getting agencies to establish 
concert tours, producing more CD albums, and, more importantly, promoting her.

Ruth explained to Alejandra that unless the product life cycle of music stars is carefully 
managed, it is often short.  Alejandra needed a brand identity.  Her revenue streams would be 
based on that brand.  She would also develop strategies to extend the life of the product, which 
was Alejandra herself.  Alejandra had an identity partly based upon her youthful and innocent 
look, her powerful voice and her Hispanic heritage.  Ruth said that now that Alejandra was an 
adult, she needed to dress more like a young woman and less like a child.  Nervous about 
this transition, Alejandra agreed to a more glamorous image.  She began going to a famous 
hairdresser and style expert, Gavin Pratt.  Soon, she had another revenue stream: appearing on 
the cover of high-profi le fashion magazines.

Ruth also argued that Alejandra needed to be “less ethnic”.  The US was rapidly changing 
demographically.  The percentage of the American population that was Hispanic was small, but 
it was rapidly growing, thus expanding the Spanish-speaking American market.  However, this 
demographic shift was creating a negative political reaction in the US.  Focus groups showed 
that some English-speakers did not like the name “Lady Alejandra”.  Ruth recommended a new 
name: just “LadyA” as one word, pronounced “lay-dee-ay”, with equally strong emphasis on 
the fi rst and last syllables.  It worked.  By the year 2000, LadyA was one of the most successful 
musicians in the US.  Popular with English-speakers, especially teenage girls and young 
women, she also appealed to many Hispanics.  Even though all her songs were now in English 
and were popular in the mainstream music charts, Spanish-speaking Americans were still fans.  
They saw LadyA as a shining success story of a Hispanic American.

As LadyA grew more popular, both her revenue and expenses increased.  By 2001, she 
was earning millions of dollars a year from CD album sales, concerts, magazine covers, and 
music videos.  She employed a full-time accountant to help manage her revenue and all the 
many expenses of her new life.  For her work, she employed a band, a group of dancers, and 
a variety of musical and video technicians.  She asked Gavin to join her full time in order to 
plan all aspects of her clothing, make-up, and hairstyle.  For her concerts she also had an 
events manager who arranged bookings of venues and hotels, and who hired a company 
specializing in logistics, who transported equipment and set up the stage at each concert 
location.  These were her core employees.  Temporary employees were needed at each venue 
to help set up the venue and stage.  She had many peripheral employees for her increasingly 
extravagant personal life: two personal assistants, two housekeepers, one chef, one personal 
trainer, one driver, and one chief bodyguard, who supervised six bodyguards.  She was very 
inconsistent in her style of leadership with her employees.  Sometimes she was very direct, 
giving detailed instructions and getting angry if they were not followed exactly.  At other 
times, she adopted a more laissez-faire leadership style.  The employees never knew what to 
expect.  Communication was poor.  Although working for a superstar had exciting moments, the 
employees frequently complained behind her back, mockingly calling her “la princesa”.
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Alejandra originally operated as a sole trader. However, as the business grew it became clear 
that she needed the protection of limited liability and so she changed the business to a private 
limited company, LadyA Management Limited  (LAM).  Alejandra herself owned 98% of the 
shares in LAM.  Her parents and Ruth Liebermann owned the remaining 2%.

Technology was changing the music industry.  In 2000, online fi le sharing software became 
widely available.  Though the fi le sharing of copyrighted material was usually illegal, many 
people did it anyway, especially young people.  The sales of CD albums began to fall.  This 
trend continued with the emergence of other new technologies such as MP3 players and 
smartphones.  Another important technological change was video hosting websites, which 
effectively ended the direct profi tability of music videos.  Before video hosting websites, 
musicians received royalties for videos that appeared on television.  Now, artists such as LadyA 
had to produce their own videos and upload them to video hosting websites.  These productions 
were expensive, but did not generate any direct revenue.

The defi nition of a successful musician was also changing.  With falling sales revenue from 
music (a problem made worse by the economic downturn that began in 2008), artists had to 
transform themselves into “media personalities” and fi nd ways to generate revenue from these 
branded identities, just as Ruth had predicted.  In 2009, LadyA started appearing in many 
above the line and below the line promotions of various types of products.  LadyA was always 
very careful about which products she endorsed.  Each one had to strengthen her brand identity 
as a beautiful, mainstream American, yet one with Hispanic passion and intensity.  She also 
began communicating with her fans through various social networking websites.

In 2010, LadyA started offering her own product line of perfume and cosmetics, promoted 
under the name LadyA.  Primary and secondary market research had showed that perfume 
and cosmetics would best connect with LadyA’s established brand and help her reach her 
main target market: teenage girls and young women.  The production of LadyA perfume and 
cosmetics was outsourced, to an established manufacturer in Malaysia, where costs were 
much lower.  Quality control could, however, be a problem.  The Malaysian manufacturer would 
produce LadyA perfume and cosmetics using batch production which would enable a variety of 
products to be made; LadyA would have to pay 60% of the costs in advance.  The wholesaling 
and distribution was also outsourced, to a company in Minnesota.  By 2011, LadyA perfume and 
cosmetics were sold in a nation-wide chain of department stores in the US.

At the same time, Alejandra decided to reorganize the business.  She continued to manage all 
of her household employees personally.  She appointed a Managing Director, and a Human 
Resources Manager to assist in workforce planning and manage the rest of the business.  She 
delegated some business functions, but kept a very close interest in all decisions through her 
meetings with the Managing Director.  One benefi t of this reorganization was that, with clear 
roles, systems and procedures in place, Alejandra’s employees complained less.

On a personal level, 2012 was a big year for Alejandra.  She married Rafaele Eco, an Italian 
investment banker, and they purchased a large mansion in Hollywood, requiring an even greater 
number of peripheral employees.  Over the next few years, LadyA was at the peak of her media 
power, wealth, and fame.  She was more mature and business-oriented than when she was 
in her twenties.  Her leadership style had matured as well.  She became more consistent and 
paternalistic.  
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Now she began to think about the next phase of her career and her life.  She was approaching 
her late thirties.  In the US, many female musicians and fi lm stars struggle to remain popular in 
their forties: modelling jobs are harder to get; girls and younger women typically prefer younger 
musicians and stars; and the idea of selling youthfulness becomes more diffi cult as women 
grow older.  LadyA hired business consultants, Kersey & Joyce (K&J), who specialized in the 
strategic direction of brands, to help her consider her options.  K&J identifi ed three strategic 
options in their report to LadyA.

Option 1: Move into South American markets, which generally accept older female musicians 
and fi lm stars.  Ever since Lady Alejandra became LadyA, she had focused on the 
English-speaking market in the US.  Though she had some fans in Spanish-speaking markets, 
she had never made them a priority.  For those markets, LadyA would start using the name 
Lady Alejandra again, conduct a major concert tour in South America, and try to repeat her 
North American career, building an increasingly powerful name through music downloads (such 
as MP3s), concerts, fi lms, product endorsements, magazine covers, and also perfume and 
cosmetics.

Option 2: Develop more products under the LadyA brand and develop a global market.  A 
possibility is a clothing range.  Other possible products include accessories such as LadyA 
shoes, LadyA handbags, and LadyA lingerie.  These products could be distributed in the US 
through the same department stores selling her perfume and cosmetics.  Other distribution 
channels would be required for the international market, with e-commerce offering many 
opportunities.  Family branding would be maintained.

Option 3: Re-brand herself.  With this strategy, LadyA would actually lower her media profi le 
for three years.  During that time, she would associate herself with a charitable cause, to tackle 
issues such as malnutrition in developing countries, homelessness in big cities, or international 
traffi cking of children.  She would use her wealth to set up various non-profi t organizations 
to support the charitable cause, and utilize various techniques for marketing non-profi t 
organizations.  She would then appear on American television talk shows and do magazine 
interviews, building a new brand identity based on the image of a strong, mature, determined 
and compassionate woman.  This would allow for new revenue streams to be sought based on 
this new brand.

Additional terms not in the guide

Brand identity
Core employees
Limited liability
Paternalistic
Peripheral employees
Revenue streams

Companies, products, or individuals named in this case study are fictitious and any similarities with 
actual entities are purely coincidental.
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Section A

Answer two questions from this section.

1. (a) Describe one way in which a problem with quality control (line 115) could affect LadyA. [2]

 (b) With reference to LadyA, describe one reason for identifying target markets. [2]

 (c) Explain one benefit to the local school and one benefit to Mrs Carroccio, of providing 
training for Mrs Carroccio (line 13). [4]

 (d) Analyse the impact of technological change on Alejandra and her business.  [7]

2. (a) Describe one method of primary market research and one method of secondary 
market research that could be useful to LadyA. [4]

 (b) With reference to Mr Carroccio, explain two reasons for setting up a business. [4]

 (c) Analyse the importance of branding for Alejandra. [7]

3. (a) Describe two benefits, to Mr Carroccio, of owning his shoe repair business as a  
sole trader. [4]

 (b) Using the additional information below, calculate:

  (i) the average rate of return (ARR), for setting up Mr Carroccio’s shoe repair 
business (show all your working); [2]

  (ii) the payback period, for setting up Mr Carroccio’s shoe repair business (show all 
your working). [2]

 (c) Using your answers to part (b) and information contained in the case study, analyse the 
issues that Mr Carroccio faced when he set up his shoe repair business. [7]

Additional information

Selected data for setting up Mr Carroccio’s shoe repair business:
• Set-up cost: $9000
• Net returns per year for 5 years: $3000
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Section B

Answer the compulsory question from this section.

4. (a) “The production of LadyA perfume and cosmetics was outsourced” (lines 113–114). 
Describe two advantages to LadyA of outsourcing. [4]

 (b) Explain two reasons why Alejandra’s objectives might have changed over time. [4]

 (c) Explain two difficulties in valuing LadyA’s financial assets. [4]

 (d) Evaluate Option 1 (lines 139–146) as a strategic option for LadyA. [8]

Additional information

There is no additional information in this paper for Section B.
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Section C

Answer the compulsory question from this section.

5. Gavin Pratt has been appointed as LadyA’s International Marketing Director (Item 1).  He was 
selected for his excellent sense of style and his knowledge of the LadyA brand.  However, he has 
limited marketing experience.

Alejandra decided to reject Option 1 and Option 3.  She identified two strategies for implementing 
Option 2 (lines 147–152).  The new products would be manufactured using the same 
manufacturer in Malaysia that produces LadyA’s perfume and cosmetics.  Option 2 would require 
the introduction and use of business-to-customer (B2C) e-commerce distribution channels.  Sales 
generated through B2C e-commerce are growing rapidly (Item 2).

• Implementation strategy A, (Option 2 through internal growth): create an entirely new 
marketing department for LadyA.  The marketing department would organize international 
promotion for LadyA products, set up distribution channels and negotiate with international 
agents, wholesalers and major retailers around the world.  Once the global brand is developed, 
the marketing department would develop B2C e-commerce.

• Implementation strategy B, (Option 2 through external growth): take over Fabco, an 
international marketing business.  Fabco has proven experience in organizing international 
promotion which could be applied to LadyA products.  Fabco already has distribution channels 
with international agents, wholesalers and retailers outside the United States (US), and has 
experience in developing and using B2C e-commerce.  However, Fabco has recently been 
accused of some unethical business practices (Item 3), and has never worked with media stars 
such as LadyA.  

Alejandra asked Gavin to research both implementation strategies so that she can make a decision 
as soon as possible.  As part of Gavin’s research he has obtained some financial data from Fabco 
(Item 4).

 (a) Identify two features of a wholesaler. [2]

 (b) Using relevant data from Item 4, calculate the acid test (quick) ratio X, for 2014  
(no working required). [1]

 (c) Using Item 4 and your answer to part (b), comment on the changes in  
Fabco’s liquidity. [6]

 (d) Analyse the relationship between the product life cycle, investment and the 
likely profits for LadyA. [9]

 (e) Using information contained in the case study and Items 1–4, recommend 
whether Alejandra should choose strategy A or strategy B in order to 
implement Option 2. [12]

(Additional information is on the following pages)
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Additional information

Item 1: Social networking responses to Gavin Pratt’s appointment

LadyA: News flash!!!  Gavin is my new International Marketing Director!!!!!!!!!!!

Gavin: Wow what an opportunity!!!  We will conquer the world :-)

Fashion journalist: How could someone like Gavin, with no marketing experience, be given this 
opportunity?

Financial journalist: He helped make LadyA a sensation in the US – now the world!

Anonymous (LadyA employee): If you think LadyA is difficult to work with, wait until you meet Gavin! :-(

Item 2: B2C e-commerce sales worldwide, 2012–2017 (in $ billions)

2012 2013 2014 2015 2016 2017
Asia-Pacific 301 384 525 681 856 1053
North America 380 431 483 538 598 660
Europe 319 362 405 447 483 518
South America 38 48 58 65 71 75
Middle East and Africa 21 27 34 40 46 51
Total 1059 1252 1505 1771 2054 2357

[Source: Data: www.emarketer.com]

Item 3: News report on Fabco, 1 December 2014

This year, Fabco’s performance has been outstanding in Asia.  Sales and profits have grown faster 
than many similar businesses in the region.  Strong performance in Asia has enabled Fabco to 
negotiate a business relationship with The Cathy Group, a large chain of retail stores in Asia.

However, concern is growing that Fabco’s business practices are not always ethical.  Fabco sometimes 
ignores minimum wages and has suppliers who do not practice corporate social responsibility (CSR).

Customers are showing a very high level of satisfaction with Fabco.  However, some Fabco customers 
in Europe have reported problems with their online orders and accounts.

(Additional information continues on the following page)
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(Additional information continued)

Item 4: Select financial data for Fabco

2012 2013 2014
Sales revenue (Europe) ($m) 50 45 40
Sales revenue (Asia) ($m) 15 20 30
Sales revenue (South America) ($m) 20 20 22
Net profit margin (%) 50 40 30
Current assets ($m) 3.4 5.0 6.0
Current liabilities ($m) 2.0 3.3 4.6
Stock ($m) 1.4 2.0 5.0
Current ratio 1.7 1.5 1.3
Acid test (quick) ratio 1.0 0.9 X
Gearing ratio (%) 70 75 80
Return on capital employed (ROCE) (%) 15 10 7
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Section A

Answer one question from this section.

1. EcoCycle

Dan Perdue is a sole trader who sells bicycles.  His unique selling point (USP) is bicycles that 
are made from recycled materials using environmentally friendly processes.  Dan’s customers 
are willing to pay high prices for these types of bicycles, and they have a price inelastic demand.  
Currently Dan purchases the bicycles from GreenRide, a local manufacturer.  GreenRide bicycles 
are well made, rarely have defects, and are well known to environmentally conscious cyclists.  
The income elasticity of demand for Dan’s bicycles is greater than one.

Table 1: financial data for Dan’s bicycles, for 2015:
Number of bicycles sold 130
Sales price per bicycle $1000
Variable costs per bicycle $650
Fixed costs per year $42 000

The economy is forecasted to grow in the upcoming years.  To take advantage of the growth 
potential, Dan is considering forming a partnership with David Brown, a skilled mechanic who 
knows how to manufacture bicycles.  Both Dan and David would be equal partners and split 
the profits.  The partnership will begin on 1 January 2016 and would trade under a newly created 
brand, EcoCycle.  Recycled materials and environmentally friendly processes would be used to 
manufacture all the EcoCycle bicycles.  

Table 2: forecasted financial data, for EcoCycle bicycles, for 2016:
Number of EcoCycle bicycles sold 200
Variable costs per EcoCycle bicycle $300
Fixed costs per year $65 000

Dan, however, conducted primary market research which indicated that respondents were only 
willing to pay a much lower price for the untested, unknown brand EcoCycle. 

(This question continues on the following page)
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(Question 1 continued)

 (a) Describe one advantage and one disadvantage, for Dan, of using primary market 
research. [4]

 (b) Using Table 1, calculate for Dan, for 2015: 

  (i) the break-even number of bicycles (show all your working); [2]

  (ii) the total profi t (show all your working). [2]

 (c) Explain one benefi t for Dan of the income elasticity of demand for his bicycles being 
greater than one. [2]

 (d) Using Table 2, for the new EcoCycle bicycles, for 2016:

  (i) calculate the price that Dan must charge to earn a target profi t of $20 000 (with 
sales of 200 EcoCycle bicycles) (show all your working); [2]

  (ii) using your answer to part (i), and assuming that Dan reduces this price by 5 %, 
calculate the number of bicycles EcoCycle must sell to still have a target profi t 
of $20 000. [3]

 (e) Explain two reasons why branding of the new EcoCycle bicycles will be important. [4]

 (f) Examine Dan’s decision to create a partnership with David to manufacture and sell 
EcoCycle bicycles. [6]
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2. Bip Bip (BB)

Nicolás and Loura want to start up a vehicle rental business in Punta del Este, a seaside resort in 
the Southern Hemisphere.  The business will operate as a partnership and be called Bip Bip (BB).  
Tourist numbers are very high during the summer (December to February months in the Southern 
Hemisphere); the beach and water sports attract many tourists.  BB will rent out convertible cars, 
electric cars and minivans.  BB will purchase these vehicles through a leasing scheme.

“Because most rental income will occur in a few months of the year, we must forecast our cash 
position during the slow months and we must follow a budget,” says Loura.  She has forecasted 
the following figures for the first six months of operation, beginning in December 2015.  
All revenues received and costs paid will be in cash.  All cash sales are paid at the time of the 
vehicle rental.

$
Monthly revenue from rentals: December 2015 to 
February 2016 11 000
Monthly revenue from rentals: March to May 2016 1000
Monthly overheads starting in December 2015 2000
Leasing fee for all vehicles, payable by BB every 
other month starting in December 2015 5000
Monthly variable costs: December 2015 to 
February 2016 1500
Monthly variable costs: March to May 2016 300
Opening balance in December 2015 1000

Due to the increasing importance of e-commerce, BB would like to offer an online booking service 
in addition to their website.  Nicolás believes that an online booking service will allow BB to reach 
a wider national and international market, and will also reduce marketing costs.  However, Loura 
argued that e-commerce also has some limitations. 

After further discussion, Nicolás and Loura decided not to set up an online booking service.  
However, after May 2016, they will examine the budget and variances with care to determine if BB 
should offer an online booking service the following year.

(This question continues on the following page)
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(Question 2 continued)

 (a) Describe one reason why customers might be reluctant to use an online booking 
service (e-commerce). [2]

 (b) Identify two features of a partnership.  [2]

 (c) (i) Prepare a monthly cash-fl ow forecast, for BB, for the fi rst six months of operation. [6]

  (ii) Explain BB’s forecasted cash-fl ow position.  [3]

  (iii) Calculate the forecasted net profi t, without any depreciation, for the fi rst 
six months of operation (show all your working). [2]

 (d) In June 2016 BB discovered that some of their forecasts had been inaccurate.

For December 2015, and January and February 2016, variable costs had been 10 % 
lower than forecasted.

  (i) Calculate the impact of lower variable costs on BB’s closing cash balance, at the 
end of February 2016 (show all your working). [2]

  (ii) For March, April and May 2016, revenue was 10 % higher.

Calculate the impact of lower variable costs and higher revenue on BB’s closing 
cash balance, at the end of May 2016 (show all your working). [2]

 (e) Analyse the role of budgets and variances, in strategic planning, for businesses 
such as BB. [6]
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Section B

Answer two questions from this section.

3. Transfer

Transfer is a publicly traded shipping business.  Its success has been built on its ambitious mission 
statement:

“Our shipping business will always be about providing a first class service to our customers and 
making it last.  Whatever it takes.”

Managers at individual regional profit centres were empowered to make their own decisions in 
response to local market conditions.  Transfer’s financial reward package allowed employees to 
share in their regional profit centre’s performance through an employee share-ownership scheme. 
Transfer had consistently won awards for its excellent customer service.  Management and staff 
turnover was very low. 

However, after years of profits that were low by industry standards, Transfer suffered a significant 
financial loss.  The current chief executive officer (CEO) claimed it was due to increased global 
competition and rising direct costs.  Transfer’s non-employee shareholders, who owned 60 % of 
Transfer, demanded that immediate action be taken.  At the most recent annual general meeting 
(AGM) the CEO was forced to resign.  A new CEO, Heather Davies, was appointed.

Heather had a reputation as an autocratic leader.  She had a successful record of returning loss 
making companies to high profits, but only after making significant changes.  At her first press 
conference, Heather announced her plan to: 
• reduce two-way communication and create a much higher degree of centralization within 

Transfer
• remove all profit centres.

Immediately, Heather dismissed many managers who were, in her opinion, unproductive.

She defended her actions by arguing that Transfer had become inefficient, with poor decision 
making at regional levels.  Heather argued that regional profit centre managers were setting their 
own objectives which did not follow the mission statement. 

At the same time, an unknown manager gave a national newspaper interview which was highly 
critical of Heather’s leadership style, with examples of workplace unrest.  When Heather found out, 
she threatened to dismiss any manager who questioned her authority or the new plan.  Six months 
later, Transfer’s share price had grown by 15 % and profits had begun to significantly increase.

(This question continues on the following page)
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Turn over 

(Question 3 continued)

 (a) Identify two characteristics of a company with a high degree of centralization. [2]

 (b) Describe one benefi t of an employee share-ownership scheme. [2]

 (c) Explain one benefi t and one cost of Transfer’s mission statement. [6]

 (d) Examine the decision to remove all profi t centres. [6]

 (e) Discuss the effectiveness of Heather’s leadership style at Transfer. [9]
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4. Mergers in the airline industry

Recently, British Airways merged with Iberia, and Air France merged with KLM.  Both mergers 
resulted in some significant benefits.

Ryanair plans a £560 million takeover of the Irish airline, Aer Lingus, which has failed to deliver 
shareholder dividends.  One shareholder, the Irish government, owns 25 % of the shares of 
Aer Lingus.

Ryanair’s chief executive officer (CEO) said that the proposed takeover could:
• create revenue and a positive return for the Irish government by selling its shares
• create a strong Irish airline capable of competing with major European airlines.

This form of external growth is also occurring in the United States (US).  American Airlines and 
US Airways will merge, forming the nation’s biggest airline, to be called American. 

Airline analysts argue that mergers are necessary to reduce financial uncertainty and restore 
stability to a business that lost about $60 billion in 10 years.  Large airlines with big networks 
can invest in new airplanes, new routes and better facilities, and provide passengers with more 
travel options.  Mergers are likely to increase operational and financial efficiencies and create 
economies of scale.  Airline analysts, favouring airline mergers, emphasize that each merger 
must be approved by appropriate national and international regulatory agencies to ensure that the 
competitive nature of the industry is maintained. 

Other analysts, however, argue that:
• large airlines make it difficult for smaller rivals to compete, and in the long run reduce 

competition.  This situation may lead to higher fares and a poorer service.
• being larger may not make airlines globally competitive.  Some national governments restrict 

operation of foreign airlines within their countries, which allows a local airline monopoly* to exist.
• strategic decisions are difficult to implement as companies grow in size.
• larger is not always better.

[Source: adapted from http://dealbook.nytimes.com;
http://www.guardian.co.uk;
http://www.nytimes.com]

* monopoly: an industry where there may be only one seller/producer of a particular 
 good or service

(This question continues on the following page)
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Turn over 

(Question 4 continued)

 (a) Describe one difference between a merger and a takeover. [2]

 (b) Defi ne the term economies of scale. [2]

 (c) With reference to the airline industry, explain two differences between external growth 
and internal growth. [6]

 (d) Examine the Irish government’s decision to own 25 % of the shares of Aer Lingus. [6]

 (e) With reference to one internal stakeholder and one external stakeholder, discuss the 
statement that “larger is not always better” from the perspective of the airline industry. [9]
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5. Sigma Productions (SP)

Sigma Productions (SP), a market leader with a strong family brand name, develops and sells 
online computer games.  The social, technological and competitive environment is changing 
rapidly.  Product life cycles for online games are becoming much shorter.  SP must keep 
innovating, but this process is costly and time consuming.  It can take at least three years to 
develop and introduce a new computer game to the market. 

One online game, Sigma Starfighter 1, was a major financial success.  Now SP is developing 
a new version, Sigma Starfighter 2, which will be released in 2016.  Its release is causing great 
excitement.  Sigma Starfighter 2 will be priced using penetration pricing.  SP’s main source of 
finance has been retained profits.

SP is developing an application (app) for mobile phones.  The app will allow users to access 
information about the company and try new online games through limited free trials.  The app will 
also add value to the family brand.  The app is expected to be launched before Sigma Starfighter 2 
is released and will be given away for free. 

However, SP’s current cash flow position is weak.  With high research and development (R&D) 
costs, SP needs additional capital to complete the development of the app and Sigma Starfighter 2.  
Four different banks have refused to provide finance.  SP must urgently attract new investors.

 (a) Describe one reason for the importance of innovation for SP. [2]

 (b) Identify the fi rst two stages of the product life cycle. [2]

 (c) Explain one benefi t and one cost of family branding for SP. [6]

 (d) Analyse the appropriateness of penetration pricing for SP when they launch 
Sigma Starfi ghter 2. [6]

 (e) Discuss two problems of fi nancing research and development (R&D) for a business 
such as SP. [9]
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The markbands on pages 3–4 should be used where indicated in the markscheme. 
 

Section A Section B 

Level descriptors 
Q1 
(f) 

Q2 
(e) 

Q3 
(d) 

Q4 
(d) 

Q5 
(d) 

Marks 0–6 

0 
• No knowledge or understanding of relevant issues, 

concepts and theories. 
• No use of appropriate terminology. 

 
1–2  

 

• Little knowledge and understanding of relevant 
issues, concepts and theories. 

• Little use of appropriate terminology. 
• No reference is made to the information in the 

stimulus material.  The response is mainly 
theoretical. 

 
3–4 

• A description or partial analysis/examination with 
relevant knowledge and/or understanding of 
relevant issues, concepts and theories. 

• Some use of appropriate terminology. 
• Some reference is made to the information in the 

stimulus material, not just to the name of the 
organization. 

 
5–6 

 

• A balanced analysis/examination with accurate, 
specific, well-detailed knowledge and understanding 
of relevant issues, concepts and theories. 

• An analysis/examination that uses appropriate 
terminology throughout the response.   

• Explicit references are made to the information in 
the stimulus material. 
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Section B 

Level descriptors 
Q3 
(e) 

Q4 
(e) 

Q5 
(e) 

Marks 0–9 

0 
 

• No knowledge or understanding of relevant issues, 
concepts and theories. 

• No use of appropriate terminology. 

 
1–2 

 

• Little knowledge and understanding of relevant issues, 
concepts and theories. 

• Little use of appropriate terminology. 
• No evidence of judgments and/or conclusions. 
• No reference is made to the information in the stimulus 

material. 

 
3–4 

 

• A description with some knowledge and/or 
understanding of relevant issues, concepts and 
theories. 

• Some use of appropriate terminology. 
• No evidence of judgments and/or conclusions.   
• Some reference is made to the information in the 

stimulus material, not just to the name of the 
organization. 

• The response is mainly theoretical. 

 
5–7 

 

• A response with relevant knowledge and 
understanding of relevant issues, concepts and 
theories. 

• A response that uses relevant and appropriate 
terminology.   

• Evidence of judgments and/or conclusions that are 
little more than unsubstantiated statements that has 
balanced analysis and demonstrates understanding. 

• Explicit references to the information in the stimulus 
material are made at places in the response. 

 
8–9 

 

• A response with accurate, specific, well-detailed 
knowledge and understanding of relevant issues, 
concepts and theories. 

• A response that uses appropriate terminology 
competently throughout the response.   

• A response that includes judgments and/or 
conclusions that is well supported and underpinned by 
a balanced analysis. 

• Explicit references to the information in the stimulus 
material are made throughout the response. 
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Section A 
 
1. (a) Describe one advantage and one disadvantage, for Dan, of using primary 

market research. [4] 
 
Possible advantages for Dan of using primary market research include: 
• Dan can collect first-hand responses based on tailor-made questions by 

distributing questionnaires or interviewing some of his customers, in order to 
discover their opinion on the various marketing mix especially the possible 
pricing strategies.  Dan found valuable information that the customers were 
not willing to pay as high a price as before. 

• Moreover, given the small size of the organization, the customers chosen are 
likely to be a representative sample. 

• The information collected is only available for Dan / EcoCycle.  Competitors 
have no access. 

 
Accept any other relevant advantage. 
 
Possible disadvantages for Dan of using primary market research include: 
• Using / targeting his current customers as a sample, he might overlook 

potential different, viable segments that might be interested in the different 
bicycles he might be selling. 

• Primary market research is likely to be more expensive and time consuming 
for Dan as a sole trader than the use of secondary market research. 

• Dan might not have the knowledge and the experience to design a good, 
unbiased questionnaire or interview. 

 
Accept any other relevant disadvantage. 
 
 
Mark as 2+2. 
 
Award [1] for identifying each appropriate advantage / disadvantage and [1] for 
an appropriate and applicable description up to a maximum of [2]. 
 

 (b) Using Table 1, calculate for Dan, for 2015: 
 
  (i) the break-even number of bicycles (show all your working); [2] 

 
Fixed cost

Break-even point =  
Contribution

 

 

=
− =
$42000

  
$1000 $650 $350 

 

 
= 120 bicycles  
 
N.B. Candidates may use a different method. 
 
 
Award [1] for a correct answer and [1] for correct working.  Award up to a 
maximum of [2]. 
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  (ii) the total profit (show all your working). [2] 
 

Profit = Total revenue – Total cost  
 

( )× + ×=130 $1000 – $42000 $650 130  

 
= $130000 – $126500  
 
= $3500  
 
N.B. Candidates may use a different method, eg contribution per unit x 
margin of safety. 
 
 
Award [1] for a correct answer and [1] for correct working.  Award up to a 
maximum of [2].  Award full marks even if the $ sign is not presented. 

 
 (c) Explain one benefit for Dan of the income elasticity of demand for his bicycles 

being greater than one. [2] 
 
If the income elasticity of demand for his bicycles is greater than one, it means for 
Dan’s business that for every 1 % change in customers’ income, their response in 
terms of spending on purchasing the bicycles is going to be larger than 1 %.  
Practically, given that the economy is forecasted to grow and therefore people 
will experience an increase in their income, for every 1 % increase in income, 
there is going to be a more significant higher spending on Dan’s bicycles.  Dan is 
likely to benefit significantly through increased revenue and if costs remain the 
same then also through increased profits. 
 
 
Award [1] for a relevant and correct benefit for Dan of the consumer demand for 
bicycles being income elastic identified and [1] for an explanation of this benefit 
up to a maximum of [2].  Accept application of names – the correct explanation 
should show understanding of the concept. 
 
N.B. If the explanation is generic and not applied to Dan / the product bicycles / 
EcoCycles award [1]. 
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 (d) Using Table 2, for the new EcoCycle bicycles, for 2016: 
 
  (i) Calculate the price that Dan must charge to earn a target profit of $20 000 

(with sales of 200 EcoCycle bicycles) (show all your working); [2] 

 

Price needed to reach a target rate of profit 
+target profit total cost

=  
200 units

 

( )+ + ×
=

$20000 $65000 200 units $300
 

200 units
 

 
= $725 per EcoCycle bicycle 
 
 
Award [1] for a correct answer and [1] for correct working.  Award up to a 
maximum of [2]. 

 
  (ii) using your answer to part (i), and assuming that Dan reduces this price by 

5 %, calculate the number of bicycles EcoCycle must sell to still have a 
target profit of $20 000. [3] 

 
A 5 % reduction of the price of $725 is $36.25 
 
The new price is therefore: $725 – $36.25 = $688.75 
 
The number of bicycles that must be sold to achieve the same level of profit: 
 
Total revenue – Total cost = $20 000 

( )+$688.75X – $65000 $300X = $20000  

$688.75X – $65000 – $300X = $20000  

$388.75X = $85000  
X = 218.65 to 2d.p  
 
219 EcoCycle bicycles need to be sold to reach a target profit of $20 000. 
 
N.B. Do not accept 218 bicycles as EC will not reach the target profit. 
 
Award credit for a logical / clear method that results in a correct answer 
even if there are no headings. 
 
If the candidate rounded up the new price but the working is correct, award 
a maximum of [2]. 
 
Accept any other method. 
 
Allow candidate own figure rule (OFR). 
 
 
Award [1] for the correct calculation of the reduced price. 
 
Award [1] for the correct number of bicycles and [1] for correct working. 
 
If no workings are shown, but the final answers are correct, award a maximum of [2]. 
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(e) Explain two reasons why branding of the new EcoCycle bicycles will be 
important. [4] 
 
Moving away from GreenRide, and not really having much of a new USP,  
Dan needs to brand EcoCycle.  The market research clearly indicates that 
currently the customers’ perception of the brand is somewhat different to what 
Dan expected.  Branding has a vital role in creating awareness of the EcoCycle 
bicycles as well as the right positioning and perceptions supported by a USP / 
some sort of differentiation.  Successful branding could lead to more customer 
loyalty.  Hence, the availability of substitutes, like GreenRide, is reduced in their 
minds.  EcoCycle bicycle’s demand will increase, market share should also 
increase and more revenue / profit is likely to be generated. 
 
Strong branding will create barriers to entry for other bicycle producers.  Some 
potential competitors may be reluctant to enter the market.  EcoCycle’s market 
power may increase / increase in demand. 

 
If Dan and David are able to create a strong brand image with the desired 
positioning, the more price inelastic they will be to EcoCycle, hence less 
responsive to possible increases in the price of the bicycles and be able to 
tolerate a high (premium) price.  The market research clearly indicates that 
currently the customers’ perception of the brand is somewhat different to what 
Dan perhaps expected and customers expect a reduction in the price of the 
EcoCycle bicycles due to its untested nature.  Correct and successful branding 
should address this issue, hence more flexibility in setting a high price possibly in 
the future to cover the costs and increase profit. 
 
It is not expected that candidates will refer to price elasticity in their answers, 
but they do have to show understanding of the current reluctance of the 
customers to pay a high price. 
 
N.B. Reward candidates that cover other relevant but different issues not just an 
extension of the above points / issues. 
 
 
Award [1–2] for a response that lacks some depth.  For [1] the response may 
only refer to one reason why branding is important to the new EcoCycle bicycles.  
For [2], one reason is given in depth only and may refer to either only loyalty or 
market power and or pricing implications. 
 
Award [3–4] for a response that clearly explains the importance of branding for 
the new EcoCycle bicycles.  For [4], two reasons are explained and may refer to 
building loyalty and the ability of Dan to charge in the future, higher than currently 
expected prices / or increased market power.  For [3], the explanation includes 
two aspects, but it is unequal. 
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 (f) Examine Dan’s decision to create a partnership with David to manufacture and 
sell EcoCycle bicycles. [6] 
 
Currently, as a sole trader Dan makes a very small amount of profit: $3500.   
This amount is probably not sustainable hence; a solution has to be found. 
 
Through a partnership with David, perhaps Dan can specialize in marketing while 
David’s specialization clearly lies in the operation function of the business.  Both 
have complementary skills.  One of the advantages of forming a partnership is 
specialization of the partners and sharing the burden and responsibilities of 
running the organization.  Decision-making in this new business will be improved 
due to shared skills / experience. 
 
The increased capacity of the new business will enable Dan / EcoCycle to create 
a strategic fit between internal strengths like good manufacturing of the bicycles 
and the growth opportunities in the external environment. 
 
It implies, that David will bring a considerable amount of assets and funds to 
increase the capacity from 130 to 200 bicycles. 
 
The increased capacity and different costs due to the partnership will indeed 
enable Dan to charge a lower price of $725 or less which is around 25 % 
reduction in price, which Dan discovered that he must do given the results of the 
market research.  A price reduction will make the business more customer 
focused. 
 
Profit will have to be shared but given quantitative results, the profit for Dan will 
increase considerably in 2016, after the partnership has been establish.  Even 
after dividing the $20 000 between the two partners, Dan will have $10 000 profit, 
much more than $3500. 
 
The procedures of forming a partnership are minimal, short and not very 
expensive.  The partnership does not have to be approved by any legal body.  
Financial documents of the business will not have to be published. 
 
However, if the price is reduced due to the lower product positioning and current 
customers’ brand perception, the business will not have the capacity to 
manufacture and sell the 219 bicycles required to achieve the target profit of 
$20 000. 
 
Forming a partnership with David will not enable Dan to have limited liability.   
The risk of losing his personal assets which will be larger than before, still exists. 
 
Some disagreement between David and Dan might occur and the partnership 
may have to be dissolved if they cannot reach an agreement.  It will take some 
time to see how well Dan and David can operate together before we can make a 
judgment over whether the partnership will be a success. 
 
Accept any other relevant and applicable argument for or against. 
 
Allow candidate own figure rule (OFR). 
 
It is expected that the candidate goes beyond just a theoretical coverage of the 
advantages and disadvantages of forming a partnership and incorporate / apply 
perhaps some relevant financial information and other information / issues from 
the stimulus material such as the issue of increased capacity and so on. 
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Candidates might not use specific figures, but relevant application to the issue of 
forming a partnership for manufacturing the EcoCycle bicycles is expected.  
Application should go beyond just mentioning the names. 
 
It is not expected that the candidates covers all of the above issues. 
 
For one relevant issue that is one-sided, award up to [3].  For more than one 
relevant issue that is one-sided, award up to a maximum of [4]. 
 
For one relevant argument for and one relevant argument against award up  
to [4]. 

For [5] it is expected that the examination is relevant and detailed, but it may 
lack some balance.  For example, it includes only two detailed arguments for 
and one detailed argument against. 

For [6] it is expected that the examination will contain at least two detailed 
arguments for and at least two detailed arguments against Dan’s decision to 
create a partnership with David to manufacture and sell EcoCycle bicycles. 
 
 
Marks should be allocated according to the markbands on page 3. 
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2. (a) Describe one reason why customers might be reluctant to use an online booking 
service (e-commerce). [2] 
 
Possible reasons why customers might be reluctant to use an online booking 
service (e-commerce) include: 
• Security reasons: sometimes e-commerce is “hacked” and thieves steal credit 

card numbers or money. 
• Impersonal service: many customers find online booking services impersonal 

or intimidating because they are not interacting with a human being. 
• Lack of access: though this is less of a problem today, not everyone has easy 

access to computers, or the internet, or has a computer and internet access 
that can handle the most up-to-date software or applications, thus making  
e-commerce difficult. 

 
Accept any other relevant reason. 
 
 
Award [1] for a correct identification of a reason and [1] for a relevant description.  
Award up to a maximum of [2]. Application is not expected. 

 
 (b) Identify two features of a partnership. [2] 

 
Possible features include: 
• it’s an association between 2 to 20 partners 
• partners do not have limited liability 
• it is an unincorporated business. 

 
Accept any other relevant feature. 

 
 

Award [1] for each appropriate feature identified up to a maximum of [2]. 
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 (c) (i) Prepare a monthly cash-flow forecast, for BB, for the first six months of 
operation. [6] 

 
   All figures are in $. 
 

 December 
2015 

January 
2016 

February 
2016 

March 
2016 

April 2016 May 2016 

Sales revenue 11 000 11 000 11 000 1000 1000 1000 
Total receipts  

11 000 
 

11 000 
 

11 000 
 

1000 
 

1000 
 

1000 
Overheads 2000 2000 2000 2000 2000 2000 
Leasing fee 5000  5000  5000  
Variable costs  

1500 
 

1500 
 

1500 
 

300 
 

300 
 

300 
Total 
payments 

 
8500 

 
3500 

 
8500 

 
2300 

 
7300 

 
2300 

Net cash flow 2500 7500 2500 –1300 –6300 –1300 
Opening 
balance 

 
1000 

 
3500 

 
11 000 

 
13 500 

 
12 200 

 
5900 

Closing cash 
balance 

 
3500 

 
11000 

 
13500 

 
12200 

 
5900 

 
4600 

 
  Accept slightly different headings / format. 
 
  N.B. Allow candidate own figure rule (OFR): if a candidate makes an error 

in one row and carries it through the remainder of the forecast, that is only 
one error.  This provision includes both mathematical errors and conceptual 
errors (for example, if a candidate has the leasing fee monthly rather than 
every other month, it is one error) and candidates should only lose [1] for 
that error. 

 
  Award [1] if the candidate conveys some understanding of what a cash-

flow forecast is, but otherwise the forecast is largely inaccurate, incomplete, 
or illegible. 

 
  Award [2–3] if a cash-flow forecast is drawn, but either it is not in a 

generally accepted format or it is untidy, and the forecast contains two or 
more errors, which could include, in addition to number placement 
problems and mathematical errors, conceptual errors (using the word 
“profit” rather than “net cash flow”) or omissions, such as not having a line 
like “closing balance”. 

 
  Award [4–5] if the cash-flow forecast is drawn essentially correctly and 

neatly in a generally accepted format, but there is one error for [5] or two 
errors for [4]. 

 
   Award [6] if the cash-flow forecast is drawn accurately and neatly in a 

generally accepted format, and is error free.  Substituting the term “net 
profit” in the cash-flow forecast for “net cash flow” is inaccurate. 

 
  If the candidate has only one row for all cash outflows, subtract [1]  

from the total mark awarded. 
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  (ii) Explain BB’s forecasted cash-flow position.  [3] 
 

Although the cash balance is positive at the end of six months, the monthly 
net cash flows are only positive in the first 3 months.  If the figures for 
remaining low-season months (June through November) continue, BB’s 
cash balance would be negative by the end of month 7 (June) and, by the 
opening of high season next summer, the cash balance would be  
−$18 200, far greater than the cumulative positive balances for the 3 peak 
months.  The cash-flow forecast shows that the current business model is 
not sustainable. 
 
Allow candidate own figure rule (OFR). 
 
 
Award [1] for an accurate basic description. 
Award an additional [1] for an explanation that incorporates some reference 
to specific figures, which could be actual numbers or references to a 
specific row in specific time periods (“net cash flows in December, January, 
and February”) is a specific reference to actual numbers, even if numbers 
are not present in the text, whereas “In the seasons that they do not rent as 
much, the cash inflows do not sustain their cash outflows” is not a specific 
reference to specific numbers). 
Award [1] if the candidate recognizes that the business will have a deficit or 
cash-flow problems in the months to come.   

N.B. A candidate could produce a response that earns [1] for a basic 
description and [1] for recognizing a deficit in months to come for a total of 
[2], even though the candidate did not have specific reference to numbers. 
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  (iii) Calculate the forecasted net profit, without any depreciation, for the first 

six months of operation (show all your working). [2] 
 
Method 1 
 
Profit = sales revenue – total costs 
 
Sales revenue = 11000×3 +1000×3 = $36000  
 
Total costs = overheads + variable costs + leasing fee 
Total costs = 2000 × 6 +1500 × 3 + 300 × 3 + 5000 × 3  

= 12000 + 4500 + 900 +15000 = $32400  

Forecasted net profit = 36000 – 32 400= $3600  
 
Method 2 (allow OFR) 
 
Closing balance in May – opening balance in December  
= 4600 – 1000 = $3600 
 
 
Award [1] for correct working and [1] for the correct answer.  Award up to a 
maximum of [2]. 
 

   A candidate may calculate monthly profit for all six months such as: 
 
   All figures in $ 
 

 December January February March April May 
Revenue 11 000 11 000 11 000 1000 1000 1000 
Expenses 8500 3500 8500 2300 7300  2300 
Net profit 2500 7500 2500   −1300 −6300 −1300 

 
This approach is acceptable, even if a total for all six months is not 
produced.  Award [1] for working and [1] for the correct answer (all six 
months correct, though OFR does apply).  Award up to a maximum of [2]. 
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 (d) In June 2016, BB discovered that some of their forecasts had been inaccurate. 
 

For December 2015, and January and February 2016, variable costs had been 
10 % lower than forecasted. 

 
  (i) Calculate the impact of lower variable costs on BB’s closing cash balance, 

at the end of February 2016 (show all your working). [2] 
 
Variable cost (VC) = 1500 
 
10% lower VC =1500×0.9 =1350  per month 
 
VC should be $150 lower per month 
 
150 x 3 = 450 saving from December 2015 to February 2016 
 
$13 500 closing balance at end of February + 450 = $13 950 
 
Allow candidate own figure rule (OFR). 
 
 
Award [1] for correct working and [1] for a correct answer.  Award up to a 
maximum of [2]. 
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  (ii) For March, April and May 2016, revenue was 10 % higher. 
 

Calculate the impact of lower variable costs and higher revenue on BB’s 
closing cash balance, at the end of May 2016 (show all your working). [2] 

 
Method 1 
 
10% = $100 increase in total revenue per month x 3 = $300 in total 

 
The closing balance in May 2016 has an improvement of $5350: 
4600 + 450 (lower VC Dec to Feb) + 300 (higher revenue Mar to May) 
 = $5350 closing balance for May 
 
Method 2 
 
Calculating the new variable costs based on 10% reduction = 100: the first 
calculation. 
Multiply by 3 to arrive to the total reduction of 300: second calculation. 
Add to the closing balance at the end of May: third calculation. 
Transfer the 450 reduction to the closing balance at the end of May, or use 
closing balance of 13 950 at the end of February. 
Add the figures together / the saving together of 750 to arrive at the final 
closing figure of $5350 at the end of May: (4600 + 750 = 5350). 
 
Accept any other correct working. 
 
Allow candidate own figure rule (OFR). 
 
 
Award [1] for correct working and [1] for a correct answer.  Award up to a 
maximum of [2]. 
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 (e) Analyse the role of budgets and variances, in strategic planning, for businesses  
such as BB. [6] 
 
Budgets are an important planning tool for businesses, as they are based upon 
forecasted revenues and costs, thus providing a business such as BB a 
framework as part of its strategic planning.  It translates objectives and strategies 
/ financial discipline. 
 
A budget is essentially a tool for resource allocation as part of a strategic 
planning. 
 
Budgets provides financial direction / discipline for a business / BB.  Managers 
such as Nicolás and Loura know to limit expenditures to remain within their 
allocated resources and to ensure that the forecasted revenue are also met. 
 
However, the process of budgeting is time consuming especially for Nicolás and 
Loura as both are inexperienced.  Still, given the small size of the business, one 
may argue that the process can be quick and relatively efficient. 

 
Budgets, especially if negotiated rather than imposed, can create a sense of 
clarity / direction, unity, and if adhered to / achieved, sense of achievement to 
BB’s employees. 
 
However, budgets are a form of forecast.  Actual revenue or expenditure can 
differ due to internal and external circumstances. 
 
For this reason, analysing variances, or instances when revenue or expenditures 
differed from the budget can be helpful.  If a business can understand why 
particular expenses or revenues were higher or lower than budgets, in 
subsequent periods, budgets can be adjusted depending on the reasons why a 
variance occurred, allowing for better decision-making about allocation of 
resources. 
 
Budgets can create resentment and demotivation among BB employees, 
especially if unrealistic high targets for revenue and low targets for expenditure 
are set.  There may also be some disagreement between Nicolás and Loura 
especially as they lack experience.  Unhealthy competition may occur. 
 
Moreover, analysing variances can also take up time and resources.  The 
partners of BB, who are essentially the decision makers, can be biased in their 
interpretation of the variances.  They may have to employ an accountant or 
outside person to give them a more objective view of the performance of the 
business. 
 
Accept any other relevant analysis. 
 
It is not expected that the candidates covers all of the above issues. 
 
Do not credit an answer that refers to different sources of finance to deal with the 
forecasted / budgeted cash flow problems. 
 
It is expected that candidates refer to: the issue of strategic planning; budgets 
and not just cash flow. 
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Since there are two issues / concepts to analyse, one argument for and one 
argument against each (budgets and variances) should be judged as a balance 
response. 
 
Accept generic application as there is not much specified in the stimulus. 
A balance response of one concept / issue, award up to [4]. 

For [5] it is expected that the analysis is relevant and detailed, but it may lack 
some balance.  For example, it includes only two detailed arguments for and 
one detailed argument against. 

For [6] it is expected that the analysis will contain at least two detailed arguments 
for and at least two detailed arguments against budgets and variances, in 
strategic planning, for businesses such as BB. 
 
 
Marks should be allocated according to the markbands on page 3. 
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Section B 
 
3. (a) Identify two characteristics of a company with a high degree of centralization. [2] 

 
Characteristics include: 
• decision-making being made by a small number of directors/managers/owners 
• limited, if any, two-way communication between levels of hierarchy. 
 
Accept any other relevant characteristic. 
 
 
Award [1] for each characteristic correctly identified.  Up to a maximum of [2]. 

 
 (b) Describe one benefit of an employee share-ownership scheme. [2] 

 
Possible benefits to employees of an employee share-ownership scheme include: 
• financial gain in the form of dividends or capital gain 
• as shareholders, they will have the right to vote at the AGM and approve,  

or otherwise, the strategic decision of the board of directors. 
 
Possible benefits to Transfer of an employee share-ownership scheme include: 
• increased motivation of staff and hence productivity improvements 
• a reduction in waste and an acceptance of the mission statement 
• staff turnover will be lower, if motivated, leading to reduced induction, training 

and recruitment costs. 
 
N.B. The benefit of an employee share-ownership scheme could be in the 
context of the employee and/or the employer. 
 
 
Award [1] for a relevant benefit identified and [1] for a description of this benefit.  
Up to a maximum of [2]. 
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 (c) Explain one benefit and one cost of Transfer’s mission statement. [6] 
 
A mission statement is designed to guide the current objectives and operations of 
Transfer.  Managers, customers, will be attracted to Transfer for its excellent 
customer service and commitment to satisfying needs whatever the cost.   
This could be a possible USP within the shipping industry, in an era of increased 
global competition. 
 
Maintaining their quality benchmark of a first class business, in a first class way, 
through the mission statement can provide a sense of direction and can be 
motivating for the workers.  There is evidence in the stimulus that the workers are 
motivated and the staff turnover is very low. 
 
However, the mission statement can be a problem for Transfer given that the firm 
has experienced a significant financial loss.  “First class service” may have an 
expensive cost aspect as the stimulus reveals.  “Whatever it takes”, implies 
further that Transfer will carry out its service regardless of the impact on 
profitability and this may be unwise.  The mission statement may be seen as 
unrealistic and too ambitious for different stakeholders to believe in it. 
 
The mission statement represents a noble if costly exercise, which it would 
appear that Transfer does not have the financial resources to honour. 
 
Accept any other relevant issue. 
 
N.B. Candidates may refer to some benefits to different stakeholders. 
 
N.B. Application could relate not just to repeating the statement, but to the 
consequences. 
 
 
Mark as 3+3. 
 
Award [1] for identification of the relevant benefit / cost, [1] for a clear explanation 
and [1] for full application to Transfer and not just the name of the business.  
Award a maximum of [3]. 
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 (d) Examine the decision to remove all profit centres. [6] 
 
  Possible arguments against: 

Transfer’s success has been built on regional profit centres with empowerment 
for local managers.  By removing profit centres the accountability of each  
centre in different regions will be removed.  Staff will be less motivated as  
decision-making power that goes with profit centres will disappear.  Constructive 
competition between the regions may also be eroded.  Overall, Transfer’s quality 
may be reduced as the link to profit sharing has gone and the mission statement 
and the consequent objectives may not be fulfilled.  It might be harder for Heather 
to monitor performance of individual parts of Transfer.  Removing profit centres is 
risky given that employees own 40% of the organization.  The link to profit 
sharing has gone which could be demotivating. 
 
However, there is evidence from the stimulus that profit centres are not providing 
the competitive edge that Transfer’s mission statement would suggest.  Costs are 
rising and increasing global competition will drive down revenues.  
 
Moreover, the managers did not follow the mission statement and set their own 
objectives.  Hence centralization will align all regions with Transfer’s objectives.  
Consistency will be created.  Transfer could avoid duplication of resources by 
removing the profit centres and perhaps reach purchasing / promotion / 
managerial economies of scale which is very essential now that a loss is being 
made.  Cost cutting is a must. 
 
The move to centralization will increase efficiency and improve communication. 
Moreover, monitoring and compiling profit centre data can be time consuming 
and expensive for Transfer.  The move to remove all profit centres and increase 
centralization would fit more closely with Heather’s leadership style and may 
have pleased the other shareholders. 

 
Accept any other relevant examination. 
 
N.B. It is not expected that candidates incorporate all of the above points/issues. 
 
Do not highly credit candidates that show no evidence of understanding of the 
meaning / the nature of profit centres, but refer to a decision to remove regional 
production.  The assumption, based on the stimulus, is that the regional centres 
remain. 
 
 
For one relevant issue that is one-sided, award up to [3].  For more than one 
relevant issue that is one-sided, award up to a maximum of [4]. 
 
For one relevant argument for and one relevant argument against award up  
to [4]. 
 
For [5] it is expected that the examination is relevant and detailed, but it may 
lack some balance.  For example, it includes only two detailed arguments for 
and one detailed argument against. 
For [6] candidates must give a balanced examination of two possible arguments 
for and two possible arguments against the decision to remove all profit centres. 

 
 
Marks should be allocated according to the markbands on page 3. 
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 (e) Discuss the effectiveness of Heather’s leadership style at Transfer. [9] 
 
From a financial point of view, given the increase in profits and share price, 
Heather’s leadership style could be considered to be a success.  Non-employee 
shareholders who voted for the changes at the AGM will clearly be very pleased.  
The stimulus indicates that the previous organizational structure was too 
bureaucratic with empowerment and a resistance to change despite the poor 
industry performance leading to the dramatic financial loss.  The empowerment 
factor may have led to some managers underestimating the extent of Transfer’s 
financial difficulties and to set new objectives without considering the financial 
implications.  Too much emphasis was put on customer service, but with a 
decrease in productivity. 
 
The turnaround in Transfer’s performance occurred within six months.  This is a 
very rapid and significant improvement given the performance of previous years. 
 
However, one may argue that the short-term success is indeed impressive but 
may not last in the medium and long term when employees and managers will 
fear her and resent the new culture of Transfer.  Low level of motivation, potential 
high staff turnover may create a real problem for Transfer.  An autocratic leader 
who will do “whatever it takes” to return Transfer to profitability may severely 
affect motivation. 
 
Recruitment of new employees may be difficult when Transfer expand and need 
more staff.  Customers may also choose competitors due to rumours of the 
threats to the employees and Heather’s leadership style.  Negative publicity from 
a newspaper article is already evident. 
 
Heather’s leadership style may conflict with the mission statement of the 
company (although this may be what she intends to happen) and may lead to 
industrial action and further unrest, but more importantly to the loss of its USP.  
However, the stimulus refers to Heather’s past in turning other companies 
around.  This might suggest that her tenure is only likely to be short term anyway, 
perhaps to be followed by a more paternalistic leadership style. 
 
Possible judgment: 
 
The stimulus indicates that Transfer needed to change after a number of years of 
less than satisfactory performance.  Centralization and a reduction in 
communication may speed up decision making at Transfer and there seems to be 
a need for increased productivity.  Heather’s changes has quickened the 
recovery and was financially successful. 

 
However, effectiveness cannot be judged on quantitative issues only. 
Given the change, it could lead to long term qualitative problems, perhaps the 
change has been too dramatic and perhaps a paternalistic leadership style 
should have been adopted, or perhaps not all of her suggestions should have 
been implemented at once, but introduced more incrementally.  
 
Heather’s changes may have been successful financially in the short run, but we 
must question whether they will continue to be so over the longer term. 
 
Accept any substantiated discussion. 
 
N.B. It is not expected that the candidates incorporate all of the above 
points/issues. 
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A balanced response is one that covers at least two issues for and at least two 
issues against. 

 
For one relevant issue that is one-sided, award up to [3].  If the response is a 
one-sided relevant approach with no discussion award a maximum of [4]. 
 
Award a maximum of [5] if the answer is of a standard that shows balanced 
analysis and understanding throughout the response with reference to the 
stimulus material but there is no judgment / conclusion. 
 
Candidates cannot reach the [5–7] markband if they give judgment/conclusions 
that are not based on analysis/explanation already given in their answer. 
 
Marks should be allocated according to the markbands on page 4. 
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4. (a) Describe one difference between a merger and a takeover. [2] 
 

The difference between a merger and a takeover is that a merger is largely done 
in a friendly or voluntary manner.  The managements and the shareholders of 
both companies agree to bring both firms together under a common board of 
directors and create one new legal entity. 
 
In contrast a takeover is commonly hostile or involuntary. 
 
For one company to takeover / take control of another company, the majority of 
shares has to be bought by the bidder, usually 51 %.  (It can be less.) 

 
N.B. The difference does not have to be based on being hostile or not as a 
takeover can also be friendly.  The candidates need to show understanding of the 
need to buy shares to gain control for a takeover for full marks. 
 
Candidates are not expected to word their description exactly as above. 
 
 
Award [1] for a basic description that conveys partial knowledge and 
understanding of either a merger or a takeover. 
 
Award [2] for a full, clear description that conveys knowledge and understanding 
similar to the answer above. 

 
 (b) Define the term economies of scale. [2] 

 
Economies of scale are the factors that cause a reduction in average costs / cost 
per unit as the organization increases the scale of production. 
 
 
Award [1] if the candidate refers just to the growth of an organization rather than 
to the scale of production. 
 
Candidates are not expected to word their definition exactly as above. 
 
Award [1] for a basic definition that conveys partial knowledge and 
understanding. 
 
Award [2] for a full, clear definition that conveys knowledge and understanding 
similar to the answer above. 
 
For only a relevant: example or application to the stimulus award [1]. 
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 (c) With reference to the airline industry, explain two differences between external 
growth and internal growth. [6] 
 
Internal growth within the airline industry occurs when the airline itself grows 
organically by using its own resources to increase its scale of operation / 
increasing revenue and market share.  Typically through investment in more 
aircrafts, new routes/destinations (or as stated in the stimulus more travel 
options), by targeting new passenger segments / different classes, heavy 
promotion, changes and its pricing strategies – to name some examples. 
 
Internal growth will allow each individual airline to maintain full ownership / control 
of the process in terms of expenditure and speed.  Internal growth is often a 
cheaper strategic option than external. 
 
External growth within the airline industry occurs with interaction / involvement of 
other airline(s) typically through mergers, acquisition, joint ventures or a strategic 
alliance.  The stimulus provides examples of friendly mergers between American 
airlines as well as between two European airlines on top of the current proposed 
takeover (hostile) of Aer Lingus by Ryanair. 
 
External growth will give an airline a faster growth option while reducing 
competition in the market.  American is now the biggest carrier in the US. 
 
External growth is an expensive option.  The proposed takeover of Aer Lingus will 
cost Ryanair £560 million. 
 
Accept any other relevant and applicable difference. 
 
 
Mark as 3+3. 
 
Award [1] for identifying each appropriate difference between the two methods of 
growth, [1] for an appropriate explanation and [1] for a further development of 
this explanation with reference to the airline industry.  Award a maximum of [3]. 
 
Award a maximum of [2] for each difference explained if no relevant reference is 
made to the stimulus material / airline industry. 

 
 (d) Examine the Irish government’s decision to own 25 % of the shares of  

Aer Lingus. [6] 
 
One possible reason for the Irish government’s decision to own 25 % of shares 
in Aer Lingus is to raise revenue in the form of dividends from the profit of a 
commercial airline.  Owning 25 % of a commercial airline that can generate profit 
can give the Irish government a substantial sum of money.  The Irish government 
needs revenue to peruse its economic objectives.  Dividends shared among all 
shareholders is one source of revenue.  In short, a profit / commercial motive. 
 
However, it is implied in the stimulus that such an expected profit motive / 
commercial interest was perhaps not a good decision as profit / dividends has not 
been materialized as yet for the Irish government.  Only by selling its shares will 
the Irish government get its first commercial return. 
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Another possible reason / positive benefit is to make a capital gain by selling its 
shares when the government sees fit.  It is stated in the stimulus that the Irish 
government will make a positive return by selling its shares in Aer Lingus.  
Hence, a commercial success. 
 
However, some citizens and competitors may argue that the decision to buy 
shares in an airline and waiting for some positive return for such a long time is a 
waste of tax payers’ money.  The money could have been spent on perhaps 
more worthwhile provisions by the government. 
 
Furthermore, some critics may argue that this decision reduced the incentive for 
Aer Lingus to be a commercial success. 
 
Still, national pride of being part owner of a national airline can be seen as 
another possible reason.  The Irish government might have a strong national 
interest of enabling an Irish airline to compete with other airlines by providing the 
funds for investment.  There may be significant longer term benefits and future 
dividends and returns from having an interest in an airline which is able to 
generate longer term growth through being more competitive. 
 
Candidates may mention security / political reasons and any other relevant 
reason. 
 
Accept any relevant arguments for and against. 
 
 
N.B. It is not expected that the candidates incorporate all of the above 
points/issues. 
 
For one relevant issue that is one-sided, award up to [3].  For more than one 
relevant issue that is one-sided, award up to a maximum of [4]. 
 
For one relevant argument for and one relevant argument against award up  
to [4]. 

For [5] it is expected that the analysis is relevant and detailed, but it may lack 
some balance.  For example, it includes only two detailed arguments for and 
one detailed argument against. 

For [6] candidates must give a balanced examination of two possible arguments 
for and two possible arguments against the Irish government’s decision to own 
25% of the shares of Aer Lingus. 
 
 
Marks should be allocated according to the markbands on page 3. 
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 (e) With reference to one internal stakeholder and one external stakeholder, discuss 
the statement that “larger is not always better” from the perspective of the airline 
industry. [9] 
 
Candidates should look at the issue from two perspectives: Internal, such as from 
the employees / managers, or any relevant internal stakeholders’ point of view.  
They should also look at the issues from an external stakeholders’ point of view 
such as passengers / customers (see below). 
 
From the customers / passengers point of view: 
 
On the positive side, as indicated in the stimulus, a larger company like American 
can experience different economies of scale that can benefit the passengers: 
• financial economies of scale – a larger airline could raise more finance 

cheaply to buy new and more comfortable aircraft(s) 
• technical economies of scale will enable a larger airline to become more 

efficient by reducing operating costs per flight, hence the price of a ticket can 
be reduced. 

 
Analysts suggest that a merger in order to grow will enable the new airline to 
rationalize and create a possible small monopoly/domination on some routes as 
well as create some economies of scales, such as operation and purchasing.  
The new airline is likely to be more cost efficient which is a significant argument 
especially in the short run given the amount of current losses. 
 
Consequently, customers may experience some price reduction as well as a 
more comfortable and possibly safer aircraft. 
 
However, given the large size and the larger market share (combined) and the 
suggested small monopoly/domination, it is unlikely that the prices will be 
reduced, especially if the bargaining power of the airline is likely to increase.  
Customers may end up with less choice, a poorer service and higher prices 
imposed by a large airline that monopolizes the market.  The stimulus makes a 
reference to such a possibility. 
 
Other possible internal stakeholders: 
 
Larger airlines such as the newly created American, is likely to be more cost 
efficient which is a significant benefit for the operation manager / employees as 
well as the finance manager.  Efficiency due to size with subsequent lower costs 
and increased profit can significantly increase the motivation of managers and 
employees.  Moreover, a rewards system might be based on such performance. 
 
Managers’ objectives for increased power / self-satisfaction of managing a large 
number of employees may also increase. 
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On the other hand, one may argue that working for a large airline like the creation 
of American, the US biggest airline, will reduce employees’ motivation given 
some possible lack of contact with managers and from feeling like a small and 
insignificant part of a very large group of employees.  Customer service, which is 
an extremely significant issue in a service industry (people, process) might be 
negatively affected. 
 
Communication barriers may be erected in a large organization which may affect 
each and every employee negatively. 
 
Internal diseconomies of scale may be created due to the large size which can 
negatively affect all employees and managers’ morale and competencies. 
 
External stakeholders such as competitors and or regulatory bodies. 
 
Competitors: 
 
Being a large airline might be seen by the organization strategists as a necessary 
action to an increase in global competitiveness of other airline groups like AIG, 
KLM / Air France etc and many others yet to be faced in the growing global 
market place. 
 
However, being large might not be sufficient / appropriate to create customer 
values and global competitiveness which is currently the main problem of the 
large airlines.  Cost efficiency will not solve these deficiencies, hence, a larger 
airline is unlikely to be successful especially if competitors follow suit.  It will 
become increasingly difficult to create a USP apart from perhaps location or 
destinations.  There is evidence from the stimulus that there are a number of  
mergers / takeovers. 
 
Regulatory bodies: 
 
Also larger airlines are more likely to catch the attention of the American MMC or 
any national regulatory body.  A reference to such a possibility is also mentioned 
in the stimulus.  These bodies are likely to put some restrictions on the operation 
of the newly created large airline or any other established large airline.  
Restrictions may be put on the top management team and decision making in 
terms of routes, landing slots, pricing etc.  Management freedom may be 
reduced.  Moreover, finance managers may spend a large sum of money on legal 
battles / procedures. 
 
Accept any other relevant and applicable argument for or against the notion of 
being large is not always better from the perspective of any relevant internal or 
external stakeholder. 
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In conclusion, one should not undermine the benefits of being a large airline and 
the possibilities of reducing costs, increasing prices and hence increasing profit 
and cash flow.  The profit can potentially be invested in improving customer 
service in the medium to longer term, done from a stronger financial position.  
However, management at large airlines should be aware of possible inefficiencies 
in the extra 3Ps as well as other diseconomies of scale and the inevitable interest 
which being large will develop from competitors.  Nevertheless, it appears that 
merger and acquisitions are the prevailing trend in the airline industry and many 
airlines use these strategy even as a defensive measure.  The evidence in the 
stimulus clearly demonstrate this point whereas the notion that larger may not 
always be better perhaps more theoretical / suggested by analysts and hence of 
lesser weight. 
 
However, one cannot accept the notion that larger is not always better. 
 
Candidates are expected to use the airline industry as an example and to 
comment on the merit or otherwise of their arguments.  Other stakeholders could 
be considered. 
 
Accept any substantiated discussion. 
 
N.B. It is not expected that the candidate incorporates all of the above 
points/issues. 
 
A balanced response is one that covers at least two issues for and at least two 
issues against. 
 
In this case, as discussion in relation to two stakeholders is expected, one 
argument for and one argument against for each stakeholder is sufficient.  
Candidates can provide a balance response comparing and contrasting the 
effects on different stakeholders, eg, positive effects on customers but negative 
effects on employees, but at least two arguments for and two arguments against 
for balance. 
 
If there is no classification of the stakeholders in term of internal / external award 
up to a maximum of [7]. 
 
For one relevant issue that is one-sided, award up to [3].  If the response is a 
one-sided relevant approach with no discussion award a maximum of [4]. 
 
Award a maximum of [5] if the answer is of a standard that shows balanced 
analysis and understanding throughout the response with reference to the 
stimulus material but there is no judgment / conclusion, or the there is only 
reference to either one internal stakeholder (balanced analysis) or one external 
stakeholders (balanced analysis with a judgment). 
 
Candidates cannot reach the [5–7] markband if they give judgment/conclusions 
that are not based on analysis/explanation already given in their answer. 
 
 
Marks should be allocated according to the markbands on page 4. 
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5. (a) Describe one reason for the importance of innovation for SP. [2] 
 
The stimulus indicates that the combination of shorter product life cycles for 
online games due to a rapidly changing technological and competitive 
environment implies that in order to remain viable and retain its market leader 
status, SP will need to keep innovating.  It also takes at least three years for a 
computer game to be introduced to the market so this innovation should be 
ongoing. 
 
N.B. Direct application to SP is not required, but some understanding of the 
nature of the industry is. 

 
 

Award [1] for identification of the importance of innovation with an additional [1] 
for a description.  Award a maximum of [2]. 
 

 (b) Identify the first two stages of the product life cycle. [2] 

 
The first two stages of the product life cycle (PLC) are traditionally: 
• introduction 
• growth. 

 
N.B.  Accept “development then introduction” as some textbooks refer to the 

former as the starting point of the PLC. 
 Accept “launch”. 
 
 
Award [1] per stage identified up to a maximum of [2]. 
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 (c) Explain one benefit and one cost of family branding for SP. [6] 
 
Family or umbrella branding occurs when a business uses the same brand name 
for a range of products.  SP as it is the market leader, will brand new games with 
the same established family name and perhaps with a SP logo to reassure 
customers that they belong and are associated to SP. 
 
Family branding allows for SP to save funds with brand development of new 
products and allow for some marketing economies of scale – unit costs of 
advertising, as SP’s advertising expenditure such as above the line could be 
spread over a number of products/games. 
 
The use of family branding for the new products in the same industry will create 
immediate recognition.  Brand loyalty can be transferred from Sigma Starfighter 1 
to the new products of Sigma Starfighter 2 as well as to the new app. 
 
However, the major cost of family branding is that with a brand stretched over a 
number of products in this case the new app as well as Sigma Starfighter 2,  
the possibility arises that if one product/game that SP produces for some reasons 
fails to live up to expectations, or has an even shorter product life cycle than rival 
product/game(s), the whole SP family brand could be tarnished affecting current 
and future brand development in the minds of customers.  The new mobile phone 
app is something that SP has not tried before, hence the increased level of risk of 
brand erosion / extended negative brand image. 
 
It is expected that a specific reference is made either to the app and/or Sigma 
Starfighter 1 and/or 2, not just to “the games”. 
 
 
Mark as 3+3. 
 

  Award [1] for identifying / describing each appropriate benefit/cost of family 
branding, [1] for an appropriate / further explanation and [1] for application to SP.  
Award a maximum of [3]. 
 
If the answer makes reference only to branding and not family branding, but is in 
context to SP then award a maximum of [4], [2+2]. 
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 (d) Analyse the appropriateness of penetration pricing for SP when they launch  
Sigma Starfighter 2. [6] 
 
Penetration pricing may be appropriate for SP because: 
 
Given the competitive nature of the online market, penetration pricing may allow 
SP to capture and increase its market share.  SP may not have a choice but to 
use a competition-based pricing strategy regardless of the nature of the 
innovative product.  Given the short-term cash flow difficulties, SP’s current cash 
flow is weak therefore, it may be possible that SP decided to use price 
penetration to attract customers and generate immediate cash, even if it does not 
cover the R&D. 
 
But 
Innovative products normally command price skimming, in order to cover the high 
costs of R&D of Sigma Starfighter 2, especially when the product life cycle tends 
to be short due to improved technology as well as a strong chance that the 
competition will come up with a new and possibly more exciting / innovating 
game(s).  It does say in the stimulus that the technological and competitive 
environment is changing rapidly, hence SP should ensure that profit is generated 
at the early stage of its innovative product. 
 
SP’s decision will anger some of their investors from putting its future innovation 
and longer-term projects in jeopardy as there are no guarantees that penetration 
pricing will lead to an increase in profits.  This is an important source of finance 
for SP. 
 
Penetration pricing may lead to a “race to the bottom” if competitors follow suit 
and this may again impact on the future cash flows / profits for SP, further 
threatening their opportunities for innovation. 
 
There may be quality concerns if the market perceives that the price of the new 
game is “too low”. 
 
Accept any other relevant analysis. 
 
N.B. It is not expected that candidates incorporate all of the above points/issues. 
 
For one relevant issue that is one-sided, award up to [3].  For more than one 
relevant issue that is one-sided, award up to a maximum of [4]. 
 
For one relevant argument for and one relevant argument against award up  
to [4]. 

For [5] it is expected that the analysis is relevant and detailed, but it may lack 
some balance.  For example, it includes only two detailed arguments for and one 
detailed argument against. 

For [6] candidates must give a balanced analysis of two possible arguments for 
and two possible arguments against the use of penetration pricing for SP when 
they launch Sigma Starfighter 2. 
 
 
Marks should be allocated according to the markbands on page 3. 
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 (e) Discuss two problems of financing research and development (R&D) for a 
business such as SP. [9] 
 
One has to assume that R&D in such an innovative industry is frequent / 
continual and expansive.  Hence a significant and frequent amount of finance is 
needed for SP to develop its products. 
 
One also has to bear in mind that due to some cash-flow problems SP might not 
have enough cash to inject, which also indicates the need to raise large funds. 
 
The stimulus clearly demonstrates that SP is operating within a competitive 
marketplace.  There will be other businesses in the same industry who will also 
be looking for investment finance, hence competition. 

 
However, due to its market leader position / brand image etc, some external 
sources of finance like business angels / venture capitalist etc might be willing to 
invest. 
 
The other problem is that the time taken – three years – to bring creative 
innovative ideas to the market may mean that investors become impatient.  There 
is a considerable amount of risk which will need to be experienced by investors.  
There is also the issue that within a rapidly changing technological market, the 
three-year time lag may be too long.  A game may be out of date before it is 
released.  Investors may have to accept lower returns. 
 
Also, SP is looking to give away an app for free.  Some potential investors may 
be concerned with this idea.  Payback periods (if at all) will be much longer.   
SP will need to spend time and resources convincing potential investors that 
short-term losses will be offset by longer-term profits when the app begins to add 
value.  Risk averse investors who are not aware of “freemium” type services may 
be further reluctant to invest. 
 
However, there might be risk-taking investors, again, like venture capitalists,  
who might be attracted by the new app and the general direction taken by SP 
despite some short-term difficulties.  These investors might be willing to accept 
long-term returns on innovative products of the current market leader. 
 
Moreover, as SP operates online, the search for a global investor is possible. 

On a more general issue, SP appears to be unincorporated and this severely 
limits access to most forms of finance for R&D and many game firms can 
operate with a very small asset base and hence they will have very little security 
for loans for R&D. 

Despite a weak cash flow, some potential investors may see this new app as a 
way for SP to confirm themselves as the market leader.  Sigma Starfighter 2 has 
the potential to be very popular financially and this could have significant benefits 
for Sigma Starfighter 1 and other products under the family brand which is very 
strong.  Profits could grow reducing the reliance on external sources of finance 
allowing greater creativity and innovation in the future. 
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Possible judgment: 
 
Perhaps one may judge the current problem of raising finance as a short-term 
problem only, hence not a very significant one.  Given the successful past and 
the possible future success of the new app and Sigma Starfighter 2, in the 
medium-term, if the two products are successful, more cash and profit will be 
generated to finance future R&D.  Moreover, many other potential sources of 
finance can be available as well, possibly through the use of price skimming 
rather than penetration in the short run. 

 
Accept any other relevant discussion. 
 
N.B. Accept any relevant argument for and against the problems of financing 
R&D for SP and other similar businesses in this industry. 

 
N.B. It is not expected that the candidate evaluates different sources of finance 
available for SP. 
 
 
A balance response covers at least two arguments for and at least two 
arguments against. 
 
For one relevant issue that is one-sided, award up to [3].  If the response is a 
one-sided relevant approach with no discussion award a maximum of [4]. 
 
Award a maximum of [5] if the answer is of a standard that shows balanced 
analysis and understanding throughout the response with reference to the 
stimulus material but there is no judgment / conclusion. 
 
Or if the candidate only discusses one problem in financing R&D for businesses 
such as SP.  The one problem for example may only refer to attitudes to risk. 
 
Candidates cannot reach the [5–7] markband if they give judgment/conclusions 
that are not based on analysis/explanation already given in their answer. 
 
Marks should be allocated according to the markbands on page 4. 
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Section A

Answer two questions from this section.

1. (a) With reference to Medimatters, describe two steps in setting up a new business.  [4]

 (b) Explain suitable sources of finance in order for Medimatters to finance the additional 
setup cost of $50 000 (line 92). [6]

2. (a) With reference to Medimatters, describe two benefits of having a marketing plan. [4]

 (b) Explain the factors influencing a suitable promotional strategy for the IBAT app. [6]

3. (a) With reference to Medimatters, describe two features of batch production. [4]

 (b) Assuming the production of the lenses is outsourced, explain the differences in how 
Medimatters would manage operations for its products/goods (the lens) and its service 
(the app). [6]
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Turn over 

Section B

Answer the following question.

4. Six months has passed and Medimatters is now ready to launch IBAT.  Medimatters will 
recruit new staff to set up a customer services department.  Ahmed has spent some time 
thinking about the people he would need to recruit.  The staff would need to possess IT skills 
and an understanding of medical issues.

The manufacturer Falit found in India has produced the first batch of 1000 IBAT lenses.  
Unfortunately, the IBAT lenses were delivered later than expected and some were faulty.  
As a result, the group is considering whether to make or buy the IBAT lenses.  Ahmed has 
suggested setting up a manufacturing facility using lean production.  His calculations are  
as follows:
� Price paid to manufacturer in India per IBAT lens: $50.
� Current number of IBAT lenses purchased per month: 1000.
� Variable cost of making IBAT lenses: $25 (per lens).
� Additional fixed cost of making IBAT lenses per month: $20 000.

Ahmed considered his role as leader.
� He has consulted widely on a draft business plan and has discussed and agreed the 

mission and vision statements because he wants to involve everyone.
� The group are all very enthusiastic about IBAT, although some are anxious about the risks 

involved and have asked for more guidance.
� He spends a lot of time keeping everyone informed of project developments in addition to 

coordinating all of their efforts.
� Emma has many ideas about expanding into new markets, however, Didi does not agree 

and has argued with Emma.
� He is prepared to make urgent decisions himself.  For example, without consultation he 

decided that Medimatters should become a private limited company.

 (a) Define the term lean production. [2]

 (b) With reference to Medimatters, explain two steps in the process of recruitment to the 
customer services department. [4]

 (c) (i) Calculate the cost to make and the cost to buy IBAT lenses (show all your 
working). [2]

  (ii) Briefly comment on your results in (c) (i). [2]

 (d) “Ahmed considered his role as leader.”  Recommend an appropriate leadership style  
for Ahmed. [10]
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Section C

Answer the following question.

5. The group are considering two target markets. 

Option 1: enter the Asian market

Emma strongly prefers this option.  She recently presented IBAT at a medical conference 
in Asia.  Great interest was shown and some attendees wanted to purchase samples at 
the conference.  However, sales in Asia are not possible, because IBAT has not yet met 
regulatory quality standards there.

Falit also prefers this option because significant economies of scale could be gained.  He 
also fears that other businesses will launch a similar product in Asia.  The costs of entering 
the market would be relatively small for Medimatters.  A suitable medical equipment 
wholesaler who could market and distribute the product operates in the region.

Ahmed and Didi are concerned.  Quality issues with the lens manufacturer in India are 
worrying and should be resolved.  They would like market research to be conducted to 
assess the suitability of Asian, as well as European and American, markets.

Option 2: continue to sell in Brazil

Didi favours this option.  Always cautious, he thinks that current difficulties should be resolved 
before further expansion.  He forecasts a reasonable first-year profit – far more than most 
new businesses.  Ahmed likes the fact that he would not have to take on any additional 
workload or travel across the world: he is already struggling to manage his responsibilities.  
Carlo prefers this option because he wants to avoid the problems of growing too quickly, 
because many overambitious new businesses fail.

In preparation for the next group meeting, a decision tree showing both options has been 
produced.

Option Predicted
outcome

1 $40 000
2 ??

great success 0.1 $600 000

great success 0.3 $60 000

moderate success 0.5 $200 000

moderate success 0.6 $20 000

not successful 0.4 −$50 000

not successful 0.1 −$10 000

Option 1

Option 2

$100 000

$10 000

Probability Forecast revenue

(This question continues on the following page)
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(Question 5 continued)

 Using the case study and the additional information on page 4, recommend whether 
Medimatters should implement option 1 or option 2.

You will find it useful to calculate the predicted outcome for option 2 in the decision tree on 
page 4. [20]
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The markbands and assessment criteria on pages 3–6 should be used where indicated in the 
markscheme.  

 

Section A Level descriptor 

Q1 
(b) 

Q2 
(b) 

Q3 
(b) 

Marks 

0 The work does not reach a standard described by the descriptors below. 

1–2  Little knowledge and understanding of relevant issues and business 
management tools (where applicable), techniques and theories. 

 Little use of business management terminology. 
 Little reference to the stimulus material. 

3–4  A description or partial analysis of some relevant issues with some 
use of business management tools (where applicable), techniques and 
theories. 

 Some use of appropriate terminology. 
 Some reference to the stimulus material that goes beyond the name of 

a person(s) and/or the name of the organization. 
 At the lower end of the markband, responses are mainly theoretical. 

5–6  An analysis of the relevant issues with good use of business 
management tools (where applicable), techniques and theories. 

 Use of appropriate terminology throughout the response. 
 Effective use of the stimulus material. 
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Section B 
Q4 (d) 

Level descriptor 

Marks 

0 The work does not reach a standard described by the descriptors below. 

1–2  Little understanding of the demands of the question. 
 Few business management tools (where applicable), techniques and 

theory are explained or applied and business management 
terminology is lacking. 

 Little reference to the stimulus material. 

3–4  Some understanding of the demands of the question. 
 Some relevant business management tools (where applicable), 

techniques and theories are explained or applied, and some 
appropriate terminology is used. 

 Some reference to the stimulus material but often not going beyond 
the name of a person(s) and/or the name of the organization. 

5–6  Understanding of most of the demands of the question.  
 Relevant business management tools (where applicable), techniques 

and theories are explained and applied, and appropriate terminology is 
used most of the time.  

 Some reference to the stimulus material that goes beyond the name of 
a person(s) and/or the name of the organization.  

 Some evidence of a balanced response.  
 Some judgments are relevant but not substantiated.  

7–8  Good understanding of the demands of the question.  
 Relevant business management tools (where applicable), techniques 

and theories are explained and applied well, and appropriate 
terminology is used.  

 Good reference to the stimulus material.  
 Good evidence of a balanced response.  
 The judgments are relevant but not always well substantiated.  

9–10  Good understanding of the demands of the question, including 
implications, where relevant.  

 Relevant business management tools (where applicable), techniques 
and theories are explained clearly and applied purposefully, and 
appropriate terminology is used throughout the response.  

 Effective use of the stimulus material in a way that significantly 
strengthens the response.  

 Evidence of balance is consistent throughout the response.  
 The judgments are relevant and well substantiated.  
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Section C, question 5 
 
Criterion A: Knowledge and understanding of tools, techniques and theories 
This criterion addresses the extent to which the candidate demonstrates knowledge and understanding 
of relevant business management tools, techniques and theories, as stated and/or implied by the 
question.  This includes using appropriate business management terminology. 
 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below.  
1 Superficial knowledge of relevant tools, techniques and theory is demonstrated. 
2 Satisfactory knowledge and understanding of relevant tools, techniques and 

theories is demonstrated. 
3 Good knowledge and understanding of relevant tools, techniques and theories is 

generally demonstrated, though the explanation may lack some depth or breadth. 
4 Good knowledge and understanding of relevant tools, techniques and theories is 

demonstrated. 
 
 
Criterion B: Application   
This criterion addresses the extent to which the candidate is able to apply the relevant business 
management tools, techniques and theories to the case study organization.  
 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below.  
1 The relevant business management tools, techniques and theories are connected 

to the case study organization, but this connection is inappropriate or superficial. 
2 The relevant business management tools, techniques and theories are 

appropriately connected to the case study organization, but this connection is not 
developed. 

3 The relevant business management tools, techniques and theories are generally 
well applied to explain the situation and issues of the case study organization, 
though the explanation may lack some depth or breadth.  Examples are provided.   

4 The relevant business management tools, techniques and theories are well applied 
to explain the situation and issues of the case study organization.  Examples are 
appropriate and illustrative. 

 
 
Criterion C: Reasoned arguments  
This criterion assesses the extent to which the candidate makes reasoned arguments.  This includes 
making relevant and balanced arguments by, for example, exploring different practices, weighing up their 
strengths and weaknesses, comparing and contrasting them or considering their implications, depending 
on the requirements of the question.  It also includes justifying the arguments by presenting evidence for 
the claims made. 
 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below.  
1 Statements are made but these are superficial. 
2 Relevant arguments are made but these are mostly unjustified. 
3 Relevant arguments are made and these are mostly justified. 
4 Relevant, balanced arguments are made and these are well justified. 
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Criterion D: Structure 
This criterion assesses the extent to which the candidate organizes his or her ideas with clarity, and 
presents a structured piece of writing comprised of:  
 
 an introduction  
 a body 
 a conclusion  
 fit-for-purpose paragraphs. 
 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below.  
1 Two or fewer of the structural elements are present, and few ideas are clearly 

organized.   
2 Three of the structural elements are present, or most ideas are clearly organized. 
3 Three or four of the structural elements are present, and most ideas are clearly 

organized. 
4 All of the structural elements are present, and ideas are clearly organized. 

 
 
Criterion E: Individual and societies  
This criterion assesses the extent to which the candidate is able to give balanced consideration to the 
perspectives of a range of relevant stakeholders, including individuals and groups internal and external 
to the organization.  
 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below.  
1 One individual or group perspective is considered superficially or inappropriately.  
2 One relevant individual or group perspective is considered appropriately, or two 

relevant individual or group perspectives are considered superficially or 
inappropriately. 

3 At least two relevant individual or group perspectives are considered appropriately. 
4 Balanced consideration is given to relevant individual and group perspectives.  
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Section A 
 

1. (a) With reference to Medimatters, describe two steps in setting up a new business.  [4] 
 

Possible steps include: 
 identifying market opportunities: in this instance the medical industry or general 

public 
 sourcing capital: in this instance the owners plus possible outside sources 
 determining a location: may not be an issue unless they decide to make the 

lenses themselves 
 building a customer base: a challenge in this instance. 
 
Others steps could include: 
 business idea/model/plan 
 ownership decisions/legal structure 
 name, registration, copyrights/patents 
 product range 
 roles / training. 

 
Mark as 2+2. 
 
Accept any other relevant step. 
 

  Award [1] for each correct step identified and [1] for a description of how that step 
relates to Medimatters.  Award a maximum of [2] per step. 

 
 (b) Explain suitable sources of finance in order for Medimatters to finance the additional 

setup cost of $50 000 (line 92).  [6] 
 

They require $60 000 to start trading. 
 
They are each able to contribute some finance, but this will be insufficient. 

 Set up as a private limited company.  Would they want other shareholders?  
Family and friends might want to invest but would anyone else?  Venture 
capital/Angels. 

 Loans are a possibility but would banks/lenders be interested?  There is no 
collateral and no trading history so seems unlikely. 

 Working capital sources not available since not trading.  
 Also debentures, mortgages not appropriate (accept as source but not 

contextual).  Overdrafts not contextual. 
 Grants/subsidies, particularly from medical/research organizations could be 

helpful.  For example, governments might have business start-up 
loans/grants. 

 
To what extent would they want to retain control?  If this is not an issue there may 
be possibilities from venture capitalist sources. 
 
Accept any other relevant application. 

 

  Marks should be allocated according to the markbands on page 3. 
 

For a theoretical answer award a maximum [3]. For only explaining one source of 
finance award a maximum of [3]. 
If it answers the question “What source?” without explaining sources, award a 
maximum of [4]. 
If the explanation is mainly descriptive, but in context, award a maximum [5]. 
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2. (a) With reference to Medimatters, describe two benefits of having a marketing plan.  [4] 
 

Possible benefits include: 
 it provides a framework for the introduction of the new product to the market.   

In this instance important because it is a completely new product and Medimatters 
is a new business 

 it helps to develop marketing objectives/targets, again important because of the 
lack of experience of the owners 

 it could help with marketing budgeting, relevant because of limited finance 
 helps marketing decision making 
 keeps stakeholders informed 
 any other relevant benefit. 
 
Mark as 2+2. 
 
Award [1] for each benefit identified, and [1] for the development of each of these 
key aspects in the context of Medimatters.  Award up to a maximum of [2] per 
benefit. 
 

 (b) Explain the factors influencing a suitable promotional strategy for the IBAT app.  [6] 
 
This question is about factors. 

 
The factors influencing a suitable promotion/advertising strategy are likely to be: 
 the newness and originality of the product requires information to be 

communicated 
 the product consisting of an app and a lens requires explaining to potential 

customers 
 its likely customers which will include both the medical profession and final 

consumers 
 promotion will depend on the market chosen: the medical professionals may best 

be contacted via conferences, articles.  The general public through paid for 
advertising.  By Medimatters or retailers? 

 the size of the business, it is a small business, how much do they have to spend? 
 its marketing mix – it has to be consistent with it 
 reference to Brazil/zika virus can be considered as context. 
 
Accept any other relevant factors related to promotion strategy and explanation. 
 
Marks should be allocated according to the markbands on page 3. 
 
For a theoretical answer award a maximum of [3] 
If it answers the question ‘What promotional strategy’ limit to [4] if it does not explain 
the factors 
If there is no recognition that there are two possible markets award a maximum of 
[5]. 
If the explanation of factors affecting promotion is mainly descriptive, but in context 
award a maximum of [5]. 
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3. (a) With reference to Medimatters, describe two features of batch production. [4] 
 

Possible features could include: 
 separate groups of products can be produced – useful because different makes 

of phone may need a different lens 
 suitable for likely scale of production about 1000 items: unlikely to be mass 

produced and job production would not be appropriate 
 might involve changeover costs, but lens costs will be small compared with price 
 involves holding of stocks.  Issue for Medimatters?  Or manufacturers?  
 
Accept any other relevant feature. 
 
Mark as 2+2. 
 
Award [1] for each feature identified, and [1] for the development of each of these 
features in the context of Medimatters, up to a maximum of [2]. 

 
 (b) Assuming the production of the lenses is outsourced, explain the differences in how 

Medimatters would manage operations for its products/goods (the lens) and its 
service (the app).  [6] 

 
If the product/good is to be outsourced as a manufacturer has been identified.   
This needs to be managed by: 
 explanation does setting a specification for the product 
 negotiating a suitable contract that involves both price and quality 
 monitoring quality and managing issues if quality is not right 
 monitoring delivery and sorting out any issues. 
There will be little control by Medimatters. 
 
The app will be in-house.  Operations will include: 
 designing the app, updating app 
 testing the app together with the lens 
 ensuring the app provides the service required, responding to feedback. 
Medimatters will retain full control 
 
Accept any other relevant analysis. 
 
Marks should be allocated according to the markbands on page 3. 
 
For a theoretical answer award a maximum of [3]. Award a maximum of [3] for only 
explaining one difference.  N.B.: One major difference eg, the extent of control, can 
lead to a number of consequential differences.  In these instances marks are not 
limited to [3].  
If ONLY outsourcing OR the app are explained award a maximum of [3].  
If explanation does not effectively bring out the differences award a maximum of [4]. 
If the explanation of more than one difference is mainly descriptive, but in context, 
award a maximum of [5] 
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Section B 
 

4. (a) Define the term lean production.  [2] 
 

Producing goods and services efficiently/ minimum wasted resources/improving 
quality. 
 
Candidates are not expected to word their definition exactly as above.  All three are 
not needed.  Although it is “define”, an example can help. 
 
Award [1] for a basic definition that conveys partial knowledge. 
 
Award [2] for a clear definition that conveys knowledge with some reference to the 
key issues in the answer above. 

 
 (b) With reference to Medimatters, explain two steps in the process of recruitment to 

the customer services department.  [4] 
 

Possible steps include: 
 identify vacancy 
 decide nature of the job (for Medimatters this is for customer services) 
 draw up job description(s) – can be described without using term 
 draw up a person specification(s) – can be described without using term 
 decide on method of recruitment including possibly appointing recruitment 

agency 
 advertise the job as appropriate 
 draw up short list 
 conduct interviews 
 select best applicant. 
 
For Medimatters the recruitment is for customer services possessing IT skills and 
understanding of medical issues and this should be referred to in order to gain context 
marks. 

 
 

Mark as 2+2. 
 
Award [1] for each correct step identified, award [1] for explanation of that step in 
context. 
 
Non-contextual answers award a maximum of [2] in total. 
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 (c) (i) Calculate the cost to make and the cost to buy IBAT lenses (show all your 
working).  [2] 

 
Cost to make: 
 
(1000  25)  20 000  $45 000 alternatively $45 each 
 
Cost to buy: 1000  50  $50 000 alternatively $50 each 
 
Award [1] for $45 000 (or $45), [1] mark for $50 000 (or $50) whether or not 
there is working. 
 
Alternatively award [2] for $95 000 whether or not there is workings (in the 
question “and” could be interpreted as “add them together”).  
 
Do not attempt to award method marks.  Don’t penalize for lack of $. 
 
If you see the right answer then reward it, no need to check workings. 
 

(ii) Briefly comment on your results in (c) (i).  [2] 
 

Award [2] for a comment that indicates some understanding that the 
difference is small and this means that because they have no experience of 
‘making your own’, and the figures are only estimates, they should think very 
carefully before doing things themselves. 
 
Award [1] for simple statements such as “making is cheaper than buying”. 
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 (d) “Ahmed considered his role as leader.”  Recommend an appropriate leadership style 
for Ahmed.  [10] 

 
Evidence in the additional stimulus material suggests he: 
 is prepared to be autocratic where necessary 
 likes to hear other peoples’ views 
 puts effort into keeping people informed 
 consults widely 
 he acted decisively at times. 
 
In addition: 
 he has experience with project management 
 manages a talented and committed group of people 
 the group have chosen him 
 people within the group seem to have clearly defined roles 
 some of the group need guidance. 
 
It would seem, therefore that: 
 autocratic management would not be appropriate except in situations where 

immediate decisions are required 
 democratic leadership might be appropriate, both in terms of the team he 

manages and his own personal qualities 
 laissez faire might mean issues do not get resolved such as disagreements, 

sense of direction. 
 
The best style of leadership is likely to be to adjust to circumstances and people  
ie situational leadership. 
 
There are three aspects to this choice; the nature of the tasks, the nature of his 
colleagues, his own personal qualities. 
 
 
Marks should be allocated according to the markbands on page 4. 
 
Purely theoretical answer or with no effective use of stimulus material in range [3] to 
[4] with better answers award a maximum of [4]. 
If only one leadership style is considered award a maximum of [4]. 
Two or more styles considered with more than one aspect, but limited use of 
evidence award a maximum of [6]. 
Two or more styles considered, good use of evidence, particularly from Section B, 
but limited contrast award a maximum of [8]. 
For full marks two or more styles contrasted, aspects, evidence, particularly from 
section B, used effectively. 
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Section C 
 

5. Using the case study and the additional information on page 4, recommend whether 
Medimatters should implement option 1 or option 2.  

 
You will find it useful to calculate the predicted outcome for option 2 in the decision tree 
on page 4.  [20] 

 
Option 1: 
 interest shown at Asian conference 
 risk spread among several markets 
 possible economies of scale as production increases to provide for much larger market 
 relatively low costs 
 suitable wholesaler could solve many of the problems of moving into a new market. 
 
However: 
 regulatory standards differ from country to country 
 quality issues still need to be solved and could be greater for a diverse market 
 no experience of this market, completely different to Brazil 
 problems of international marketing etc. 
 
Predicted outcome from decision tree is $40 000 compared to $19 000 for option 2, 
however, much higher risk of failure, much smaller chance of great success.  How reliable 
is data in the tree? 
 
Option 2: 
 avoids diseconomies of scale 
 grow modestly is better than too rapid growth – cause of failure in many new 

businesses 
 favoured by Didi and Carlo 
 more predictable in terms of likely returns, lower risk/cost of failure. 
 
However: 
 misses opportunities 
 limited market 
 what about other markets?  
 
Other reasoned arguments relevant to the situation accepted. 
 
Decision largely hinges on Medimatters’ attitude to risk.  Either decision is rewardable if 
effectively argued. 
 
PLEASE ANNOTATE SCRIPTS WHEN CRITERION A IS HIGHLIGHTED IN THE MARK 
BOX.  
 
 
Marks should be allocated according to the assessment criteria on pages 5–6. 
 
Note – a recommendation that a decision cannot be made due to lack of information  
(eg market research) can be regarded as a decision provided the arguments are 
supported. 
 
If there are simple errors in calculating the predicted outcomes, they should be OFR in 
subsequent discussion but 4+3 for A and B, e.g. $29k. 
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Criterion A: possible theories, management tools and techniques include: decision 
trees and predicted outcomes, risk, diversification/market development/ penetration 
(Ansoff), joint ventures, strategic decision making, stakeholders, marketing issues, 
economies of scale.  HRM issues can also apply. 

 
No understanding of decision trees max [3]. 
 
For [4]: Decision tree plus at least one other tool, technique and theory understood and 
developed well with some relevance to the additional stimulus material.  
 
For [2]: Some understanding of at least two tools, techniques or theories, but not 
developed.  
 
Criterion B: the tools, techniques, theories and stimulus applied to the decision.  
Application will be judged by the use of the stimulus material in particular the extra 
material especially the decision tree.  
 
For [4]: Relevant tools, techniques and theories are applied well to the case study context 
and additional stimulus material, the application is convincing and relevant.  
 
If only one option considered max [3]. 
If no effective use of decision tree max [3]. 

 
For [2]: Some limited context/application but not developed.  Use of tools limits 
candidate’s ability to make reasoned arguments.  
 
If a candidate calculates predicted values for the decision tree but then does not use them 
reward only in Criterion A. 
 
Criterion C: Options discussed in balanced way, conclusions drawn as to whether they 
work.  
 
For [4]: There needs to be a comparison between the two options using the Section C and 
other material and a recommendation made.  
 
For [2]: Only one option considered or some limited arguments but not justified. No 
comparison limited analysis but candidate arrives/draws a reasoned conclusion. 
 
Criterion D: Structure  
This criterion assesses the extent to which the student organizes his or her ideas with 
clarity, and presents a structured piece of writing comprised of:  
 an introduction  
 logical structure  
 a conclusion  
 fit-for-purpose paragraphs.  This means: not too long, focused on distinct issues, 

sequenced well, guides the reader. 
 
For [4]: All four elements present, clearly organized.  
 
For [2]: No logical structure but other elements present or logical structure with other 
elements missing.  
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Criterion E: Stakeholders: Individuals: each team member, individual doctors.  Groups: 
The team, other business (wholesalers, manufacturers), customers (doctors, the general 
public), the Asian conference, government. 

  
For [4]: Two or more individuals and groups are considered in a balanced way. 
 
For [2]: One group or individual considered appropriately, or several individuals or groups 
considered superficially. 
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Section A

Answer one question from this section.

1. S4U

S4U is a private limited company that provides a storage facility to households and small 
businesses.  S4U is considering constructing an additional new warehouse.

S4U’s management has forecasted the following annual net cash flows for the new warehouse:

Year Net cash flows ($)
0  -150 000
1  25 000
2  30 000
3  35 500
4  37 000
5  39 800
6  41 200

 (a) Describe one feature of a private limited company.  [2]

 (b) For the new warehouse:

  (i) using information from the table above, calculate the average rate of return 
(ARR) (show all your working);  [2]

  (ii) using information from the table above, calculate the payback period (show all 
your working); [2]

  (iii) using information from the table below, calculate the net present value (NPV) at a 
discount rate of 6 % (show all your working). [2]

Years Discount rate
6 %

1 0.9434
2 0.8900
3 0.8396
4 0.7921
5 0.7473
6 0.7050
7 0.6651
8 0.6271
9 0.5919
10 0.5584

 (c) Explain one disadvantage for S4U of using the NPV method of investment appraisal. [2]
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2. Café Lucchini (CL)

Fabi Lucchini will open the only café, selling hot and cold drinks only, in her small village.  The 
economy is weak so the local government will pay 50 % of the rent for the premises in which CL 
will operate.

Fabi has forecasted the following figures for the first six months of operation, beginning on  
1 July 2016:

Rent per month $2000
Government payment toward 
rent per month $1000
Salary per month $1600
Electricity (payable every 

second month 
starting in August)

$200

Cleaning supplies per month $100
Sales revenue per month July $4000

August $4000
September $3500
October $3500
November $4000
December $4500

Purchases per month 40 % of sales

An option is to install cooking facilities and serve meals to increase CL’s sales revenue.  Fabi 
estimates that she could sell 40 meals per day at an average variable cost of $5 and at an average 
sales price of $10.  Serving meals would increase her fixed costs by $3000 per month.

 (a) Define the term fixed cost. [2]

 (b) Calculate the break-even quantity of meals that CL must sell to pay for the increase in 
fixed costs of $3000 to provide these meals (show all your working). [2]

 (c) Using the information in the table only, prepare a monthly cash flow forecast, for CL, 
for the first six months of operation. [6]
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Section B

Answer two questions from this section.

3. Chan Manufacturing (CM)

20 years ago, Chi Chan set up Chan Manufacturing (CM) to produce electrical components on a 
just-in-time (JIT) basis for car manufacturers.

High quality and quick delivery have increased CM ’s market share and profit.  CM ’s manual-skilled 
employees are loyal, productive, motivated and feel secure in their jobs.  Employees admire Chi  
as a leader.  Labour turnover at CM is low.  Chi is paternalistic.  He believes in a top-down 
approach to management.  He cares for the financial welfare of his employees.  Employees are 
paid a basic wage and receive additional financial rewards for working overtime.  Proud of CM, 
employees regularly work harder than expected so that CM always meets client demand, which 
changes often.  Chi and union representatives successfully negotiate pay and work conditions 
through collective bargaining.

Mei, Chi’s daughter, joined CM as Chief Operations Manager.  She relies on new business theory 
to guide her management decisions.  Many current workers are approaching retirement age.   
She wants to restructure CM and use job enlargement, job enrichment and empowerment.  
Individual employment contracts are to be determined annually based on individual performance 
appraisal.  Some employees do not like the proposal and speed of the change and are becoming 
demotivated.  For the first time, they are considering industrial action (industrial/employee relations 
methods).

Mei insists that these changes are required, but wants to avoid conflict.  She is considering 
approaches to conflict resolution.

 (a) Define the term market share. [2]

 (b) With reference to Mei and Chi, explain two differences between a manager and a leader. [4]

 (c) Applying Maslow’s theory of needs, explain two reasons why the workers at CM are 
becoming demotivated. [4]

 (d) Examine two industrial/employee relations methods other than strike action that 
workers could use at CM. [10]
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4. Adventures for All (A4A)

Tama Toki founded Adventures for All (A4A), which owns 
four adventure parks employing 342 people.  The parks offer 
adventure activities such as high wire and mountain biking.  
A4A’s target market is teenagers and adults.  A4A’s mission 
statement is “safety and affordability at A4A are the most 
important reasons for a great time for all”.

A4A uses predatory pricing.  Its competitors are theme 
parks and adventure centres.  However, social trends are 
changing.  Many teenagers prefer social networking rather 
than adventure activities.  A4A’s sales revenue and profits are falling. 

Tama discussed with senior managers two possible growth strategies:

Option 1. Through extensive promotion, attract children and adults with disabilities and access 
requirements to the parks.  This approach would require specialized training for 
existing staff.  No modifications to the parks would be required.

Option 2. Offer corporate team-building activities.  A4A would develop specially designed 
programmes for senior leadership teams to spend three days in newly built conference 
centres located at the parks.  Corporate teams would engage in adventure activities 
together and then discuss strategic options for their organizations.

Option 2 could be highly profitable.  A4A could charge high prices for these programmes.  
However, some of Tama’s senior managers argued that A4A should continue to provide 
“adventures for all” and not just to a group of highly paid senior leadership teams.

The two options created major disagreements.  Two senior managers, working with Tama since the 
creation of A4A, threatened to resign if Option 2 was implemented.  Two other senior managers 
argued that without Option 2 many jobs at A4A were under threat.

 (a) Define the term target market. [2]

 (b) Explain two roles of A4A’s mission statement. [4]

 (c) Explain one advantage and one disadvantage for A4A of using a predatory  
pricing strategy. [4]

 (d) Using the Ansoff matrix, evaluate the two possible growth strategies for A4A. [10]
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5. Thorns Hill (TH)

Thorns Hill (TH) is a hotel.  Its mission statement is “to provide the highest standard of customer 
service and to be the best employer”.  TH has three profit centres, each with its own manager:
 sleeping accommodation
 restaurant
 function room for weddings, conferences and other events.

The function room offers entertainment facilities and purchases catering from the hotel restaurant.  
The function room employees are mostly students working in their spare time.  They have flexible 
contracts that do not guarantee hours of work nor provide benefits such as paid sick leave or 
holidays.

The use of flexible contracts has reduced the function room’s annual wage cost by 40 % over 
the last five years.  The de-layering of supervisory posts (positions) has further reduced the cost 
of wages.  With these cost savings, the profits of the function room have increased significantly.  
Recently, issues with punctuality, absenteeism and labour turnover increased.

30 % of the restaurant’s sales revenue comes from catering for the function room.  The restaurant 
recently won an award and, in the summer season, is always full of diners.  In summer the 
restaurant has difficulty meeting the catering demands of the function room.  Meals ordered often 
arrive late from the restaurant.

Competition in the market for function rooms is high.  The owners are considering a proposal to 
improve the reputation of the function room by outsourcing all the services of the function room  
to a private contractor.  The private contractor will charge TH more than the direct cost of the  
function room.

 (a) Define the term de-layering. [2]

 (b) Explain two advantages for TH of having three separate profit centres. [4]

 (c) Explain one benefit and one negative consequence for TH of an increase in  
labour turnover. [4]

 (d) Discuss the proposal to outsource all function room services to a private contractor. [10]
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Section C

Answer one question from this section.  The organizations featured in sections A and B and in the  
paper 1 case study may not be used as a basis to your answer.

6. With reference to an organization of your choice, discuss the ways in which culture can 
influence international marketing strategy. [20]

7. With reference to an organization of your choice, examine the impact of globalization on 
business ethics. [20]

8. With reference to an organization of your choice, discuss the ways in which innovation can 
influence organizational change. [20]
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Mikumi Secondary School (MSS)
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Jacob Wendo had always wanted to put something back into the community.  He had become 
very wealthy owning a safari business in East Africa.

Jacob realised his dream four years ago when he set up a school for girls near to Tanztown 
in Central Tanzania.  He called the school Mikumi Secondary School (MSS).  In rural areas 
of Tanzania girls do not always receive good secondary schooling.  Tanztown is in a remote 
area with mainly subsistence farming and many small villages.  Per capita income is low for 
East Africa.  The average income for the whole country is about $1000 per year, and much 
lower in rural areas.  For many girls, continuing their education is very difficult, even though 
equal rights are enshrined in the constitution of Tanzania.  Many girls have to work on small 
farms rather than receive schooling.  Jacob’s school tries to provide secondary education for 
girls, with residential places (a boarding school).  The girls’ parents pay fees that contribute 
towards the operating costs of the school.  Often, the parents raise money for their contribution 
by selling their livestock. 

MSS is run as an educational charity.  Jacob is the chair of trustees and takes the leading role 
in all aspects of the management of the school.  The head teacher, Mrs Kashinga (Mrs K), 
is responsible for the day-to-day running of the school, managing both revenue and capital 
expenditure.  Mr Jones, the general manager, is responsible for non-teaching employees. 

Figure 1: Organization chart for MSS

Chair of 
trustees

Other 
trustees Head teacher

Teachers General 
manager

Non-teaching 
employees

20

MSS is now in its fifth year.  Jacob donated the land and some buildings.  The current 
government is supportive of the school and has provided grants.  There are further donations 
from charities, both in Tanzania and overseas.  The school and Jacob have recently received 
a global humanitarian award for their contribution to the development of girls’ education in the 
developing world.

Books for the library and some other equipment were provided by a Swedish university.  The 
supply of electricity to the school is unreliable.
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Jacob wants the students to do a lot more than just study.  They are very active in sports and 
engage in varied activities, such as singing, debating, community service and putting on drama 
performances.  They also grow some of their own food on land that the school owns, which 
helps with economic and ecological sustainability.  Jacob is also keen that the students are 
taught a strong sense of ethical values, and the whole school is managed based on ethical 
considerations.  Results of national tests have been very good and many of the students are 
excited to continue their education beyond school.

Starting MSS from nothing was difficult and Jacob recognized the need for expansion in the 
early years to break-even.  Initially, recruiting students was straightforward, but now the school 
needs to be marketed to a wider area, including Dodoma, the capital city.  The school will have 
to attract girls away from some of the schools in Dodoma, and could attract students from 
neighbouring countries.  This could achieve economies of scale.  Jacob thinks that the school 
should produce mission and vision statements and capitalize on the very positive word-of-
mouth promotion that has come from the humanitarian award.  Based on some primary market 
research, he believes that city people will be attracted by the rural location of the school and the 
fees, which are about 20 % less than fees for schools in cities.

MSS pays teachers according to the standard government pay scales.  However, the school 
is finding it difficult to recruit and retain teachers.  There is high labour turnover of about 30 %.  
Some of the teachers who left said that they enjoyed teaching at the school and agreed with its 
vision, but that the teachers’ living accommodation, which is essential because of the remote 
location of the school, was of poor quality.  Others said that they found it difficult teaching only 
in English, as required for the national examinations, rather than sometimes using Ki-Swahili, 
which is spoken by most of the students.  Some also said that there were no possibilities for 
career and professional development because the only possible promotion post is held by 
Mrs K.  The school has a flat organizational structure.

Until now, MSS has had no IT facilities, but it has recently received ten laptops from 
Africa Infinity, a UK-based organization that recycles laptops for use in developing countries.  
The head teacher sees this as an opportunity to convert one of the classrooms into an IT  
centre.  Few local schools have any IT facilities and an IT centre could be included in the 
marketing mix and become a unique selling point (USP), at least locally.  The conversion of  
the classroom would be expensive.  If only the school could get internet access… 

Companies, products, or individuals named in this case study are fictitious and any similarities with 
actual entities are purely coincidental.
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Section A

Answer two questions from this section.

1. (a) Describe two advantages to MSS of being a charity (line 14). [4]

 (b) Explain how the school could overcome high labour turnover.  [6]

2. (a) Describe two features of the school’s marketing mix (line 54). [4]

 (b) Explain, with reference to MSS, the purpose of the mission and vision statements  
(line 37).  [6]

3. (a) Describe one capital expenditure and one revenue expenditure for MSS  
(lines 16–17).  [4]

 (b) Explain a suitable promotional mix that MSS might use to attract new students. [6]
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Section B

Answer the following question.

4. MSS is in Central Tanzania.  This area of the country is subject to severe droughts every 
few years, and in other years there can be very heavy rain, causing floods and significant 
damage to roads.  Malaria has been a concern, but a government health scheme is reducing 
cases of this disease in children of school-going age.  Jacob is considering having a school 
contingency plan for such natural disasters.

Jacob is concerned that the financial position of the school is not as good as it could be.  He 
has prepared a variance analysis for the most recent six months.

Table 1: Variance analysis for the most recent six months (figures in $000s)

Forecast Outcome Variance
Fees received 60 58 -2
Sale of crops 7 10 +3
Salaries 25 28 +3
Cash purchases 21 24 +3
Other expenses 13 15 +2
Profit 8 1 -7

Jacob recognizes the need for change, but his experience tells him that change needs 
careful management and that if something works well it is best left alone.  He is planning to 
create an internet connection for the school to help teachers and students to access more 
educational resources.  However, this is likely to be expensive and a technical challenge 
due to the school’s remote location and underdeveloped infrastructure.  He also has plans to 
improve classroom facilities, but the school does not, at the moment, have sufficient finance.

Mrs K is discussing with Jacob ways in which the school could become more efficient and 
improve examination results.  She wants to increase teacher contact time with students.  
This would mean a better use of resources and should help students to learn more.  She 
also wants teachers to observe each other’s lessons with the aim of making suggestions 
for improvements of teaching and learning methods.  There could be additional duties 
for teachers, such as supervising students’ spare time and study time.  Supervision is 
particularly important at weekends, when some teachers currently go home to their families.

 (a) Define the term contingency plan. [2]

 (b) Explain the usefulness to MSS of the variance analysis in Table 1. [4]

 (c) Explain two restraining forces relating to change at MSS. [4]

 (d) Discuss human resource strategies that could reduce the impact on employees of the 
changes suggested by Mrs K. [10]

Turn over

– 3 – N17/3/BUSMT/HP1/ENG/TZ0/XX



– 4 – N17/3/BUSMT/HP1/ENG/TZ0/XX

Section C

Answer the following question.

5. Jacob wants to introduce the IT centre and internet access as soon as possible.  He has 
found a donor who is willing to pay for the installation of an internet connection and for half 
of the monthly subscription.  Jacob also has an estimate of the cost to convert the classroom 
and he thinks that MSS can afford it.  However, the staff at the school do not think the IT 
centre is a good idea as it is risky due to possible construction problems.  They think that 
there are better ways to spend the money and everyone is worried that they will be expected 
to help out with the construction work.  The teachers do not want to lose a classroom. 

The staff want Jacob to consider the purchase of an old minibus.  At the beginning of the 
term some students have difficulty travelling to the school.  Expensive taxis also have to be 
used to bring supplies from the town to the school and to take anyone who is sick into town 
for medical treatment.  As well as saving costs and offering greater convenience, the minibus 
could carry excess food grown by the students to town for sale.  Teachers would have to 
take turns driving the minibus and sometimes undertake repairs on it.  However, the minibus 
would be helpful to the teachers and Mrs K whenever they needed to visit the town.

Jacob has undertaken research into the two possible options of the IT centre and the 
minibus.  He knows that only one option is possible at the moment.  He has drawn up a 
decision tree to compare the two options depending on various outcomes.

Figure 1: Decision tree for IT centre and minibus

Expected 
return

IT centre  
Cost $1500

Minibus  
Cost $800

Optimistic 0.3 $5500

$2600

Most likely 0.4 $2500

$1650

$500

$1000

Predicted 
outcome
= $2800

Predicted 
outcome 
= $1965

Optimistic 0.4

Most likely 0.5

Pessimistic 0.3

Pessimistic 0.1

Probability

(This question continues on the following page)
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(Question 5 continued)

He has also carried out an investment appraisal based on the most likely outcome, with the 
following results:

Option 1: convert classroom to IT centre

• Cost of building the IT centre: $1500
• Annual increase in income from attracting additional students: $1200 
• Additional annual costs for subscribing to internet access: $500 
• Lifetime of the IT centre: five years
• Average rate of return (ARR) = 26.7 %   Net present value (NPV) at

     10 % discount = $1153.

Option 2: the minibus

• Cost of buying the minibus: $800
• Annual savings on taxi fares: $700
• Additional annual costs (fuel and other costs): $150
• Lifetime of the minibus: three years
• Average rate of return (ARR) = 35.4 %   Net present value (NPV) at 

     10 % discount = $567.

Using the information above and in Figure 1, recommend either Option 1 or Option 2 for 
MSS.  You will find it useful to calculate the payback period for the two options. [20]
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The markbands and assessment criteria on pages 5–8 should be used where 
indicated in the markscheme. 

Section A Level descriptor 

Q1 
(b) 

Q2 
(b) 

Q3 
(b) 

Marks 

0 The work does not reach a standard described by the 
descriptors below. 

1–2  Little knowledge and understanding of relevant issues and
business management tools (where applicable),
techniques and theories.

 Little use of business management terminology.
 Little reference to the stimulus material.

3–4  A description or partial analysis of some relevant issues
with some use of business management tools (where
applicable), techniques and theories.

 Some use of appropriate terminology.
 Some reference to the stimulus material that goes beyond

the name of a person(s) and/or the name of the
organization.

 At the lower end of the markband, responses are mainly
theoretical.

5–6  An analysis of the relevant issues with good use of
business management tools (where applicable),
techniques and theories.

 Use of appropriate terminology throughout the response.
 Effective use of the stimulus material.
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Section B 
Q4 (d) 

Level descriptor 

Marks 

0 The work does not reach a standard described by the 
descriptors below. 

1–2  Little understanding of the demands of the question.
 Few business management tools (where applicable),

techniques and theory are explained or applied and
business management terminology is lacking.

 Little reference to the stimulus material.

3–4  Some understanding of the demands of the question.
 Some relevant business management tools (where

applicable), techniques and theories are explained or
applied, and some appropriate terminology is used.

 Some reference to the stimulus material but often not
going beyond the name of a person(s) and/or the name of
the organization.

5–6  Understanding of most of the demands of the question.
 Relevant business management tools (where applicable),

techniques and theories are explained and applied, and
appropriate terminology is used most of the time.

 Some reference to the stimulus material that goes beyond
the name of a person(s) and/or the name of the
organization.

 Some evidence of a balanced response.
 Some judgments are relevant but not substantiated.

7–8  Good understanding of the demands of the question.
 Relevant business management tools (where applicable),

techniques and theories are explained and applied well,
and appropriate terminology is used.

 Good reference to the stimulus material.
 Good evidence of a balanced response.
 The judgments are relevant but not always well

substantiated.

9–10  Good understanding of the demands of the question,
including implications, where relevant.

 Relevant business management tools (where applicable),
techniques and theories are explained clearly and applied
purposefully, and appropriate terminology is used
throughout the response.

 Effective use of the stimulus material in a way that
significantly strengthens the response.

 Evidence of balance is consistent throughout the
response.

 The judgments are relevant and well substantiated.
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Section C, question 5 

Criterion A: Knowledge and understanding of tools, techniques and theories 
This criterion addresses the extent to which the candidate demonstrates knowledge and understanding 
of relevant business management tools, techniques and theories, as stated and/or implied by the 
question.  This includes using appropriate business management terminology. 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below. 
1 Superficial knowledge of relevant tools, techniques and theory is demonstrated. 
2 Satisfactory knowledge and understanding of relevant tools, techniques and 

theories is demonstrated. 
3 Good knowledge and understanding of relevant tools, techniques and theories is 

generally demonstrated, though the explanation may lack some depth or breadth. 
4 Good knowledge and understanding of relevant tools, techniques and theories is 

demonstrated. 

Criterion B: Application 
This criterion addresses the extent to which the candidate is able to apply the relevant business 
management tools, techniques and theories to the case study organization. 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below. 
1 The relevant business management tools, techniques and theories are connected 

to the case study organization, but this connection is inappropriate or superficial. 
2 The relevant business management tools, techniques and theories are 

appropriately connected to the case study organization, but this connection is not 
developed. 

3 The relevant business management tools, techniques and theories are generally 
well applied to explain the situation and issues of the case study organization, 
though the explanation may lack some depth or breadth.  Examples are provided.   

4 The relevant business management tools, techniques and theories are well applied 
to explain the situation and issues of the case study organization.  Examples are 
appropriate and illustrative. 

Criterion C: Reasoned arguments 
This criterion assesses the extent to which the candidate makes reasoned arguments.  This includes 
making relevant and balanced arguments by, for example, exploring different practices, weighing up their 
strengths and weaknesses, comparing and contrasting them or considering their implications, depending 
on the requirements of the question.  It also includes justifying the arguments by presenting evidence for 
the claims made. 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below. 
1 Statements are made but these are superficial. 
2 Relevant arguments are made but these are mostly unjustified. 
3 Relevant arguments are made and these are mostly justified. 
4 Relevant, balanced arguments are made and these are well justified. 
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Criterion D: Structure 
This criterion assesses the extent to which the candidate organizes his or her ideas with 
clarity, and presents a structured piece of writing comprised of: 

 an introduction
 a body
 a conclusion
 fit-for-purpose paragraphs.

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors 

below.  
1 Two or fewer of the structural elements are present, and few ideas are 

clearly organized.   
2 Three of the structural elements are present, or most ideas are clearly 

organized. 
3 Three or four of the structural elements are present, and most ideas are 

clearly organized. 
4 All of the structural elements are present, and ideas are clearly 

organized. 

Criterion E: Individual and societies 
This criterion assesses the extent to which the candidate is able to give balanced 
consideration to the perspectives of a range of relevant stakeholders, including individuals 
and groups internal and external to the organization. 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors 

below.  
1 One individual or group perspective is considered superficially or 

inappropriately.  
2 One relevant individual or group perspective is considered 

appropriately, or two relevant individual or group perspectives are 
considered superficially or inappropriately. 

3 At least two relevant individual or group perspectives are considered 
appropriately. 

4 Balanced consideration is given to relevant individual and group 
perspectives.  
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Section A 

1. (a) Describe two advantages to MSS of being a charity (line 14). [4] 

Advantages to MSS include: 
 land being donated – unlikely if not a charity
 grants – usually only available for charities
 books being donated
 the management being able to focus on their mission rather than profits, which

may make the mission and vision more attractive to potential students/parents
 possible tax advantages
 charities often achieve strong reputations
 Limited liability for trustees for most charities.

Accept any other reasonable description. 

Award [1] for each advantage, up to a total of [2]. 

Award [1] for putting the advantage into context, up to a total of [2]. 

(b) Explain how the school could overcome high labour turnover. [6] 

Key aspects leading to high labour turnover are:
 poor accommodation
 having to teach only in English
 no career development
 no professional development
 access to technology for staff
 standard pay scales.

Solutions likely to come from these including higher wages, more levels of 
hierarchy, access to new technology, staff involvement. 

Explanation/analysis will come from discussing these and any other relevant 
issue.  Candidates do not need to discuss these in relation to motivation theories, 
such as Maslow, Herzberg, Taylor, Adams or Pink but these could be rewarded. 

Accept any other reasonable explanation. 

Award a maximum of [3] for a theoretical answer or for only analysing one 
method/idea. 

Award a maximum of [5] if the analysis of two or more methods/ideas is mainly 
descriptive but in context. 

Only award [6] if answer takes into account constraints on methods/ideas eg 
limited finance, being a charity etc. 
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2. (a) Describe two features of the school’s marketing mix (line 54). [4] 

Context: The marketing mix can apply to: the IT centre, the product of an 
education for girls, boarding, a better school environment than most schools, and 
a humanitarian award. 

Features include: 
 promotion by means of effective communication with customers
 a coordinated marketing mix
 branding based on the humanitarian award and the mission of the school
 the school and its location, which is the product and is differentiated from

similar organizations
 Product: school environment, ethos, extra curricula activities, boarding school,

other aspects of service.

Remember: Place is about distribution, not location and is unlikely to apply 
to MSS. 

Accept any other reasonable description. (eg at HL can accept the 7Ps) 

For each feature: Award [1] for identifying the feature and [1] for relevant 
application to MSS. 

(b) Explain, with reference to MSS, the purpose of the mission and vision statements
(line 37). [6] 

A mission statement is a statement of the purpose of an organization, in this
instance providing an education for girls.  It should refer to the key market
(parents of girls), the contribution it makes to that market and what makes the
service unique, so that the client chooses the school.  The school’s ethics may
play a part in this.

A vision statement is a statement of an organization’s overall objectives designed
to aid decision making.  In this instance it will refer to future plans for growth and
facilities.

Mission statements and vision statements fulfill different purposes.  A mission
statement describes an organization’s purpose and answers the questions “What
business are we in?” and “What is our business for?”.  A vision statement
provides strategic direction and describes what the owner or founder wants the
company to achieve in the future.

Accept any other reasonable explanation.

Award a maximum of [3] for a theoretical answer.

Award a maximum of [4] if either only one of mission statement or vision
statement are addressed in context.

Award a maximum of [5] if the analysis is mainly descriptive but in context.

If there is confusion between mission statement and vision statement but there is
some understanding shown of the concepts award a maximum of [4] if in context
and [2] if no context.  If the statements are not explained but purposes developed
also award max [4].
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3. (a) Describe one capital expenditure and one revenue expenditure for MSS
(lines 1617) [4] 

Capital expenditure could include: buildings, computers, books, equipment. 
Revenue expenditure could include: wages, materials, electricity, marketing, etc. 

Pens, paper and other consumables are revenue expenditure even if bought 
in bulk. 

Accept any other reasonable expenditures. 

For each capital expenditure: Award [1] for identifying the expenditure and [1] for 
relevant application to MSS. 

For each revenue expenditure: Award [1] for identifying the expenditure and [1] 
for relevant application to MSS. 

(b) Explain a suitable promotional mix that MSS might use to attract new students. [6] 

Relevant context:
 MSS is a charity so has a limited promotion budget
 the school is in a remote area, which has an impact on the choice
 ethical considerations
 USP considerations
 suitable methods
 is the promotion for the local area or in the cities?  The outcome might be

different for each.

Above the line methods: 
 advertising, but where?

Below the line: 
 sales promotion.  How?  Two for the price of one might apply to siblings.
 public relations.  For a small school?  Where?
 exhibitions, etc.  But the school is remote.
 word of mouth.  Probably the most likely in a remote location.
 can also include social media in below the line.

Remember: This question is about a “mix” of promotional activities and therefore 
needs more than one promotional activity. 

Accept any other reasonable explanation. 

Analysis should come from explaining how the methods can achieve 
the objective. 

Award a maximum of [3] for a theoretical answer. 

Award a maximum of [4] if the explanation is limited to only one promotional 
activity in context. 

Award a maximum of [5] if the answer is purely descriptive but in context. 

A judgement/recommendation is not needed for [6]. 
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Section B 

4. (a) Define the term contingency plan. [2] 

A contingency plan is a systematic way of preparing for the unexpected.  Can 
accept “planning”.  This would be sufficient for [2]. 

The aim is to reduce the possible impact of unexpected and unwanted events.  If 
the definition relies on natural disasters, emergencies, crisis etc rather than 
“unexpected” only award [1] unless it is clear these are examples and that there 
is a “plan.” 

Award [1] for some understanding. 

Award [2] for a clear definition which must include a sense of preparing for the 
unexpected/unwanted/crisis or similar words. 

(b) Explain the usefulness to MSS of the variance analysis in Table 1. [4] 

The variances suggest seeking answers to questions, helping future budgeting
and identifying problems.

The calculations show lower than expected fees.  This helps plan for teachers
and other resources.

Higher than expected salaries.  This helps questions such as “Have we recruited
too many teachers”? and “Could we afford a pay increase?”.

Higher cash purchases suggests looking at the value to MSS of cash purchases
made.  The overall profit figure has changed a great deal so considerable need
for concern.

Candidates are likely to explain the general meaning of variances and then
illustrate their use by reference to the data in Table 1.  However, do not reward a
simple interpretation of the table without reference to use as this doesn’t answer
the question.

A description only/definition only does not gain marks however a very clear
description of variance analysis together with a very good example of use from
Table 1 could achieve [4].  Otherwise:

Award [1] for each usefulness identified and [1] for its relevance to MSS, usually
with reference to numbers.

(c) Explain two restraining forces relating to change at MSS. [4] 

Restraining forces include:
 poor electricity supply
 does the school have the expertise?
 limited finance available
 no internet
 maybe other priorities
 construction/implementation problems.

Accept other reasonable alternative answers. 

Award [1] for identifying each restraining force and [1] for linking that force  
to MSS. 
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(d) Discuss human resource strategies that could reduce the impact on employees of
the changes suggested by Mrs K. [10] 

Proposed changes suggested by Mrs K:
 Increase teacher contact time with students
 Observe each other’s lessons and make suggestions for improvements
 Additional duties for teachers

Possible strategies include: 
 involving teachers in the decisions and their implementation
 allowing teachers to have employee representatives
 making sure staff understand the reasons for change
 bringing the changes in gradually
 making sure training is available – this may solve a range of problems
 working to ensure everyone shares Jacob’s vision.

This question is more about management of change than human resources and 
high mark answers should reflect that.  

Accept reasonable alternative answers. 

Marks should be allocated according to the mark bands on page 4. 

Award a maximum of [4] for a purely theoretical answer with no effective use of 
additional case material or reference to management of change. 

Award a maximum of [4] if the candidate only analyses/evaluates Mrs K’s 
changes. 

Award a maximum of [5] if only one strategy is considered in context. 

Award a maximum of [5] if there is no reference to the changes suggested by 
Mrs K. 

Award a maximum of [6] if more than one strategy is considered but there is 
limited use of data. 

Award a maximum of [8] if strategies/impacts are considered, there is good use of 
data, but lack judgement(s). 

For full marks more than one strategy should be considered, data used 
effectively, a clear development of the impact on employees given and 
judgements are made. 
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Section C 

5. Using the information above and in Figure 1, recommend either Option 1 or Option 2
for MSS.  You will find it useful to calculate the payback period for the two options. [20] 

Discussion could include:

Option 1: IT centre
 Longer term option
 Higher risk
 Some funding has already been achieved
 It fits in with Jacob’s vision and mission
 It helps with a very valuable USP
 it could attract pupils from the city
 There is a higher risk of failure although loss is smaller, there are possible

construction problems
 “Successful” returns are higher
 But large capital outlay
 Predicted outcome $1300
 Staff don’t like this option, but benefits for students
 ARR 26.7 %, NPV $1153, payback 2.14 years which is just less than 2 years and 2

months.
 Donor already found for internet connection

Option 2: minibus 
 Solves an urgent problem
 Lower risk
 There is less likelihood of it attracting new students?
 The risk of failure is small and the probability of success higher.
 Predicted outcome $1165, less than the IT centre
 Staff like the idea
 It has a variety of uses
 Quicker payback (1.45 years, just more than 1 year and 5 months) and higher ARR

(35.4 %) but shorter life, hence NPV lower ($567)
 Improves situation for teachers and students
 Purchase cost relatively low.

Other issues 
 Reliability of data?
 How realistic are probabilities?
 Are there other alternatives?

Only some of these issues need to be discussed for a full response 
Accept any other relevant discussion. 

Marks should be allocated according to the assessment criteria on pages 7–8. 

Criterion A is concerned with what techniques and ideas are chosen to solve the 
problem. 

 Criterion B is concerned with how effectively these techniques and the data are 
applied to the problem. 



– 13 – N17/3/BUSMT/HP1/ENG/TZ0/XX/M 

Criterion C is concerned with how well arguments are balanced and recommendations 
that are made. 

 Criterion A: Knowledge areas include: risk, decision trees and predicted outcomes, investment 
appraisal, use and limitations of data, strategic decision making.  No understanding of decision 
trees and/or predicted outcomes and/or investment appraisal, marks limited to [3]. 

 Criterion B: Application will be judged by the use of the stimulus material, in particular 
the extra material.  If only one option considered, award a maximum of [2].  If both 
options considered but no use of additional material, award a maximum of [3].  If no 
payback based on the original data or payback not used limit to [3]. 

 Criterion C: Reasoned argument.  For full marks there needs to be a comparison 
between the two options and a supported recommendation.  If analysis of only one, 
award a maximum of [3].  If no comparison but analysis of both options award a 
maximum of [2].  For simplistic analysis max [1]. 

 Criterion D: Structure – see criterion. 

Criterion E: Likely issues include: Groups: impact on communities, teachers 
and/or other employees, students/potential students, parents, townspeople, 
contractors, trustees, management, other stakeholders.  Individuals: Jacob and 
Mrs K. 

0 = no relevant mention of any groups, individuals 

1 = only group(s), or only individual(s) or both treated superficially 

2 = group(s) and individuals(s) considered but either groups or individuals superficial 

3 = groups and individuals considered more than superficially but not balanced 

4 = groups and individuals given balanced consideration 

Note: a recommendation that a decision cannot be made due to lack of information (eg 
market research) can be regarded as a decision provided the arguments are 
supported. 

Do not penalise candidates who make little or no reference to the original pre-release 
material. 

Instructions to candidates

�	Do not open this examination paper until instructed to do so.
� A clean copy of the business management formulae sheet is required for this examination 

paper.
�	Section A: answer one question.
�	Section B: answer two questions.
� Section C: answer one question.
�	A calculator is required for this examination paper.
�	The maximum mark for this examination paper is [70 marks].
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Section A

Answer one question from this section.

1. Pelican Pies (PP)

Pelican Pies (PP) produces high-quality pies that have limited brand loyalty outside of their local 
market.  The prices of the pies are higher than those of PP’s competitors.

Table 1: Selected financial information for PP for the year ending 30 April 2017.

Number of pies sold 8000
Price of each pie sold $4.00
Cost of goods sold per pie $1.75
Expenses
•	 Electricity per month $200
•	 Rent of premises per quarter $1000
•	 Promotional expenses per year $1000
8 % interest per year paid on a loan of $40 000
Tax 25 % of profits

For 2018, PP’s owner, Austin, is looking to increase sales beyond the local market by lowering 
prices and spending a greater proportion of PP’s promotional budget on above-the-line methods 
such as regional newspaper advertisements.  To finance this type of promotion, Austin will have to 
increase his loan amount by $10 000.

Table 2: Selected financial information for the year ending 30 April 2018.

Number of pies sold 20 % increase on 2017 figure
Price of each pie sold 30 % decrease on 2017 figure
Cost of goods sold per pie $1.75
Expenses
•	 Electricity per month $200
•	 Rent of premises per quarter $1000
•	 Promotional expenses per year 200 % increase on 2017 figure
8 % interest per year paid on a loan of $50 000
Tax 25 % of profits

 (a) Describe one reason why brand loyalty would be important to PP. [2]

  (b)   Construct a profit and loss account for PP for the year ending 30 April 2017 based on 
the figures in Table 1 (show all your working). [4]

  (c)  Construct a forecasted profit and loss account for PP for the year ending 30 April 
2018 based on the figures in Table 2 (show all your working). [4]
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2. Tasty Cupcake (TC)

Luis and José have set up a partnership, baking and selling cupcakes directly to consumers and 
supermarkets.  They called the business Tasty Cupcake (TC).  They used their savings of $3000 
as starting capital.  The partners need an overdraft agreement from the local bank.  The bank 
manager asked for a cash-flow forecast.

Luis has forecasted the following sales and cost figures for the first six months of operation, 
beginning in January.

Sales
yy Average selling price of one cupcake: $5.
yy Sales of cupcakes: 1300 cupcakes in January and 1700 cupcakes per month from February

• 70 % of customers who purchase cupcakes will pay in cash.  The supermarkets will buy the 
remaining 30 % of cupcakes on credit and pay one month later.

Costs
yy Rent: $6500, payable at the start of each quarter.
yy Labour costs: $750 per month.
yy Raw materials: 50 % of sales revenue per month, paid in cash.
yy Overheads: $400 per month, paid in cash.

 (a)  State two features of a partnership. [2]

  (b)   Prepare a monthly cash-flow forecast for TC for the first six months of operation. [6]

 (c)  Calculate TC’s forecasted net profit at the end of June (show all your working). [2]

Turn over
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Section B

Answer two questions from this section.

3.  Pedro 

Pedro is a farmer who operates as a sole trader in a developing country.  Like other farmers in his 
community, he grows oranges, which are sold to buyers in developed communities and large cities.  
Working in the primary sector often results in very low income and poverty for some of the farmers.  
Most children do not go to school, as they are needed in the fields for manual work.  Cooperation 
between the farmers in this community is very limited due to linguistic and cultural differences. 

Recently, farmers’ incomes have fallen further.  Pedro has conducted social, technological, 
economic, environmental, political, legal and ethical (STEEPLE) analysis and identified two main 
external threats that are impacting on farmers’ incomes:
yy competition from orange producers from developed communities and large cities with improved 

technology and higher productivity rates
yy a severe and sustained drought affecting the level of orange production in all developing 

countries.  

Pedro would like to improve productivity as an orange producer.  Investing in new technology is 
risky and would require extensive research and development.  The internet is unreliable and Pedro 
is unable to raise funds for this investment himself to change current production methods. 

Pedro has arranged an emergency meeting of local farmers.  He proposes that all farmers in his 
community create an agricultural cooperative and collectively raise funds to invest in new  
capital-intensive farming methods.  The investment in technology could allow them to diversify into 
the manufacturing of bottled orange juice drinks.

  (a)  Define the term productivity rate. [2]

 (b) Explain how each of the two external threats arising from the STEEPLE analysis would 
have impacted on farmers’ incomes in the developing world. [4]

 (c) Explain one cost and one benefit to Pedro of conducting extensive research and 
development. [4]

 (d) Examine Pedro’s proposal to create an agricultural cooperative in his community rather 
than continuing to operate as a sole trader. [10]
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4.  Music Mania (MM) 

Music Mania (MM) is an independent store selling new and used music compact discs (CDs),  
DVD films and music vinyl records.  It is a sole trader business owned by André, who has 25 years 
of experience in the retail and music business.  MM has loyal customers but its total revenue is 
falling.  The store currently has a low market share in DVDs and vinyl records.

André decided to conduct some primary and secondary market research, as the entertainment 
industry is changing rapidly.  He discovered that:
yy the market for DVDs is in rapid decline
yy CD sales are declining slowly but new releases still sell well
yy MM has had to stock computer games, which are selling out very quickly, and the sales of new 

vinyl records are growing slowly. 

André is accustomed to variations in sales but the current sales forecasts are, in his experience, 
the most worrying.  He has decided to create an e-commerce website to increase his sales of new 
and used vinyl records and CDs.  André is also aware that new free online music streaming and 
gaming sites are being launched.

André has only limited internal sources of finance to set up the website.  Two new tactics to ensure 
future success for MM being considered are:
yy to stop selling DVDs
yy to increase below-the-line promotional spending on vinyl records. 

  (a)  Define the term secondary market research. [2]

 (b) Explain one advantage and one disadvantage for MM of using sales forecasting. [4]

 (c) Explain one cost and one benefit for MM of setting up an e-commerce website. [4]

 (d) Using the Boston Consulting Group (BCG) matrix, discuss the two new tactics André is 
considering to ensure MM’s future success. [10]

Turn over
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5. Green Clean (GC) 

Green Clean (GC) is a private limited company.  Its unique selling point (USP) is offering 
high-quality and reliable cleaning services by teams of professional cleaners who clean offices 
and houses.

GC has strong ethical objectives.  They only use eco-friendly cleaning products and pay their 
employees fair wages.  Labour turnover is low and many cleaners have worked for the company 
for over two decades.

However, the cleaning market has become very competitive.  GC has been slow to react.  Other 
cleaning companies are beginning to offer a wider range of services.  GC’s management has 
decided to introduce a new gardening service to create new revenue streams.  GC will have to 
recruit professionally trained gardeners from wide geographical areas, as they are difficult to find.  
GC will have to pay these new gardeners at least 20 % more than cleaners to attract them.  GC 
has limited experience in recruiting employees other than cleaners. 

The cleaners are becoming demotivated because they are unhappy about the difference in pay  
between cleaners and future gardeners.  They believe that gardeners are not more skilled than 
cleaners but just have a different skill set.  Human resource managers are concerned about the 
potential impact of demotivated cleaners and are looking for ways to improve morale.  One option 
they are considering is to offer cleaners an employee-share ownership scheme.  Shareholders, 
however, are opposed to this proposal.

(a)  Define the term ethical objective. [2]

(b) Explain one advantage and one disadvantage to GC of having low labour turnover. [4]

(c) Explain two possible steps in the recruitment process of gardeners for GC. [4]

(d) With reference to two motivation theories, examine the motivation of cleaners at GC. [10]
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Section C

Answer one question from this section.  The organizations featured in sections A and B and in the  
paper 1 case study may not be used as a basis to your answer.

6.  With reference to an organization of your choice, examine the impact of innovation on 
operations management strategy. [20]

7. With reference to an organization of your choice, discuss the ways in which globalization 
can influence organizational culture. [20]

8. With reference to an organization of your choice, discuss the ways in which ethics and 
change can influence human resource management. [20]
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