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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”.

M&N 15       /3/BUSMT/BP1/ENG   /TZ0/XX/CS – 4 –

90

95

100

105

110

115

120

125

130

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.

M&N 15       /3/BUSMT/BP1/ENG   /TZ0/XX/CS
N15/3/BUSMT/SP1/ENG/TZ0/XX

Business and management
Standard level
Paper 1

© International Baccalaureate Organization 20    1    5 3 pages

Instructions to candidates

 Do not open this examination paper until instructed to do so.
 A clean copy of the business and management case study is required for this examination 

paper.
 Read the case study carefully.
 Section A: answer two questions.
 Section B: answer the compulsory question.
 A calculator is required for this examination paper.
 A clean copy of the business and management formulae sheet is required for this 

examination paper.
 The maximum mark for this examination paper is [50 marks].

1 hour 15 minutes

   Thursday  19 November  20    1    5  ( afternoon)

8 8 1     5     – 5013



– 2 –

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 benefi t to the local school and one benefi t 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 benefi ts, 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) Identify the four stages V, W, X and Y labelled on the product life cycle model below. [4]

 (b) Explain why K&J’s Option 3 is a form of corporate social responsibility for LadyA. [4]

 (c) Apply the Ansoff matrix growth strategies to Options 1 and 2. [4]

 (d) Evaluate the effectiveness of Alejandra’s different leadership styles. [8]

Additional information

There is no additional information in this paper for Section B.
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The markbands on pages 3–4 should be used where indicated in the markscheme. 
 

Section A 

Level descriptors Q1 (d) Q2 (c) Q3 (c) 

Marks  
 0–7  

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 case 

study.   

3–5 

• 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 

case study, not just to the name of the 
organization.   

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

6–7 

• 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 case study. 
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Section B 

Level descriptors 
Q4 (d) 

Marks  
0–8 

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 case study.  

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 case 

study, not just to the name of the organization. 
• The response is mainly theoretical. 

5–6 
 

• 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 case study are 
made at places in the response. 

7–8 
 

• 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 case study are 
made throughout the response. 

 
 

  



 – 5 – N15/3/BUSMT/SP1/ENG/TZ0/XX/M 

 

Note to examiners: do not penalize candidates for the use of “LadyA” or 
“Alejandra” interchangeably in their responses. 

 
Section A 

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

LadyA. [2] 
 

Quality control is intended to ensure that products are being manufactured to an 
acceptable standard.  Poor quality / problems with quality control can lead to: 
• dissatisfied customers 
• loss of future sales 
• poor quality perfumes, etc could affect LadyA’s reputation as well as the 

reputation of the perfumes 
• negative impact on brand image. 
 
Accept any other relevant problem. 
 
 
Award [1] for a basic description that conveys knowledge and understanding.  
 
Award [2] for a full, clear description that conveys knowledge and understanding 
in relation to LadyA. 

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

The market segment that a particular product is aimed at is known as the target 
market. 
 
LadyA’s target markets were English speakers, mostly teenage girls and young 
women from the United States (US), many Hispanics and some Spanish-
speaking Americans. 
 
For LadyA it is important to know her target market: 
• It provides the business a clear picture of the consumers and their profile in 

the target market.  It could include age, gender, income levels, social class. 
• Knowledge of the target market helps the business make the right marketing 

mix decisions to provide the right product / service meeting the taste and 
preference of the market it is aimed at, the right price the consumer will be 
willing to pay, at the right place, using the most appropriate promotion strategy 
and offers that are likely to attract the specific market for whom the product / 
service is designed. 

• Knowing the target market will lead to less wastage of resources in all the 
marketing mix. 

 
Accept any other relevant reason with reference to LadyA. 
 
 
Award [1] for a basic description that conveys knowledge and understanding. 
 
Award [2] for a full, clear description that conveys knowledge and understanding 
in relation to LadyA. 
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 (c) Explain one benefit to the local school and one benefit to Mrs Carroccio,  
of providing training for Mrs Carroccio (line 13). [4] 
 
Aim of training is to improve the performance of employees.  It can lead to the 
following benefits: 
• Better performance by Mrs Carroccio as she is more confident from the new 

skills.  She may also be more motivated to do her job well as the school is 
investing in her. 

• The school could become reputed for being a good employer and hence it 
may become easier to attract people to apply for jobs. 

• It could improve the school’s performance as Mrs Carroccio is performing 
better. 

 
Accept any other relevant benefit. 

 
  N.B. Accept one benefit that is applied to both the school and Mrs Carroccio. 
 

N.B. Do not accept an answer that refers to the charity where Mrs Carroccio 
learned English.  The question refers to the local school and Mrs Carroccio. 

 
Mark as 2+2. 

 
Award [1] for the identification of a relevant benefit for the school / Mrs Carroccio 
and [1] for an explanation of the benefit in relation to the school / Mrs Carroccio.  
Award a maximum of [2]. 
 

 (d) Analyse the impact of technological change on Alejandra and her business. [7] 
 
Some technological changes have had a positive impact (and may be regarded 
as “opportunities”), others a negative impact (so they may be regarded as 
“threats”). 
 
The availability of online file sharing software, followed by emergence of MP3 
players, smartphones, video hosting websites became popular.  Younger 
generation teenagers – a major target market of LadyA relied heavily on these 
new technologies to get their music and videos.  Online file sharing of 
copyrighted material, although often illegal was widely used.  This directly 
affected the sales of CD albums and profitability of music videos.  Production of 
online videos now had to be done by the artist / themselves, this was expensive 
and did not generate any direct revenue; it denied artists and musicians their 
royalties. 
 
LadyA had to find new ways to generate revenue.  She had to maintain herself as 
a media personality.  This involved strengthening her brand identity with an 
image that would fit the expectations of her target market.  LadyA used 
technology – social media networks, which her target market used to bond and 
communicate with them. 
 
Accept any other relevant application / analysis. 
 
If the answer is not applied to LadyA award a maximum of [3]. 
If the answer is limited to knowledge and understanding of case study material 
award a maximum of [4]. 
If the answer lacks depth of analysis / balance, award a maximum of [5]. 
 
Marks should be allocated according to the markbands on page 3.  
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2. (a) Describe one method of primary market research and one method of secondary  
market research that could be useful to LadyA. [4] 

 
Methods of primary market research could include: 
• surveys and questionnaires 
• observation 
• focus groups. 
 
Methods of secondary market research could include: 
• media reviews, market intelligence reports 
• government publications on demographics and population census, income 

levels 
• business websites (do not accept just “internet” or “websites”) 
• data about competitors. 
 
Accept any other relevant method of primary / secondary market research. 
 
 
Mark as 2+2. 
 
N.B. Award a maximum of [3] overall if the answer is not applied to LadyA. 

 
Award [1] for each correct and relevant primary / secondary method of market 
research identified and [1] for an appropriate description of each of these.  Award 
up to a maximum of [2]. 

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

 
Reasons for Mr Carroccio setting up a business include: 
• economic insecurity encourages in people the need to be self-reliant:  

financial motivation / security (earning money) 
• desire for independence (“be his own boss”) 
• possibilities of higher income in the long term (as opposed to being employed) 
• make use of personal interests and skills 
• put creative ideas into practice. 
 
Accept any other relevant reason. 
 
 
Mark as 2+2. 
 
N.B. Award a maximum of [3] overall if the answer is not applied to LadyA. 
 
Award [1] for each relevant reason identified and [1] for its development.   
Award up to a maximum of [2] per reason. 
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 (c) Analyse the importance of branding for Alejandra. [7] 
 
Branding is an essential part of marketing. In this case, the brand is LadyA. 
 
First of all, an appropriate brand name is important to match the expectations of 
the target market.  The brand will have its own related customer perception as 
customers associate the brand with certain qualities / perception.  This was the 
reason, Alejandra was very careful about what products she endorsed (line 107) 
as she expected each of these to strengthen her brand identity as a beautiful, 
mainstream American with Hispanic passion and intensity.  Branding is crucially 
important to Alejandra as it seeks to provide differentiation as well as a unique 
identity among other female music artists and film stars. 
 
Under the LadyA brand, Alejandra offered her own product line of perfumes and 
cosmetics targeted at teenage girls and young women, sold in department stores 
in the US.  Given that Alejandra is successful in establishing the LadyA brand – 
to the point that large numbers of consumers know the name and logo – the 
company will have a much easier time when introducing new products.  Brands 
when effectively managed can have a longer product life cycle. 
 
As long as value is associated with a brand, Alejandra can add other products 
and lines, such as LadyA handbags, LadyA lingerie, LadyA shoes, Option 2.  
LAM will also enjoy the “free advertising” that comes with consumers using 
LadyA handbags or wearing shoes with its easily identifiable logo / symbols. 
Branding also enables loyalty which is important as most people tend to keep 
buying the same products, once they identify with them. 
 
Using her first brand name Lady Alejandra – Alejandra hopes to attract patronage 
in the South American markets Option 1 which generally accept older female 
musicians and media stars.  The Spanish-speaking markets will be addressed 
through methods such as a concert tour as well as through music downloads, 
films, product endorsements, magazine covers etc. 
 
There is also the option of Alejandra re-branding herself, to reposition her image 
associating herself with noble causes such as malnutrition, homelessness, 
human trafficking, Option 3. 
 
There is a negative side to a strong brand identity.  If one of its products has 
problems, the problem product can affect the entire brand.  It can be expensive to 
establish and maintain a brand.  Brands can “go out of date”.  This brand name 
needs to be consistent with the rest of the marketing mix for Alejandra and her 
products.  It may prevent development of individual product characteristics, for 
example, perfume versus handbags. 
 
Accept any other relevant analysis. 
 
 
N.B. Allow candidates to use the name Alejandra and LadyA interchangeably as 
long as they recognize that LadyA is the brand. 
 
If the answer does not relate to LadyA/Alejandra award a maximum of [3]. 
If the answer is limited to only one aspect award a maximum of [4]. 
If the answer lacks depth of analysis / balance, award a maximum of [5]. 
 
 
Marks should be allocated according to the markbands on page 3. 



– 9 – N15/3/BUSMT/SP1/ENG/TZ0/XX/M 

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

Benefits to Mr Carroccio include: 
• single ownership and control of the business, not answerable to anyone
• all profits and losses belong to the single owner alone
• all decision-making powers of the business technically vested with the single

owner.

Accept any other relevant benefit. 

Mark as 2+2. 

N.B. Award a maximum of [3] overall if the answer is not applied to Mr Carroccio or 
a shoe repair business. 

Award [1] for each relevant benefit identified and [1] for its development.  
Application could refer to Mr Carroccio’s personal circumstances or that a sole 
trader is a typical set up of a shoe repair business.  Award up to a maximum of [2] 
per benefit. 

(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] 

( )
( )

( )( )×
= × = × =

3000 5 – 9000 / 5net return profit  per annum
ARR 100  100  13.3%          

capital outlay cos 9000t

Award [1] for working and [1] for the correct answer. 

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

Payback: It takes 3 years (36 months) to earn $9000 at $3000 per year.

Award [1] for working and [1] for the correct answer. 
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(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] 

ARR:
• 13.3% (allow OFR on this figure) could be much better than any interest he

could get on his savings.
• Could it be even better if you extend the appraisal beyond 5 years?
• What if the business was slow to start?

Payback: 
• He has not borrowed so is the payback important?
• 3 years (allow OFR on this figure) seems a fairly long time.

Both measures present a favourable picture but how realistic is the data?  What 
other factors need to be considered?  It may have been his only opportunity to 
use his limited savings to make a secure life in the US. 

How would he establish a market?  He is new to the US.  Other marketing issues 
– what price, what marketing can he do – presumably limited?  What competition
was there – presumably established businesses.

New businesses find it difficult to get loans – indeed he was turned down. 
Difficult to start with limited finance. 

Accept any other relevant analysis. 

N.B. Allow candidate own figure rule (OFR) from their calculations to part (b). 

If the answer only uses case study material or only uses answers to part (b) / 
ratios award a maximum of [3]. 
If limited use of case study / ratios, award a maximum of [4]. 
If the answer lacks depth of analysis / balance, award a maximum of [5]. 

Marks should be allocated according to the markbands on page 3. 
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Note to examiners: do not penalize candidates for the use of “LadyA” or 
“Alejandra” interchangeably in their responses. 

 
Section B 

 
4. (a) Identify the four stages V, W, X and Y labelled on the product life cycle model below. [4] 
 

 
 

V: Introduction/introducing / launch 
W: Growth  
X: Maturity/maturation (not “saturation”)  
Y: Decline 
 
 
Award [1] for the correct identification of each stage, up to a maximum of [4]. 

 
 (b) Explain why K&J’s Option 3 is a form of corporate social responsibility for LadyA. [4] 

 
K&J’s Option 3 proposes that LadyA use a part of her wealth to set up charitable 
non-profit organizations for social causes – the service of humanity – such as 
malnutrition in developing countries, or homelessness in big cities, or 
international trafficking of children. 
 
Associating herself with corporate social responsibility, LadyA would rebrand 
herself, from a young singer, to taking an image of a strong, mature, determined, 
compassionate woman appearing on television talk shows and magazine 
interviews promoting the cause of her non-profit organizations.  A percentage 
from her shows and income sources could form a source of revenue for the  
non-profit organizations. 
 
Often businesses engage in corporate social responsibility with a strategic or an 
altruistic objective. 
 
 
Award [1–2] for a basic answer showing knowledge of “corporate social 
responsibility” in general terms.  
 
Award [3–4] for an answer which shows understanding of corporate social 
responsibility in the context of LadyA. 
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 (c) Apply the Ansoff matrix growth strategies to Options 1 and 2. [4] 
 

 
 
Option 1 
Market development (new South American markets for existing products). 
 
Option 2  
Option 2 could be described as: 
Diversification – new products, new markets (ie global market). 
or 
Product development (see reference to US market, line 150). 
 
N.B. Candidates are not expected to mention both. 
 
N.B. The terminology has to be exact for maximum marks (ie do not credit terms 
such as “market orientation” or “differentiation”). 

 
N.B. The diagram is not needed. 
 
 
Award [1] for each option correctly associated with an element of the Ansoff 
matrix model, up to a maximum of [2].  Award an additional [1] for each relevant 
explanation (in context) up to maximum [2].  Award up to a maximum of [4] in 
total. 
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(d) Evaluate the effectiveness of Alejandra’s different leadership styles. [8] 
 
Alejandra had very different leadership styles in her twenties to that in her thirties.  
When Alejandra was in her twenties, her leadership style was often inconsistent.  
At times direct, giving detailed instructions, getting angry when they were not 
followed and at other times more laissez faire.  As she matured at the peak of her 
career, her leadership style became more paternalistic. 
 
Both are partly effective and partly ineffective. 
 
Inferences must be drawn, with support from the case study: 
A laissez faire leader (line 86) allows employees to carry out activities freely 
within broad limits.  It may result in a more relaxed atmosphere where there are 
few guidelines and directions.  It is characterized by poor communication, it can 
often result in poor productivity / mistakes.  For example, Alejandra’s laissez-faire 
leadership style when she was in her twenties: employees never knew what to 
expect, communication was poor, employees frequently complained behind her 
back mockingly called her “la princesa”. 
 
Paternalistic style: Alejandra developed this leadership style as she matured and 
was at the peak of her career.  She must have felt more responsible for the staff 
– probably some / many of them were employed with her for many years, since 
the start of her career.  Alejandra would make all decisions; however as a 
paternalistic leader it places a great deal of importance on the welfare of her staff. 
 
Accept any other relevant evaluation / point. 
 
 
For full marks, candidates must evaluate the effectiveness of both leadership 
styles, in context, with reference to the possible implications for Alejandra.  
Where only one leadership style is evaluated the maximum mark that can be 
awarded is [4]. 
 
Award a maximum of [3] for a general discussion of leadership. 
Award a maximum of [4] for limited discussion in context. 
Award a maximum of [5] for a discussion without evaluation / judgment. 
 
Marks should be allocated according to the markbands on page 4. 
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Section A

Answer one question from this section.

1. Calorie Count (CC)

Evana Dox has recently set up her own business, called Calorie Count (CC).  She has identified a 
precise market segment: local middle-aged people struggling to have a healthy lifestyle because 
of long working hours.  Customers will order meals in the morning, and in the evening Evana will 
deliver the meals. 

Evana is converting the ground floor of her house into a professional kitchen complying with all 
hygiene standards and food safety regulations.  She will employ her niece Athena, a graduate 
from a catering college.  60 % of the initial investment and start-up costs will come from Evana’s 
personal savings; the other 40 % will be financed by external sources. 

Evana has carried out secondary market research and found that the net profit margin in catering 
businesses of the same size is 35 %.  However, for her new business Evana knows that her net 
profit margin will be much lower.  

For her first year of operations, she aims for a net profit margin of 15 %.  In the first year, she 
hopes to sell an average of 50 meals per day, 5 days per week.  She estimates that each meal 
would be sold at an average price of $17.  This price, Evana believes, will be competitive and will 
generate an adequate contribution per meal for her business to be successful. 

CC uses a cost-based pricing strategy, with the following estimated costs:
• variable cost per meal: 70 % of selling price
• fixed cost per annum: $42 000.

 (a) Identify two variable costs for CC. [2]

 (b) Define the term contribution. [2]

 (c) Calculate for CC:

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

  (ii) the margin of safety, if it sells 50 meals per day, 260 days per year (show all  
your working); [2]

  (iii) the profit or loss, if it sells 50 meals per day, 260 days per year (show all  
your working). [2]

 (d) Construct a fully labelled break-even chart, to scale, for CC. [5]

 (e) Analyse the appropriateness of a cost-based pricing strategy for CC. [5]
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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 will be called  
Bip Bip (BB).  Tourism is very high during the summer months (December to February 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 in a year, we must forecast our cash 
position during the slow months,” 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, Nicolás is considering whether BB should offer 
an online booking service through their website.  Some of BB’s competitors have online booking, 
but many have chosen not to offer this service.  

 (a) Identify two possible sources of finance, other than leasing, that BB might use to 
obtain the vehicles. [2]

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

 (c) (i) Prepare a monthly cash-flow forecast, for BB, for the first six months of operation. [6]

  (ii) Comment on BB’s forecasted cash-flow position. [3]

  (iii) Calculate BB’s forecasted net profit for the first six months of operation (show all  
your working). [2]

 (d) Analyse the advantages and disadvantages, for BB, of using an online booking service.  [5]
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Section B

Answer two questions from this section.

3. Mercy Ships (MS) 

Mercy Ships (MS) is a non-profit organization 
that operates the largest non-governmental 
hospital ship in the world: the Africa Mercy.  With 
the Africa Mercy, Mercy Ships provides free 
healthcare and other medical services.  

Each year, Mercy Ships undertakes thousands of 
surgical and dental procedures and community 
health projects.  Before the Africa Mercy arrives at 
a port, Mercy Ships uses brochures aimed at local 
people to promote its services.  Mercy Ships also 
treats patients at dental clinics away from the port 
itself.  

Everyone on the Africa Mercy is a volunteer.  To keep the ship in operation, it requires a staff of 
400 volunteers, including doctors and nurses as well as chefs, engineers, hair stylists, and many 
other people from different professions.  People volunteer for varying lengths of time and must 
apply for available positions.  Mercy Ships volunteers agree to follow a strict code of conduct and 
also pay a fee to participate.  Volunteers include young people before they begin their professional 
life,  
middle-aged people who want a career break, and older people who want to remain active and 
make a difference.  All volunteers believe in Mercy Ships’ vision statement to “become the face of 
love in action, bringing hope and healing to the poor”.  

[Source: www.mercyships.org]

 (a) Identify two ways non-profit organizations differ from profit-based organizations. [2]

 (b) Explain two elements of MS’s marketing mix other than product, price, place  
and promotion. [6]

 (c) Apply one theory of motivation to MS’s volunteers. [5]

 (d) To what extent does MS face challenges in its workforce planning? [7]
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4. OneWorld

OneWorld is an artistic and cultural centre in England, United Kingdom (UK).  Founded in 1979, 
it organizes events, meetings and exhibitions in order to achieve its vision statement: “In our 
multicultural society today, all religious and ethnic communities will know and respect one another”.  
Last month, for example, it organized celebrations for Diwali (the Indian “festival of lights”), a 
series of lectures entitled “Unity and Diversity” and an exhibition of photographs called “Traditional 
Christmas in Poland”.  The exhibition proved very popular, especially after it featured in a television 
news documentary about Polish migrants in England. 

OneWorld is a non-profit organization with three sources of income:
• donations (from sponsors, such as local businesses)
• sale of tickets to some events (exhibitions are usually free, but OneWorld charges a small fee 

for the lectures)
• funding from the public sector.

Each source contributes approximately one third to OneWorld’s income.  However, following the 
global economic downturn beginning in 2008, contributions have reduced.  In addition, funding 
from the public sector may disappear after the next government elections: one major political party 
has announced funding cuts to artistic and cultural centres.  For OneWorld this change means less 
income, but more independence from the government. 

The directors of OneWorld have recently appointed a marketing officer, Rajesh Singh.  They gave 
him several tasks: formulating marketing objectives for OneWorld, preparing a promotional mix, 
developing marketing strategies, and using new forms of social media more effectively.  OneWorld 
has a vision statement, but no mission statement.  Rajesh first wants to write a mission statement 
for OneWorld. 

 (a) Define the term promotional mix. [2]

 (b) Explain two types of below the line promotion that Rajesh could use for OneWorld. [4]

 (c) Formulate a mission statement for OneWorld. [2]

 (d) Analyse the role of mission statements and vision statements for an organization such 
as OneWorld. [5]

 (e) Evaluate the impact of changes in external factors on OneWorld. [7]
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5. Le Bon Chocolat (LBC)

Le Bon Chocolat (LBC) owns a small chocolate factory located in Bayonne, a French city near the 
Spanish border.  LBC is a family business founded in 1946 by Michel Lalanne, who operated it as a 
sole trader.  Since 1980, LBC has been a private limited company.  All shareholders are members 
of the Lalanne family. 

LBC manufactures most of its chocolates in a flow production process.  Some special orders, 
however, are made through batch production (for example, sugar-free Christmas chocolates, or 
egg-shaped Easter chocolates).

LBC employs a local accountant to prepare the company’s financial statements.  The following 
table shows his calculations for last year:

LBC Industry average
Net profit margin (%) 16 14
Current ratio 1.8 1.8
Acid test (quick) ratio 0.8 1
Stock turnover (in days) 24 18

LBC sells its chocolates directly to customers, through a well-known shop in the city centre.   
The accountant, however, recommends that LBC add a new channel of distribution.  The  
Lalanne family is considering two options:
• (Option A) sell LBC chocolates in small independent shops in the region, through wholesalers.
• (Option B) sell LBC chocolates online, that is, business-to-customers (B2C) e-commerce.

 (a) Identify two features of a private limited company. [2]

 (b) With reference to LBC and to other examples of your choice, compare flow production 
and batch production. [6]

 (c) Interpret the financial calculations provided by LBC’s accountant in the table above. [5]

 (d) Recommend to the Lalanne family whether they should choose Option A or Option B. [7]
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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  
(e)  

Q2  
(d)  

Q3 
(c) 

Q4 
(d) 

Q5 
(c) 

 
Marks 0–5 

 

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 
 

• 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 
(d)  

Q4 
(e) 

Q5 
(d) 

Marks 0–7 

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 and concepts. 

• 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. 

 
5–6  

 

• 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. 

 
7  
 

• 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) Identify two variable costs for CC. [2] 
 

Possible variable costs for CC include: 
• food 
• utilities 
• supplies 
• petrol for delivery vehicle 
• wages 
• electricity (provided that candidates relates it to output). 

 
Accept any other relevant variable cost. 

 
 

Award [1] for each appropriate variable cost identified, up to a maximum of [2]. 
 
 (b) Define the term contribution. [2] 
 

Contribution refers to the portion of unit sales revenue, after per unit variable 
costs have been deducted.  This portion is then available to be applied to the 
fixed costs. 
 
Candidates are not expected to word their definition exactly as above. 

 
 
Award [1] for a basic definition that conveys partial knowledge and understanding 
or if the candidate merely writes the formula for calculating contribution. 
 
Award [2] for a full, clear definition that conveys knowledge and understanding.  
For [2], the candidate must include the idea of “per unit,” or in the case of CC,  
per meal. 
 
N.B. If a candidate gives a formula, such as per unit sales price – per unit 
variable costs, but with no mention of fixed costs, award [1].  If the candidate 
gives a formula and then provides some reference or relationship of the unit 
contribution to fixed costs, award [2].  The candidate does not have to use the 
words “fixed costs” but that idea or some sense of the idea of a business’s fixed 
costs needs to be conveyed. 
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 (c) Calculate for CC: 
 

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

  Break-even quantity 
fixed costs

contribution
=  

 
  Contribution per meal = selling price − variable cost 
    = $17 − 17 x 70 % 
    = $5.10 
 

  Break-even quantity 
42000

5.10
=  

   ≈ 8236 
 

Accept 8235.  Because 42 000/5.10 = 8235.2941, candidates may think to 
round down.  Whereas one could argue that, technically, the business has 
not reached break-even at 8235, it is only short by $1.50, which is not 
material for a business with forecasted sales of $221 000. 

 
 

Award [1] for working or formula and [1] for the correct answer.  Award up 
to a maximum of [2]. 

 
(ii) the margin of safety, if it sells 50 meals per day, 260 days per year  

(show all your working); [2] 
 

  50 x 260 = 13 000 
 

  13 000 − 8236 = 4764 
 
  Margin of safety is 4764. 

 
N.B. Allow candidate own figure rule (OFR) from part (i) calculation. 
 
 

  Award [1] for working or formula and [1] for the correct answer.  Award up 
to a maximum of [2]. 
 

  (iii) the profit or loss, if it sells 50 meals per day, 260 days per year (show all 
your working). [2] 

 
   13 000 x 17 = total revenue = 221 000 
 
   221 000 − variable cost − fixed cost = profit 
   221 000 − (0.70 x 221 000) − 42 000 = profit 
   221 000 − 154 700 − 42 000 = 24 300 
 
   Profit is $24 300. 
 
 
   Award [1] for working or formula and [1] for the correct answer.  Award up 

to a maximum of [2]. 
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 (d) Construct a fully labelled break-even chart, to scale, for CC. [5] 
 

 

 
 

Award marks as follows: 
[1] for each appropriately labelled axis – maximum of [2]. 
[1] for an accurately drawn and labelled total revenue curve. 
[1] for an accurately drawn and labelled total costs curve. 
[1] for the identification of the break-even level of output. 
 
If axes are not completely and properly scaled, award a maximum of [3] 
(assuming the candidate has earned at least [3] from above).  In its label, the  
y-axis must have both costs and revenue.  The x-axis can be output, sales, 
quantity, number of meals, or any other term that gets at this concept. 
 
Award [0] if a candidate produces a table, and award no more than [3] if the chart 
is not neat, not drawn with a straight-edge, or is not to scale.  Ideally, the 
candidate will draw an arrow pointing to the break-even point and label the arrow.  
However, accept as an “appropriately labelled” break-even point a vertical line 
from the x-axis to the break-even point provided that the line is labelled  
“break-even point”. 
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 (e) Analyse the appropriateness of a cost-based pricing strategy for CC. [5] 

 
All businesses are influenced by their costs when determining prices.  Cost-
based pricing as a strategy refers to setting price with costs acting as its “bottom 
line”.  Such businesses may have more influence of cost on their prices.  For 
example, the use of exotic vegetable, unseasonal food items, special 
preparations, customized meals. 
 
Cost-based pricing involves the addition of a profit element to the costs of 
production.  This form of pricing guarantees a profit since the fixed and the 
variable costs are all covered, and the price is always set above the costs to 
allow for a net profit margin. 
 
Evana, through secondary market research has data, that while established 
businesses of the same size, in the same industry earned an average of 35 % 
markup, Evana was expecting a 15 % markup on her costs.  With the pricing that 
Evana plans to sell meals at $17, she is likely to have a markup of 11 % and 
therefore may wish to review her prices to obtain the desired 15 % markup. 
 
This pricing strategy may be appropriate as the cost of meals will vary 
depending on the use and the cost of ingredients.  For example – meals using 
seasonal vegetables which are abundant in supply and therefore reasonably 
priced may have matching “low” prices, similarly non-vegetarian meals may be 
priced differently, while Italian, Mexican dishes may be priced accordingly.   
Such a pricing strategy is also appropriate where businesses are not willing to 
sacrifice some of their profits for lower prices. 
 
However, a cost-based strategy may not be appropriate as it ignores the impact 
of competition on consumers.  If competitors are selling at lower prices (the 
market becomes competitive) then the business might see its sales decreasing 
rapidly.  This is only likely if the market is not particularly competitive and this 
approach is adopted as an industry norm.  Alternatively, it may apply if the firm 
has a particular USP; in such a case, pricing may have a low impact on the 
business. 
 
The adoption of any pricing strategy, including a cost-based one, should be 
backed by adequate market research to fully understand the nature, income and 
psychographic characteristics of CC’s target market. 
 
Accept other relevant analysis and application of a cost-based pricing strategy  
to CC. 
 
 
To achieve the highest markband the answer must demonstrate analysis of the 
suitability of cost-based pricing strategy to CC – not just general benefits and 
drawbacks of the strategy. 
 
Accept any other relevant analysis. 
 
Marks should be allocated according to the markbands on page 3. 
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2. (a) Identify two possible sources of finance, other than leasing, that BB might use to 
obtain the vehicles.  [2] 

 
  Possible sources of finance include: 

• bank loan 
• loan from family or friends 
• capital provided by another partner, or partners 
• personal savings 
• hire purchase 
• government small-business grant (accept grant from government or 

government grant) 
• business angel (do not accept venture capitalist, which is not appropriate). 

 
  Accept any other relevant source of finance. 

 
N.B. Short-term borrowings or overdraft is not an appropriate source of finance in 
this situation and should not receive a mark. 

 
 
  Award [1] for each appropriate source of finance identified up to a maximum  

of [2]. 
 
 (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’s 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 in $ 
 

 December January February March April May 
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 
balance 

 
3500 

 
11 000 

 
13 500 

 
12 200 

 
5900 

 
4600 

 
  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) Comment on 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 comment. 
Award an additional [1] for 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 making a 
basic comment 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 BB’s forecasted net profit for the first six months of operation 
(show all your working). [2] 

 
   Method 1 
 
   Profit = sales revenue − total costs 
   Sales revenue = 11 000 ×  3 + 1000 ×  3 = $36 000 
   Total costs = 2000 ×  6 + 1500 ×  3 + 300 ×  3 + 5000 ×  3 

  = 12 000 + 4500 + 900 + 15 000 = $32 400 
   Forecasted net profit = 36 000 − 32 400 = $3600 
 
   Method 2 (allow OFR) 
 
   Closing balance in May − opening balance in December =  

4600 − 1000 = $3600 
 
 
   Award [1] for 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) Analyse the advantages and disadvantages, for BB, of using an online booking 
service. [5] 

 
  If BB introduces an online booking service, they will probably gain on customer 

base as they will be able to reach regional and international potential customers 
with a minimum of expense.  Accessibility to the service will be improved and 
customers will be able to book the vehicles before arriving to Punta del Este. 

 
  Administrative and paper work could be reduced as transactions will be done 

online.  In addition, through the website, BB will give information about the 
company and advertise their services and renting conditions which will be 
visualized by potential customers.  Marketing costs will possibly fall. 

 
  Online booking can be done any time and would not be restricted to BB’s opening 

hours.  Websites typically ask for customer feedback; if this is the case, BB can 
have access to relevant information to understand, anticipate and meet changing 
customer preferences. 

 
  However, many customers still refuse to do commercial transactions online due 

to privacy or security reasons, such as the fear of online credit card fraud. 
 
  In addition, some believe that the Internet is very impersonal and would prefer a 

personal service for their transactions. 
 
  If BB’s website and the online booking system is not user friendly, potential 

clients may be discouraged to hire vehicles using the service. 
 
  Accept any other relevant analysis. 
 
 
  Marks should be allocated according to the markbands on page 3. 
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Section B 
 
3. (a) Identify two ways non-profit organizations differ from profit-based organizations. [2] 
 

• profit versus non-profit 
• business objective (growth, profit, market share, etc) versus some service for 

the common good  
• revenue and expenses versus more flexible approaches (contributions, 

volunteers, etc). 
 
  Accept any other relevant answer. 
 
 
  Award [1] for each difference identified up to a maximum of [2]. 
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(b) Explain two elements of MS’s marketing mix other than product, price, place 
and promotion. [6] 

 
  Other elements of the marketing mix might include: packaging, people, process, 

and physical evidence.  Of these, the stimulus provides some evidence on: 
 
  People: MS relies on people who are passionate about helping others – they 

must be, as they actually pay to be part of the MS organization and forgo the 
comforts of home to live on a ship, where quarters are likely to be cramped and 
the rules are precise.  Further, the volunteers are not making money, as they 
would likely to be if they were still home.  The passion of its volunteers would 
help them work in these difficult conditions, though the rewards of helping those 
in need are probably great. 

 
  Process: MS’ process is very straight-forward.  MS goes to its patients.  The ship 

goes to ports where their services are needed.  Before a ship arrives in port, 
brochures are delivered so that potential patients are alerted.  If patients are 
unable get to the ship or other locations, MS’ staff go to the patients in mobile 
medical and dental clinics.  The other key element of the process is the delivery 
of modern medical services as well as can be provided in generally underfunded 
and ad hoc circumstances. 

 
  Packaging and physical evidence: Limited evidence is provided for packaging 

and/or physical evidence.  As for physical evidence, apart from the ship itself,  
MS probably has its logo on the medical clothing worn by the staff and on the 
vehicles it uses for its mobile clinics.  Brochures are distributed: brochures are 
both a form of promotion and a piece of evidence.  Possibly, (though possibly not 
due to the cost), medical supplies come in packages with the MS logo. 

   
  N.B. If a candidate says packaging and physical evidence, award [1] overall.   

If a candidate says packaging and physical evidence, and then mentions only  
the ship, award [1] overall. 

 
 
  Mark as 3+3. 
 

Award [1] for identification of an element of the marketing mix other than product, 
price, place, and promotion.  Thereafter, award [1 to 2] for each explanation of 
the element identified, depending upon the depth.  
 

  If candidates treat physical evidence and packaging as separate Ps, award a  
maximum of [4]. 
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 (c) Apply one theory of motivation to MS’s volunteers. [5] 
 
  Candidates may apply any of the motivation theories in the guide or any other 

well-known relevant theory of motivation.  “Balance” in this case would refer to 
addressing the limits of the theory of motivation they select in the context of MS.  
For example, in certain respects, to volunteer for MS is indication of “self-
actualization” (Maslow), yet it is unlikely that most of the volunteers had achieved 
all of the other levels (for example, young volunteers probably have not achieved 
full esteem, self-esteem, confidence, or achievement which, collectively, make up 
the stage before self-actualization).  

 
  N.B. To achieve more than [3], a balanced answer must refer to both positive 

and negative aspects of the motivation theory chosen. 
 
  Accept any other relevant application. 
 
  N.B. Taylor would not be a relevant theory.  If a candidate chose Taylor and 

explains that Mercy Ship contradicts Taylor's theory, award [1]. 
 
 
  Marks should be allocated according to the markbands on page 3. 
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 (d) To what extent does MS face challenges in its workforce planning? [7] 
 

  MS faces a number of challenges in workforce planning: 
• MS relies on volunteers.  What happens when no one with requisite skills (hair 

stylists or engineers, for example) applies? 
• MS does not know all of the medical situations it will face.  What if a certain 

type of specialist medical doctor is needed and yet MS does not have one on 
that voyage? 

• MS relies on volunteers with diverse and different skill sets.  Hair stylists 
cannot step in and do the work of a nurse; a medical doctor cannot do the 
work of a ship engineer.  In terms of both recruitment and operations, this 
diversity of skills is a challenge. 

• The amount of money and time that people commit could vary. 
• The strict code of conduct may cause some people not to volunteer, or to back 

out of their commitment before or after the cruise starts. 
• MS goes to locations very far from where, presumably, it draws its volunteers, 

emergency situations requiring a volunteer to go home (the sickness of a 
parent) may mean a premature termination of their volunteer period.  If the 
volunteer were living back in their home country, certain kinds of emergencies, 
like the sickness of a parent, might not require them to quit their job. 

 
  MS also has certain advantages which would help it in terms of workforce 

planning: 
• Volunteers appear to find the experience rewarding and probably tell friends at 

home about it and encourage them to do it.  This could be through 
professional networks (one cardiologist tells, after his volunteer period is over, 
other cardiologists with whom he interacts professionally about MS) or through 
other networks (a medical doctor, once her volunteer period is over, tells her 
hair stylist at home about it). 

• People who volunteer are aware that they have to pay and will not be paid.  
Therefore, labour rates/pay scales are not a problem.  

• Service, in the form of a gap service year, ongoing volunteerism, and 
retirement volunteering, is a growing phenomenon in modern countries. 

 
  Accept any other relevant challenge. 
 
 
  Marks should be allocated according to the markbands on page 4. 
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4. (a) Define the term promotional mix. [2] 
 
  Promotional mix is the combination and use of different promotional methods by 

a business, such as advertising, direct marketing, personal selling, public 
relations, and sales promotion.  Businesses preparing a promotional mix 
determine promotional needs of the business, the different types of promotion to 
be used, and the budget for each type and for the mix as a whole.  Promotional 
mix differs from the marketing mix in that it refers to just promotional techniques, 
not other aspects of the marketing mix (people, place, and price) plus other Ps, 
except promotion. 

 
  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, 

which would typically occur by listing the different types of promotion within the 
promotional mix and saying more than above the line and below the line 
promotion, or to drawing a distinction between the promotional mix and the 
marketing mix. 

 
Providing examples is not absolutely required for [2], though for most candidates 
exemplification would be the easiest way to demonstrate clear understanding.  In 
the absence of clear examples, a candidate’s definition must be very strong or gets 
at promotional mix by other means, such as different promotional methods for 
different target markets, or different methods for different products, etc. 
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(b) Explain two types of below the line promotion that Rajesh could use for OneWorld. [4] 
 
Types of below the line promotion include: 
• direct marketing (such as catalogues, email, flyers, mail, online display ads 

and pop-ups, promotional letters, text messages) 
• personal selling (of which there are many varieties) 
• public relations (buy one get one free; competitions for prizes; giveaways; 

price discounts 
• sponsorship (such as charities, sports events). 
 
Accept any other relevant answer. 
 
Some form of publicity identified (for example the press attending a OneWorld 
exhibition) for [1].  For [2], a candidate must explain OneWorld’s role or agency in 
the process (“OneWorld could invite local journalists to receptions on the night of 
the opening of a new exhibit.  The journalists would then be more inclined to write 
stories for the local press.”). 

 
 
N.B. Do not accept word-of-mouth as a type of below the line promotion. 

With no further explanation, “viral marketing” or “going viral” should receive [0] as 
viral marketing, without further explanation, is merely electronic word of mouth, 
and candidates do not receive credit for word of mouth.  If a candidate explains 
that a business “seeds” social media in the hopes that it goes viral, that would be 
acceptable for [2]. 

If a candidate states “social media” with no explanation, award [1].  If a 
candidate explains how a business actually uses social media (or terms that are 
virtual equivalents) as a form of below the line promotion, award [2]. 

 
Mark as 2+2. 
 

  Candidates must choose two types of below the line promotion, and they may 
choose either a category (direct marketing, for example), or a subset thereof (text 
messages, for example).  For each of the two types, award [1] for identification of 
a type of below the line promotion and award an additional [1] for explaining why 
that particular type of below the line promotion would make sense for Rajesh and 
OneWorld. 
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(c) Formulate a mission statement for OneWorld. [2] 
 

  Although different business writers stress different characteristics of a good 
mission statement, all agree that mission statements must be statements, 
meaning a sentence or sentences – no fragments – and the verbs should be 
action verbs rather than verbs that convey a state of being (to be, to exist, to 
become, etc). 

 
  In general, mission statements should be: 

• clear 
• current 
• feasible 
• motivating 
• precise 
• short 
• strategic 
• unique 

 
  and: 

• be primarily relevant to (1) employees and (2) customers 
• have a shorter timeframe (5 ± years, though they may be renewed if still 

appropriate) 
• have meaningful and measurable criteria for corporate social responsibility, 

indications of target market (including the geographic region), products or 
services, and aspirations for growth. 

 
 
  Award [1] to candidates who produce a mission statement that (1) is a sentence 

or sentences (with subjects and verbs) and (2) is at least minimally relevant and 
appropriate to OneWorld. 

 
Accept the following: if a candidate opens with an infinitive or gerund followed by 
a dependent clause with a verb.  For example, if a candidate writes “To ensure 
that every British citizen has been made aware of at least one OneWorld event 
every year”.  Though technically not a complete sentence, the mission statement 
above basically says “Our mission is ‘to ensure that every British citizen has been 
made aware of at least one OneWorld event every year’”. 

 
  Award [2] to candidates who produce a mission statement that (1) is a sentence 

or sentences (with subjects and verbs) and (2) is somewhat relevant and 
appropriate to OneWorld and contains at least several of the characteristics listed 
above other than “short” and “unique”, which candidates’ responses will very 
likely be.  If a candidate writes an appropriate mission statement that exceeds 
250 words, award a maximum of [1]. 

 
  N.B. Examiners should bear in mind that the question is only worth [2] and that 

candidates will and should allocate only a brief amount of time to formulating their 
response.  Do not award [2] only to “perfect” mission statements, or those written 
to a professional standard (the type that students and teachers typically read).  
Rather, the aim for examiners should be to measure whether candidates know 
what a mission statement is, what its principal characteristics should be, and 
whether candidates can apply that knowledge to OneWorld. 
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 (d) Analyse the role of mission statements and vision statements for an organization 

such as OneWorld. [5] 
 
  For any organization, a vision statement announces the business’s highest and 

long-term aspirations.  Its intended audience is all stakeholders in the business.  
Vision statements are typically lofty, aspirational, motivational and distant.  
Mission statements operationalize the vision in a shorter-term, 5 years or so 
typically.  The intended audience for mission statements are employees and 
customers.  As noted in the markscheme to part (c) on the previous page, 
mission statements typically have concrete characteristics.  While central to a 
business’s strategy, mission statements also guide employees tactically and 
operationally, by giving them a guiding statement to refer to when making 
decisions.  For customers, the mission statement makes clear how this business 
relates to them.  

 
  For OneWorld, its vision statement – “In our multicultural society today, all 

religious and ethnic communities will know and respect one another” – lets all 
stakeholders know the highest aspiration of the organization.  The mission 
statement, which the candidates will have written, speaks to how the intangible 
aspiration will be achieved. 

 
 
  N.B. Refer also to the markscheme for part (c) on the previous page.  Also, in the 

context of this question, balance means (1) that candidates address both the 
vision statement and the mission statement and (2) speak to some degree to the 
limits of vision and mission statements to guide a business over the long-run. 

 
  Accept any relevant analysis. 
 

If a candidate provides a basic but correct explanation of the difference between 
a vision statement and a mission statement with minimal or no application  
(a long quotation from the stimulus of OneWorld’s vision statement is not 
necessarily meaningful application), award a maximum of [2]. 

 
 
  Marks should be allocated according to the markbands on page 3. 
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 (e) Evaluate the impact of changes in external factors on OneWorld. [7] 

 
  The stimulus provides information on four external factors: 

• a shift in political priorities of one party, which may lead to public sector 
funding cuts because of a change in government priorities 

• an economic downturn has led to fewer contributions to OneWorld’s income 
• the world is becoming more diverse because of changes in legal restrictions 

on labour mobility, or the expansion of regional trading blocs (such as the EU), 
which has led to the emergence of diverse communities and created the need 
for organizations with the vision of OneWorld 

• technological changes, such as the emergence of new social media is creating 
new opportunities. 

 
 
  If the response is a one-sided relevant approach with no evaluation, award a 

maximum of [4].  One-sided means that candidates do not address the fact that, 
despite, changes in the external environment, OneWorld remains viable by 
changing strategies.  The organization is not brand new.  It opened in 1979, and 
presumably many changes in the external environment have occurred and will 
continue to occur.  As long as OneWorld remains flexible and sensitive to these 
changes, it has a chance to survive. 

 
  Accept any other relevant evaluation. 
 
 
  Marks should be allocated according to the markbands on page 4. 
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5. (a) Identify two features of a private limited company. [2] 
 
  Features of a private limited company include: 

• limited liability for investors (that is, owners of shares are not liable for the 
debts of the company) 

• continuity of existence in the event of the death of a shareholder, even a 
controlling shareholder 

• the number of shareholders is limited in number, which varies from country to 
country 

• typically, some restrictions exist as to who can own shares, thus usually 
limited to family and friends 

• it has fewer disclosure requirements than public limited companies 
• it is subject to fewer statutory requirements and restrictions than public limited 

companies regarding the role and compensation of directors. 
 

Accept any other relevant feature. 
 
  N.B. Do not accept “it is an incorporated company” or “it is owned by shareholders”. 

 
 
  Award [1] for each correct and relevant feature of a private limited company 

identified up to a maximum of [2]. 
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(b) With reference to LBC and to other examples of your choice, compare flow 
production and batch production. [6] 

 
  Flow production is a continuous process of production where each individual item 

produced goes through one stage of production before it moves onto (flows) to 
the next stage of production.  Flow production is continuous.  Each station in the 
flow process repetitively performs the same operation on individual items as they 
pass along the usually-automated production line.  For example, to make an 
elegant marzipan chocolate, LBC would establish a production line with different 
stages: one would be molding of the marzipan, the next stage would be dipping it 
in chocolate, the next stage would be decorating the marzipan chocolate (with 
different coloured chocolate stripes, for example, or some other decorative 
imprint), and then wrapping the item in paper or foil.  Flow production is typically 
used with a business’ standard products, demand for which the business can 
count on continuously and regularly. 

 
  Batch production, by contrast, occurs when a business makes a group of 

identical items together, and each stage of operation is performed on the whole 
group before it moves on to the next stage.  For example, a baker might produce 
a group of identical biscuits by mixing the dough for the whole group of biscuits, 
then cutting all the dough at one stage, baking the dough at the next, and, finally 
decorating the biscuits as a final stage.  A whole group, or “batch,” of biscuits 
would move through the process together.  Batch production typically occurs for 
specialty items, such as a special “batch” of chocolates for a special occasion 
(like a wedding) or when the demand for the product is not continuous.  A baker, 
for example, might bake croissants and brioche in the early morning, baguettes 
(eaten at lunch) at mid-morning, and cakes (consumed with tea or coffee in the 
late afternoon or evening) in the middle of the afternoon.  While the demand for 
the baker’s goods may be regular (every morning, cafés buy the baker’s 
croissants), it is not continuous. 

 
 
  Mark as 3+3. 
 
  Award [1] for some understanding of flow/batch production, [2] for clear 

understanding, and [3] for clear understanding applied to an example.  
 
  If a candidate does not make any reference to LBC, award a maximum of [4]. 
 

Examiners should bear in mind that each “half” of the response to part (b) is 
worth only [3] and, therefore, it is not reasonable to assume that candidates will 
write excessively long and detailed answers.  A [2] mark definition, for example, 
is typically between 30 and 60 words (average of 45).  If we extrapolate from 
this length, a candidate should be able to treat fully both halves of part (b) with 
approximately 90 to 180 words (average of 135). 
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(c) Interpret the financial calculations provided by LBC’s accountant in the table 
above. [5] 

 
  The financial calculations indicate that: 
  Net profit margin (%): LBC is more profitable than other chocolate 

manufacturers (as LBC has a net profit margin of 16 % compared to the industry 
average of 14 %).  In other words, for every one Euro in sales, LBC makes 2 
centimes high profits than the average of other companies in its industry. 

  Current ratio: Even though LBC has greater profitability, its current ratio of 1.8 is 
the same as the industry average. 

  Acid test (quick) ratio: LBC has a slightly weaker liquidity position than the 
industry average.  Whereas its current ratios of 1.8:1 is the same as the industry 
average, its acid test (quick) ratio of 0.8:1 is weaker than the industry average of 
1:1. 

  Stock turnover (in days): The reason for the weaker acid test (quick) ratio is 
that its stock turnover in days is six days longer than the industry average, which 
means that LBC has more of its current assets tied up in stock than the average 
of other businesses in the industry.  

 
The table in the stimulus includes four sets of data.  Award marks as follows if a 
candidate correctly interprets: 
• one set of data, award [1] 
• two or three sets of data, award [2] 
• four sets of data [3] and explicitly link the lower-than-average acid test (quick)  

ratio to the longer-than-average stock turnover. 
 
In the context of this question, balance, which would allow a candidate to achieve 
a fourth or fifth mark, is that the candidate balances the interpretation of the 
numerical data with non-numerical data from the stimulus.  Areas where 
candidates might apply to the non-numerical data include: 
• Higher-than-average net profit margin: industry averages are often by sector, 

and LBC works in two sectors, secondary and tertiary.  According to the 
stimulus, LBC manufactures chocolates and runs a chocolate shop, which is in 
the city centre.  Thus, when selling retail, LBC probably earns more than 
chocolate makers selling only to wholesalers. 

• Longer-than-average stock turnover: operating in both the secondary sector 
(manufacturing) and the tertiary sector (retailing), LBC must carry the stock 
through two stages of production to the consumer purchase chain.  If industry 
averages are largely shaped by manufacturers who sell product directly to 
wholesalers or retailers, LBC, which carries through the retail phase, would 
have longer turnover. 

• The longer-than-average is why the accountant is recommending a new 
distribution channel. 

 
  Accept any other relevant interpretations. 
 
 
  Marks should be allocated according to the markbands on page 3. 
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(d) Recommend to the Lalanne family whether they should choose Option A or 
Option B. [7] 

 
  LBC is considering two different options for an additional distribution channel: 

selling LBC chocolates in small independent shops in the region, through 
wholesalers and selling LBC chocolates online (e-commerce).  Both options have 
advantages and disadvantages. 

 
  The advantage of selling chocolates in small independent shops in the region 

through wholesalers is that LBC would be able to sell chocolates immediately at 
the end of the production cycle and not have to carry that stock through the retail 
phase.  Furthermore, the term region implies that the reach of LBC’s chocolate 
would be geographically greater than it currently is, and product placement in 
shops could increase product awareness.  However, selling chocolates through 
wholesalers would mean selling at lower prices (prices to wholesalers would be 
far lower than the retail price LBC fetches in its store).  Furthermore, the mass 
distribution in shops could have a negative psychological impact on current 
consumers (LBC chocolates may lose caché), who know the product in part 
because of the well-known shop in the centre of town.  Finally, sales to the shops 
could cannibalize sales of LBC’s own shop. 

 
  The advantage of selling LBC chocolates online is that LBC could still sell 

chocolates at retail, or close to retail prices if the sales are B2C.  The degree to 
which this distribution channel would shorten inventory turnover is not clear.   
An online business can sell anywhere people have the Internet, and increases in 
sales through this channel would be less expensive than some other options 
(other shops).  However, to take advantage of the worldwide reach of the 
Internet, LBC would have to advertise its products.  Finally, though probably less 
expensive than opening additional retail space, LBC would have to develop all 
the processes for taking orders, packaging, and shipping the chocolates, which 
could be complex and expensive. 

 
  Accept any other relevant assertions that the candidate makes in their evaluation 

and recommendation. 
 
 
  N.B. It is not expected that the candidate incorporates all of the ideas above.  

However, if the response is a one-sided relevant approach with no evaluation, 
award a maximum of [4].  One-sided means that the candidate (1) address only 
one of the options, or (2) address only the positive considerations of each option 
but not the negatives.  To earn a mark in the top markbands [5, 6, or 7], a 
candidate must have a balanced response with a supported conclusion. 

 
  Marks should be allocated according to the markbands on page 4. 
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Carlo, Bella, Didi, Emma, Falit and Ahmed studied at the United South American International 
School in Brazil and eight years ago received their IB Diplomas.  They decided to meet up for a 
reunion in July 2015.  While having a conversation, they discovered a desire to put into practice 
some of their business ideas and theory that they had studied together.

Carlo, a medical science researcher at a university in Canada, is an inventor by nature.  His 
research has led to a business idea involving the use of smartphones for medical monitoring.  
His idea is that, with the use of an app and a smartphone camera, insect bites could be 
analysed.  The use of this technology could help with early diagnosis and treatment.  Insect 
bites could be classified as dangerous or not.  In addition, the app could communicate with an 
appropriate healthcare professional in the event of a significant health risk.

“I know all about the medical side of this idea, but little to nothing about writing software for the 
app, nor do I understand marketing,” Carlo said.

Bella said with enthusiasm, “I’m working in IT (information technology) in the United Kingdom 
(UK) and I write award-winning software for apps.  I love a challenge”.

Didi said, “I can help too.  I’ve specialized in management accounting since leaving university”.  
Didi approaches business matters with caution.  He has seen many instances of impatient 
entrepreneurs rushing good ideas without careful planning.

Emma, a marketing graduate at a public relations office, has always wanted to have a more 
creative and independent role.

Falit works in the production planning department of a large multinational oil company.  He likes 
his job but hates the bureaucracy.

Ahmed is a charismatic, self-confident project manager at a construction company.

The group decided that Ahmed was the right person to manage the project and the group 
because of his management and leadership skills.

They decided to call the app “IBAT” (insect bite analysis test).  Regular online meetings would 
take place to develop the idea.

By September 2015, the group agreed that they would go ahead with the business idea in 
their spare time.  They had all talked to friends, relatives and anyone they knew working in 
healthcare.  All of these people liked the idea.  The six friends decided to call the business 
Medimatters.

IBAT would consist of a paid-for app that, with a smartphone, would:
• take a good quality photograph of the insect bite
• send the photograph to IBAT’s online automated database.

The automated database would then:
• compare the photo with the online library of scanned images
• produce a report on the findings of the comparison for the IBAT user as well as, if possible, 

medical professionals such as doctors.
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After consultation with some doctors, Carlo discovered a technical problem.  The image quality 
of smartphones varies.  To obtain the necessary detail of the insect bite, a separate magnifying 
lens attachment which would convert the smartphone’s lens into a microscope would be 
required.  A different design of lens for each make of smartphone would be required.  The 
need for a lens means that IBAT would not be a conventional app that is purchased from an 
online app store.  Customers, who could be members of the public or people in the healthcare 
profession, would purchase a physical product (the lens) and a password for downloading 
the app.  IBAT would therefore be a service and a product/good that has implications for both 
marketing and operations management. 

Ahmed acted decisively.  He assigned to each group member tasks to complete within three 
months.  In January 2016, they met face to face and reported their findings and progress 
(Appendix 1).

Emma considered who to target.  She told the group during a further online meeting that the 
best approach to marketing was to concentrate on particular market segments.  It would be 
easier to focus on healthcare professionals, such as doctors.  Emma suggested that the best 
approach to contact these potential customers was through conferences and relevant medical 
magazines and journals.  She was also investigating other potential market segments and 
distribution channels.  Identifying these potential customers was going to be a major challenge 
and required market research.  Could the general public be targeted through large chains 
of shops that sell health-related products?  Ahmed thinks that they should concentrate on 
launching the product in Brazil before going global, but this might result in competitors copying 
the idea in other countries.

In many areas the project was going smoothly, but frustrations were beginning to show.  Bella 
was keen to make a lot of progress quickly.  She thought that the project should be launched 
as soon as possible and then refined later based on customers’ experiences.  Didi was clear 
that they had to get the product absolutely right before it was launched.  He also stated that 
Medimatters would need finance in order to start trading.  Carlo was worried about where the 
lenses should be produced.  Ahmed has a lot of work to do to sort out these frustrations.
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Appendix 1: January 2016 – Group members’ findings and progress

Group member Findings and progress

70

Ahmed
Project manager

 Draft business plan: complete
 Potential investors: identified 
 Application for copyright/patents: in progress 
 Size of market: unclear, believes that there is huge national and global 

potential
Bella
IT

 Prototype of image-taking software: written and tested 
 Medical diagnosis software development: in progress

75
Carlo
Medical expert

 Insect bite images: 75 % collected and catalogued on database
 Communication channels with healthcare professionals: no progress
 Reporting format for medical diagnosis: some progress
 Approval for the use of the app for medical purposes: cannot be 

granted by health authorities until lens design finalized

80
Didi
Accountant

 Production costs for app and lens: to be determined
 Further financial information for business plan: in progress
 Set-up cost: $60 000

85

Emma
Marketing

 Market research: no progress, except for discovering a device/app 
that measures skin colour to help choose cosmetics and another that 
helps identify skin cancer

 List of potential market segments and target markets: complete
 Promotion strategies targeting medical profession: ongoing 
 Marketing plan: in progress

90

Falit
Production

 Lens production: investigate where to produce the lenses, possible 
manufacturer identified 

 Production method: investigate batch or flow
All of them  Ahmed, Bella and Carlo could each invest $2000, the others could 

invest $1000.  $51 000 extra would need to be found.  The list of 
problems is getting longer!

Additional terms not in the guide

Copyright/patents

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

Answer the following question.

4. The Indian manufacturer has made a test batch of 100 IBAT lenses and these are being 
checked by Falit.

Didi has further investigated costs and Emma has conducted market research to identify 
potential customers.  Didi is concerned at how many IBATs Medimatters would need to sell 
for the venture to be worthwhile.  He forecasts the following:
� Fixed costs: $9000 per month.
� Variable costs: $50 per IBAT.
� Sales price: $80 per IBAT.

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 vision statement. [2]

 (b) (i) Calculate the forecasted break-even quantity per month for the IBAT (show all 
your working). [2]

  (ii) Calculate the forecasted monthly profit or loss if Medimatters sells 400 IBATs per 
month (show all your working). [2]

 (c) Explain two relevant secondary market research methods (sources) that Emma could 
have used to identify potential customers. [4]

 (d) “Ahmed considered his role as leader.”  Recommend an appropriate leadership style  
for Ahmed. [10]
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The markbands on pages 3–4 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 Level descriptor 

Q4 (d) 

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 

theories 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 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 
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maximum of [4] 
 
If the explanation is mainly descriptive, but in context award a maximum [5]. 
 

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 vision statement.  [2] 
 

The vision statement is a sentence that refers to the ultimate goal of an 
organisation, what it wants to achieve in the future.  It is expressed as a long-term 
aspiration.  
 
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. 

 
 (b) (i) Calculate the forecasted break-even quantity per month for the IBAT (show all 

your working).  [2] 
 

fixed costs
Break-even quantity

contribution
  

9000

(80 50)



 

9000

30
  

 300 IBATS 
 
 
Award [1] for the correct answer and [1] for working, award a maximum of [2]. 
Award only [1] if wrong units stated (but allow no units). 
Do not award any mark for the formula alone. 

 
  (ii) Calculate the forecasted monthly profit or loss if Medimatters sells 400 IBATs 

per month (show all your working).  [2] 
 

This would be 100 IBATs per month more than break even, so profit would be  
100  $30  $3000 
 
OR 
 
Profit or loss  sales revenue  (fixed cost – variable cost) 
 32 000  9000  20 000 
 $3000 
 
 
Award [1] for the correct answer and [1] for working, award up to a maximum 
of [2]. 
Award only [1] if wrong units stated or no units. 
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 (c) Explain two relevant secondary market research methods (sources) that Emma 
could have used to identify potential customers.  [4] 

 
  Possible methods (sources) of secondary market research include: 

 medical journals 
 lists of pharmacies 
 lists of medical professionals, hospitals etc 
 government publications relating to medical/pharmaceutical issues. 

 
Note: the word “internet” alone is not a research method.   
 

  Mark as 2+2. 
 
  Award [1] for each method (source) identified and award [1] for a relevant 

explanation of that advantage.  
 
  Non-contextual answers award a maximum of [2] in total. 
 

 – 10 – N16/3/BUSMT/SP1/ENG/TZ0/XX/M 

 

 (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 
 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 answers 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 A

Answer one question from this section.

1. Valley Gardens (VG)

Valley Gardens (VG) is a large garden retailer that sells flowers, plants, trees and other garden 
supplies.  In 2016, in an attempt to gain market share and increase sales, VG introduced a 
loss leader pricing strategy for several varieties of trees.  The strategy had an impact on both sales 
and profitability.

Selected financial information for VG, all figures in $000s:

2015 2016
Cost of goods sold  2800  V
Expenses  1200  1300
Gross profit  W  1600
Net profit before interest and tax  X  Y
Sales revenue  4300  5100

 (a) Define the term loss leader pricing strategy. [2]

 (b) Using information from the table:

  (i) calculate the missing figures V, W, X and Y (no working required); [4]

  (ii) calculate the gross profit margin for 2015 and 2016 (no working required). [2]

 (c) Using the quantitative information in the table and your answers to part (b), comment 
on the impact of a loss leader pricing strategy on VG. [2]

N16/3/BUSMT/SP2/ENG/TZ0/XX



– 3 –

Turn over

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 one question from this section.

3. Flussbiegung CityRoller (FC)

Flussbiegung CityRoller (FC) is a private limited company that sells 
scooters in a large German city.  Its shop is situated in an excellent 
location near the city centre.  In 2014, FC sold 1200 scooters at a 
sales price of €2200 per scooter.  The business has few variable 
costs.

FC only sells one brand of scooter, called Rasen, which consumers 
regard as high quality.  Rasen’s competitors are:

Brand Price (in €s) Consumer opinion
Electrico 2800 medium quality
Elegante 2300 low quality

Zoom 1900 low quality

Elegante and Zoom have both become popular in the last five years.  Despite some problems with 
quality, both are seen as fashionable scooters.  Elegante has successfully built a brand identity as 
a stylish scooter.  Electrico scooters are electric-powered and are popular with people concerned 
about pollution.  Rasen, Elegante and Zoom scooters all use petrol (gas).

Despite Rasen’s reputation for quality, in the last five years FC’s market share has decreased.  
Rasen’s manufacturer has also been losing market share across Germany.  The problem, 
according to FC, is that the manufacturer does not invest enough to update the brand’s image.  
Rasen scooters appeal to an older generation in Germany, but younger people prefer products 
that are fashionable.  FC uses below the line promotions.  These promotions do not have the same 
influence on market perception as the manufacturer’s above the line promotions, which emphasize 
Rasen’s quality.  Another possibility for Rasen is, rather than update its brand image, to maintain 
its current brand identity but try to sell its product in different geographic markets where its current 
brand identity may have more appeal, such as in eastern Europe or Africa.

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

 (b) Construct a position/perception map for all four brands of scooter. [4]

 (c) Explain the relationship between Rasen’s product life cycle and FC’s marketing mix. [4]

 (d) Discuss the importance of branding for FC and for Rasen. [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 is divided into three sections, each with a 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 have 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) Using Herzberg motivation theory, explain one reason for the recent issues at TH with 
punctuality and absenteeism. [2]

 (c) Explain two benefits and one negative consequence for TH of an increase in  
labour turnover. [6]

 (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 business 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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The markbands and assessment criteria on pages 3–5 should be used where indicated in  
the markscheme. 

 

Marks Level descriptor 

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 

theories 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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Assessment criteria for Section C 
 
Criterion A: Knowledge and conceptual understanding 
This criterion addresses the extent to which the candidate demonstrates knowledge and 
understanding of the given concepts and relevant business management content (theories, 
techniques or tools, depending on the requirements of the question). 
  
Marks Level descriptor 

0 The work does not reach a standard described by the descriptors below. 
1 Superficial knowledge of the given concepts is demonstrated.  Business 

management content is not selected or the content selected is irrelevant. 
2 Satisfactory understanding of one or both of the given concepts is demonstrated.  

Some business management content selected is relevant.  The relevant content is 
satisfactorily explained.  

3 Good understanding of one or both of the given concepts is demonstrated.   
The business management content selected is relevant, though it may not be 
sufficient.  The relevant content is generally well explained, though the explanation 
may lack some depth or breadth.  

4 Good understanding of both of the given concepts is demonstrated.  The business 
management content selected is relevant, sufficient and well explained. 

 
 
Criterion B: Application 
This criterion addresses the extent to which the candidate is able to apply the given concepts 
and the relevant business management content (theories, techniques or tools, depending on 
the requirements of the question) to his or her chosen real-world organization(s).  The real-
world organization(s) must not be the organization featured in the prescribed case study 
for paper 1. 
 

Marks Level descriptor 
0 The work does not reach a standard described by the descriptors below. 
1 The given concepts and/or any relevant business management content are 

connected to the real-world organization(s), but this connection is inappropriate or 
superficial. 

2 The given concepts and/or relevant business management content are connected 
appropriately to the real-world organization(s), but this connection is not developed. 

3 The given concepts and relevant business management content are generally well 
applied to explain the situation and issues of the real-world organization(s), though 
the explanation may lack some depth or breadth.  Examples are provided. 

4 The given concepts and relevant business management content are well applied to 
explain the situation and issues of the real-world organization(s).  Examples are 
appropriate and illustrative. 
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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 reasonable evidence or other support 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. 

 
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: Individuals 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) Define the term loss leader pricing strategy. [2] 

 
A loss leader pricing strategy occurs when a business sells a product or products at 
a low price, often at a loss, to attract more customers.  The approach can increase 
awareness of the business, lead to sales of other products, and lead to higher 
market share. 
 
Candidates are not expected to word their definition exactly as above. 
 
Award [1] for a basic definition that conveys partial knowledge and understanding 
similar to the above answer.  The first mark would typically come from conveying the 
idea that a loss leader pricing strategy involves very low prices.   
 
Award [2] for a full, clear definition that conveys knowledge and understanding 
similar to the answer above.  Candidates should receive a second mark if they 
convey the idea that the intention of the low prices is some other benefit to the 
business (awareness, sales of other items, market share, etc). 
 

 (b) Using information from the table: 
 
(i) calculate the missing figures V, W, X and Y (no working required); [4] 
 
 V: 3500 
 W:  1500 
 X:  300 
 Y:  300 
 
 Award [1] for each correct answer V, W, X, and Y up to a maximum of [4].  
 
(ii) calculate the gross profit margin for 2015 and 2016 (no working required). [2] 
 

2015: 34.88 % 
 2016: 31.37 % 
 
 Accept 34.9 % for 2015 and 31.4 % for 2016. 
 

N.B. allow candidate own figure rule. 
 
 
 Award [1] for each correct answer (no working required) up to a maximum  

of [2]. 
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 (c) Using the quantitative information in the table and your answers to part (b), 
comment on the impact of a loss leader pricing strategy on VG. [2] 
 
The primary two impacts of the loss leader pricing strategy appears to be (1) an  
18.6 % increase in sales revenue, which rose from $4 300 000 in 2015 to  
$5 100 000 in 2016, and (2) a decrease in the gross profit margin, which fell from 
34.88 % in 2015 to 31.37 % in 2016.  The net profit before interest and tax remained 
unchanged.  If the intention of the loss leader pricing strategy was to increase sales 
revenue, the strategy appears to have worked: the low prices on certain items led to 
increased sales revenue.  If it were to increase overall profitability, it did not. 
 

  N.B. allow candidate own figure rule. 
 
 
Award [1] if the candidate links the loss leader strategy to a decrease in gross profit 
margin.  Award an additional [1] if the candidate makes some other relevant 
comment related to pricing, profits, or profitability.  Award up to a maximum of [2]. 
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2. (a) Define the term fixed cost. [2] 
 

A fixed cost is a cost that does not change with the level of production/output. 
 
Candidates are not expected to word their definition exactly as above. 
 
Award [1] for a basic definition that conveys partial knowledge and understanding 
similar to the above answer.  The first mark would typically come from awareness 
that the payment does not change. 
 
Award [2] for a full, clear definition that conveys knowledge and understanding 
similar to the answer above.  Candidates should receive a second mark if they 
convey the idea that it does not change according to the level of production/output. 
Do not credit an example. 

 
 (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] 
 
Just to pay for the increase in fixed costs of $3000, CL must sell 600 meals per 
month, calculated as follows: 
 
Average sales price per meal  average variable costs per meal  contribution 
 
$10  $5  $5 contribution 
 
3000

600 meals per month/units
5

   

 
For full marks all stages of the calculation – the two stages- are expected. 
 
An alternative method would be: 
 
Total revenue (TR)  total costs (TC), where total revenue  Price  quantity sold 
and TC  Total fixed cost  total variable costs 
 
10 [price]  Q [quantity sold]  Total fixed cost  ($5 [variable cost per unit]  Q) 
 
10Q  3000  5Q 
 
5Q  3000 
 
3000

600 meals per month/units
5

   

 
Award [1] for correct working and [1] for the correct answer.  Award up to a 
maximum of [2]. 
For a correct response that demonstrates understanding and application of the 
formula, even if no specific headings are presented, award full marks.  
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 (c) Using the information in the table only, prepare a monthly cash flow forecast, for 
CL, for the first six months of operation. [6] 
 

All figures in $ 
 

 July August September October November December 
Sales revenue 4000 4000 3500 3500 4000 4500 
Government 
payment toward rent 

1000 1000 1000 1000 1000 1000 

Total receipts 5000 5000 4500 4500 5000 5500 
Rent 2000 2000 2000 2000 2000 2000 
Purchases 1600 1600 1400 1400 1600 1800 
Salary 1600 1600 1600 1600 1600 1600 
Electricity  200  200  200 
Cleaning supplies 100 100 100 100 100 100 
Total payments 5300 5500 5100 5300 5300 5700 
Net cash flow <300> <500> <600> <800> <300> <200> 
Opening balance 0 <300> <800> <1400> <2200> <2500> 
Closing balance <300> <800> <1400> <2200> <2500> <2700> 

 
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 electricity fee monthly rather than every other month, it is one 
error) and candidates should only lose [1] for that error. 
Candidates who only show net rent payment should be penalised as one error as 
they have omitted the inflow.  
 
[1] if the candidate has some idea of the structure of a cash flow forecast.  
[2] for a cash flow forecast  that has more than 3 mistakes or omissions  in layout/ 
heading/ calculations (apply OFR). 
[3] for a largely correct cash flow forecast  that has three mistakes or omissions  in  
layout/ headings and/or calculation (apply OFR). 
[4] for a largely correct cash flow forecast that has some minor mistakes with layout 
and /or headings and which has one mistake (apply OFR) or the candidate does not 
produce a mathematically correct cash flow. 
[5] for a largely mathematically correct cash flow forecast that has one omission  of 
one category or one mistake in calculations or  headings. 
[6] for a fully correct cash-flow forecast with a generally accepted format and lines/ 
headings for total inflows/receipts, total outflows/payments (or some other 
acceptable wording), a line/ headings for Net cash flow / inflow, etc and lines/ 
headings for opening and closing balance. 
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Section B 
 
3. (a) Describe one feature of a private limited company. [2] 
 

Features of a private limited company may include:  
 the company is incorporated.  There is a separate legal entity between the 

shareholders and the company itself.  
 the shareholders have limited liability.  Their private assets will not be affected in 

the event of any financial problems.   
 accept any other relevant feature.  
 
Award [1] for identifying an appropriate feature and [1] for an appropriate 
description (application not required), up to a maximum of [2]. 

 
 (b) Construct a position/perception map for all four brands of scooter. [4] 

 
Award [1] for the overall layout of the map with both axes correctly labelled 
(price: high or low; Quality: high or low). 
 
N.B. It does not matter which one is horizontal / vertical. 
 

 
 
Correct positioning: 
A. Zoom in the quadrant “Low and Low”.  The placement should be very low and 

very low. 
B. Elegante in the quadrant “low and low”.  N.B. Elegante is described as “low 

quality” and its price should put it near the x-axis, which needs to be graphically 
or textually indicated.  It should not be considered correct if this aspect is not 
clear. 

C. Electrico on the axis of price (thus medium quality), at the very high end of price.   
D. Rasen in the low price, high quality quadrant.  Quality should be very high and 

price fairly close to the x-axis but lower than Elegante. 
 
Award [2] for a correctly labelled position map with two of the brands properly 
placed. 
Award [3] for a correctly labelled position map with three of the brands properly 
placed. 
Award [4] for a correctly labelled position map with all four brands properly placed. 
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If a candidate orients the perception map differently (that is, has price as the x-axis, 
use the map below and follow the same scoring mark-award scheme: 

 
 

 

 
A – Zoom 
B – Elegante 
C – Electrico 
D – Rasen 

  
Also, if a candidate uses “consumer opinion” rather than quality, accept.  
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(c) Explain the relationship between Rasen’s product life cycle and FC’s marketing mix.  [4] 
 
Based upon the evidence from the stimulus, the place of Rasen on the product life 
cycle curve is at the beginning of the decline phase.  The perception of Rasen in the 
market place no longer matches the needs and wants of consumers, despite the fact 
that it is an excellent product (high quality product at a middle-low price).  This 
situation puts FC in a difficult position.  FC has an excellent location, so changing 
place will probably not impact on sales.  The product is out of FC’s hands in that it 
sells Rasen scooters but has meaningful voice in the changes to the product (like all 
dealers, it can suggest and Rasen probably asks its dealers their opinion).  Finally, 
FC probably would not want to change price, as Rasen scooters are very 
reasonably priced as it is.  Given the quality of the product, the price appears to be 
excellent. The main area where FC can try to change the situation is by new forms 
of promotion.  However, brand perception is determined largely by above the line 
promotion, which is probably too expensive for a little business like FC.  Perhaps FC 
can try new forms of below the line promotion than the ones it currently uses, or try 
to influence Rasen to alter the product and/or the brand perception.  Given that 
people want scooters that are fashionable and “cool,” perhaps FC can with other 
dealers try to persuade Rasen to modify the design of the product slightly and 
launch a new promotion campaign aimed at changing the perception of Rasen. 
 
If a candidate says that Rasen is in the decline phase rather than the beginning of 
the decline phase, accept if the explanation reasonably justifies.    
 
Accept any other relevant explanation. 
 
 
Mark as 2 + 2. 
 
Award [1] for some understanding of the product life cycle and [2] if the candidate 
both demonstrated an understanding and makes the assertion that Rasen appears 
to be at the end of the maturity phase or the beginning of the decline phase. 
 
With respect to the marketing mix, award [1] for each P of the marketing mix that the 
candidate addresses up to [2]. 
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 (d) Discuss the importance of branding for FC and for Rasen.  [10] 
 
Branding creates a perception of Rasen in the marketplace.  Once brand perception 
exists, it influences consumers, who come to associate certain characteristics with 
the product.  Branding can create customer perception and loyalty, but brand 
perception can also lead consumers to misunderstand a product as well.  The power 
of the old branded identity endured.  Rasen seems to benefit significantly from the 
power of its branded identity.  Even though consumer tastes have changed, FC was 
still able to sell 1200 scooter sales per annum, which represents 20 scooters per 
week.  The impression from the stimulus is that, though market share is declining, it 
is not doing so too rapidly.  Rasen and FC probably have time to make changes.  
 
Branding, or in this case rebranding, would be important to both Rasen and FC but 
arguably more important to FC.  Rasen has more control over the situation: more 
financial resources, more power over product, price, and promotion.  Rasen also 
has control over the markets where the product is sold.  Well off young Germans 
may be more interested in fashionability and coolness than their parents’ and 
grandparents’ generation, but perhaps Rasen needs to look to new markets – in 
eastern and southern Europe, South America, Africa, or Asia – where quality and 
reasonable price may be more valued (though Rasen may also have to sell scooters 
at lower prices in these markets).  FC, as noted in the response to marketing mix 
above, has relatively little control over than the marketing mix, unless it were to drop 
Rasen altogether and start selling a different brand.  Thus, to FC, Rasen’s branded 
identity is exceptionally important.  
 
Accept any other relevant discussion. 
 
 
Marks should be allocated according to the markbands on page 3. 
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4. (a) Define the term target market. [2] 
 

A target market is defined as a group of consumers with similar needs and 
wants/characteristics that a business decides to focus on in terms of its operations 
and/or marketing.  A4A’s target market for its adventure parks has been teenagers 
and adults. 
 
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. 
 
Award [0] if the candidate writes “target market is when an organization targets a 
particular part of a market”.  Or a similar answer where the candidate repeats the 
question using the same terminology in the answer.  If a candidate just provides 
examples from the stimulus, award [0].  Do not penalize if a candidate has a 
definition and includes the examples from the stimulus (and examples from the 
stimulus can further demonstrate understanding.  However, a circular definition 
(writes “target market is when an organization targets a particular part of a 
market”) with examples from the stimulus is not enough for [1]. 

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

A mission statement is a way of communicating to its stakeholders the current 
purpose of a business.  It can be used to guide current objectives.  For A4A, the 
mission is to provide fun, safe and affordable adventures for families. 
 
From the stimulus, the role of this mission statement is that it allows A4A to position 
itself away from its competitors and, given the number of long-serving managers 
who have been at A4A with Tama since its creation, acts as a strong motivational 
force for employees to stay. 
  
The mission statement could also act as an incentive to encourage ethical external 
sources of finance by investors who are motivated by A4A’s objective (or mission) to 
provide adventures for all. 
 
Accept any other relevant explanation. 
 
If a candidate makes the claim that the mission statement communicates to 
stakeholders that a core value and/or competency is affordability and then, as a 
second point, makes the claim that the mission statement communicates to 
stakeholders that a core value and/or competency is safety, consider this one role of 
a mission statement, which, for [2], must have identification, explanation, and 
application. 

 
 
Mark as a 2+2. 
 
Award [1] for each role identified and an additional [1] for development with 
reference to A4A.  Award a maximum of [2] per role. 
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 (c) Explain one advantage and one disadvantage for A4A of using a predatory 
pricing strategy.  [4] 
 
Predatory pricing (also undercutting) is a pricing method where a product or service 
is set at a very low price, intending to drive competitors out of the market, or create 
barriers to entry for potential new competitors. 
 
Predatory pricing has the advantage for A4A as a competitive tool given that its 
target market is families who we assume would be price sensitive given that there 
are other competing forms of adventure activity entertainment.  Therefore A4A is 
trying to get rid of the competitors by using this pricing strategy. 
 
“Affordable” pricing is enshrined in its current mission statement and predatory 
pricing thus also deemed to be appropriate and ethical.  A reference to competitors 
should be accepted as application as there is not much more info in the case about 
the competitors. 
 
However for disadvantages: 
 A4A has already started to experience a fall in profit. Predatory pricing can only 

be used in the short term especially now given A4A’s fall in revenue and profit. 
Therefore this pricing strategy does not fit the changes in the external 
environment as stated in the stimulus that caused a fall in profit.  

 predatory pricing has been considered in some countries as illegal or  
anti-competitive (but there is no evidence from the stimulus that this has  
occurred for A4A). 

 more importantly there could be “quality concerns” by some stakeholders that 
much lower than competitor prices may imply a poor quality service and safety 
concerns.  This could be significant given that in the stimulus a new service 
aimed at special needs children and adults is to be introduced. 

 if costs rise, then A4A could lose its competitive advantage if it is forced to 
change its pricing method to be more market based.  

 the stimulus suggests that profits and revenues are falling.  Predatory pricing 
limits the possibility of reducing prices further to fuel sales growth. 

 
Accept any other relevant explanation. 
 
 
Mark as a 2+2. 
 
Award [1] for an appropriate advantage/disadvantage identified and an additional [1] 
for development of the explanation illustrating the appropriateness of predatory 
pricing with respect to A4A.  Award a maximum of [2]. 
 
If the answer has an advantage and disadvantage of predatory pricing but no 
application (or just mentions the name of the business) then award a maximum of 
[2] overall. 
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 (d) Using the Ansoff matrix, evaluate the two possible growth strategies for A4A. [10] 
 

The two possible growth strategies are linked to two cells of the Ansoff matrix. 
 
Catering for children and adults with disabilities and access requirements could be 
considered as market development as there is a new market to be catered for with 
an existing product (A4A’s current facilities). 
 
The corporate team building market, which would require A4A creating a new 
product to cater for a new target market could be referred to as diversification. 
 
(Please accept other classifications of the Ansoff matrix if the explanation is 
justifiable eg market penetration and/or product development). 
 
The Ansoff matrix would highlight that the latter diversification option would be the 
riskiest given the lack of familiarity and experience in servicing the corporate senior 
leadership team market. 
 
For the top markband, candidates must apply the Ansoff matrix to their analysis. 
 
The first growth strategy is likely to be cheaper and quicker for A4A to organize.  
They will probably have experience of this market already and it is assumed that 
compared to the corporate team building market, only minor modifications of 
equipment may be necessary.  There will be possibly additional health and safety 
concerns given that the market development strategy is focusing on children and 
adults with disabilities and access requirements.  The mission of A4A need not be 
violated and predatory pricing can remain a competitive tool. 
 
However, staff training across all four centres will be an important consideration in 
both options but especially in this market development given that safety is part of 
A4A’s mission.  Tama will need to ensure that he has clear guidelines in place to run 
this service for children and adults with disabilities and access requirements.  
However, this market development idea will also need additional market research to 
see exactly how big this new market could be.  Profit growth may be small and there 
are issues of sustainability for the whole of A4A’s workforce if this market 
development strategy is not successful as highlighted by two of the senior 
managers. 
 
The second growth strategy is riskier, although it is assumed that Tama will conduct 
thorough market research of an untested market for A4A.  The expected profitability 
of the second option will protect all 342 jobs across the 4 centres and therefore 
assumes greater significance than the market development option.  Set up costs are 
likely to be higher given that A4A is moving into a higher valued/priced niche market, 
but higher prices and thus revenues should compensate.  This new pricing method 
though may confuse some potential customers given A4A’s mission and knowledge 
of A4A’s predatory pricing strategy. 
 
It is not clear whether the second option violates A4A’s mission statement, although 
some senior managers think so.  Already resentment is growing and Tama can ill 
afford conflict at a difficult financial time especially as long serving managers with 
experience are the ones who seem to be the most concerned.  Tama’s loyalty to his 
senior staff will be tested and he may have to make some managerial changes if this 
resentment grows if the diversification option is selected. 
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On balance, the second growth strategy is recommended.  If A4A maintains three 
adventure parks as suitable for families with an option to service children and adults 
with disabilities and access requirements because of the financial success of the 
team building option in the fourth centre, then A4A could conceivably implement 
both options gradually and adopt a wait and see approach.  This would have the 
benefit of protecting all jobs at A4A and reassuring the dissenting voices that A4A is 
still being true to its mission in offering adventures for all.  However, the transitional 
costs will be considerable and there will be some managerial conflict to address. 
 
Accept any other relevant evaluation. 
 

Maximum 
award 

Option 1 Option 2 Judgments/conclusion 

3 Unbalanced N/A N/A 
4 Unbalanced Unbalanced N/A 
5 One balanced and one unbalanced N/A 
6 Both balanced No judgments/conclusions 

7–8 Balanced 
Judgments/conclusions based 
upon analysis and explanation in 
the body of the response 

9–10 Balanced 
Judgments/conclusions based 
upon analysis and explanation in 
the body of the response 

 
 
Marks should be allocated according to the markbands on page 3. 
 
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]. 
 
Award a maximum of [6] 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 [7–8] markband if they give judgment/conclusions 
that are not based on analysis/explanation already given in their answer. 

 
If a candidate makes no use of the Ansoff matrix, award a maximum of [4]. 
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5. (a) Define the term de-layering. [2] 
 
To reduce the size of a business hierarchy, especially in terms of a reduction in 
management.  This creates a flatter (less layered) organizational structure. 
 
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. 
 

 (b) Using Herzberg motivation theory, explain one reason for the recent issues at TH 
with punctuality and absenteeism. [2] 
 
The use of flexible contracts which do not provide benefits such as paid sick leave 
or holidays is according to Herzberg, hygiene factors which causes dissatisfaction 
among the function room workers.  The function room workers express this 
dissatisfaction through poor punctuality and absenteeism. 
 
Accept any other relevant explanation. 
 
Award [1] for the correct use of the term hygiene factors and award an additional [1] 
for explaining that the lack of benefits are factors that have caused dissatisfaction.  
Award a maximum of [2]. 
 

 (c) Explain two benefits and one negative consequence for TH of an increase in  
  labour turnover. [6] 

 
Positive benefits include: 
 Some level of labour turnover is important to bring new ideas, skills and 

enthusiasm to the workforce. 
 Wages are kept low due to new staff starting on the lowest rates. 
 Can be a way in which a business can slowly reduce its workforce without having 

to resort to redundancies. 
 Accept any other relevant benefit. 
 
Negative consequences include: 
 There will be an increase in recruitment costs as vacant posts will need to be 

advertised and staff interviewed. 
 There will be an increase in training costs as new staff will need induction training 

and may need additional training for their posts in the function room. 
 There is likely to be an impact on the quality of customer service at least in the 

short run whilst new staff are trained and get used to the function room’s 
systems.  This may result in customer complaints and a poor image.   

 Accept any other relevant consequence. 
 

Accept any other relevant explanation. 
 
 
Mark as 2+2+2. 
 
Award [1] for a correct benefit / negative consequence identified and [1] for a 
relevant explanation with application to TH.  Award up to a maximum of [4] for two 
benefits and [2] per negative consequence explained. 
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 (d) Discuss the proposal to outsource all function room services to a private contractor. [10] 
 
Outsourcing is when a business ceases to run a functional area of its business and 
instead contracts this out to a third party.  This third party provides the staff to run 
these functional areas of the business.  They are responsible for recruitment, 
training and disciplinary matters. 
 
There may be short-term cost increases as there may be redundancies amongst the 
staff currently employed in the function room.  However, the hotel may be able to 
negotiate with the outsourcer to offer employment to some of the current staff. 
 
The hotel will no longer need to recruit; train or discipline function room workers and 
this will cut its indirect costs. 
 
Overall this may or may not save the hotel money.  Whilst some indirect costs will 
fall, the outsourcing is more expensive than providing the function room “in-house”. 
 
However a slight increase in costs might be worthwhile if it results to improved 
customer care. 
 
The problems with food being delivered late from the hotel restaurant may be solved 
as the outsourcer may use its own food supplier. 
 
However the impact on customer care is less clear.  The function room has been 
suffering from absenteeism and punctuality problems and this is likely to have 
reduced the standards of customer care at wedding and conferences.  This should 
be less of a problem as the outsourcing company will ensure it has sufficient staff to 
provide the correct levels of customer care and the contract between the hotel and 
the outsourcer would lay down staffing level needed. 
 
On the other hand, these employees will owe no loyalty to the hotel as they are not 
employed by them.  They may therefore not be as well motivated as the success of 
the hotel means less to them.  Will they share the hotel’s mission statement?  Will 
customer care improve?  Punctuality and absenteeism should become less of a 
problem, but it is debateable as to whether or not the outsourced staff will embrace 
the hotel’s philosophy. 
 
The hotel needs an outsourcer that shares or is willing to embrace the hotel’s 
mission statement.  If it does not then the standard of customer care the hotel wants 
may not be achieved. 
 
The hotel will have drawn up a contract with the outsourcer and it is likely that 
service standards will be written into this – if the outsourcer fails to meet the 
standards then the hotel will be able to terminate the contract at short notice.  
However this would result in even further upheaval for the business with 
consequences for customer care. 
 
There will be another impact on restaurant sales – currently 30 % of restaurant sales 
are to the function room – the outsourcer may use its own supplier of meals and if 
so restaurant sales and profits will fall.  
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In conclusion, outsourcing should lead to fewer problems with absenteeism and 
punctuality as the outsourcer should have sufficient staff to deploy on any given day.  
It will relieve the hotel of the need to recruit and train staff and this will cut the hotel’s 
costs.  However outsourcing is more expensive than providing the function room  
“in-house” – whether it is cheaper depends on how much is saved in recruitment 
and training of function room staff. 
 
The reduced problems with absenteeism and punctuality should improve customer 
care, but the doubt remains as to whether these staff will feel part of the business 
and be committed to the hotel’s mission statement.  It may lead to an improvement 
in basic customer care but not to the level that the hotel’s mission statement aspires. 
 
However, there is no guarantee that the current managers will either get jobs with 
the outsourcer or will want to work for them.  This may lead to a period of transition 
and their knowledge of how the business runs will be lost.  The owners might 
consider that other solutions might be more effective and less risky, such as 
operating a rewards system that improves attendance and punctuality amongst the 
lower paid staff. 
 
Accept any other relevant discussion. 
 
 
Marks should be allocated according to the markbands on page 3. 
 
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]. 
 
Award a maximum of [4] for an answer that deals with either customer care or the 
business’ costs as such an answer lacks balance. 
 
Award a maximum of [6] 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 [7–8] markband if they give judgment/conclusions 
that are not based on analysis/explanation already given in their answer. 
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Section C 
 
Questions 6 to 8.  Please mark the candidate response using the assessment criteria on pages 
4 to 5. 
 
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] 
 

N.B. Although the question asks for the application of one concept on another, it is still 
expected that Business Management content will be aligned with the concepts especially 
ethics. For example, what types of business ethics?   What strategies were changed or 
not due to globalization which impacted on business ethics. 

 
Please note that candidates can conclude that there was a minimal impact, however it has 
to be based on balanced arguments and evaluation.  

 
 
8. With reference to an organization of your choice, discuss the ways in which innovation can 

influence organizational change.   [20] 
 
 

Additional guidance in relation to the assessment criteria 
For each criterion, the aim is to find the descriptor that conveys most accurately the level 
attained by the candidate, using the best-fit model.  It is not necessary for every single 
aspect of a level descriptor to be met for that mark to be awarded. 
 The highest level descriptors do not imply faultless performance and should be 

achievable by a candidate. 
 A candidate who attains a high level of achievement for one criterion will not 

necessarily reach high levels of achievement for the other criteria and vice versa. 
 

If only one concept is addressed: 
Criteria A, B, C and E: award up to a maximum [3]. 
Criterion D: full marks can be awarded.  
 
Where the question ask for impacts of two concepts on content, examiners must allow 
for unbalanced treatment of the two concepts throughout a candidate’s response.  One 
concept may be more significant than the other. 
 
Criterion B 
For [2]: “…connection is not developed” should be treated the same as superficial. 
 
Criterion C 
1+1 arguments are expected per concepts. 
 Questions 6 to 8 require consideration of the impact of one concept on a second 

concept – therefore accept 2+2 arguments for a balanced response. 
 Justification is through logic or data. 
 For [2] there is no balance as there are no counter arguments at all, or the arguments 

are all one-sided then this would be unjustified. 
 For [3] there are some balanced arguments – some of which are justified. 
 
Criterion D 
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 Introductions need to be concise and related to the question. 
 The candidate’s response does not to have explicit headings for each structural 

element. 
 A body is the area in which the substance of arguments occur.  It is usually located 

between the introduction and the conclusion. 
 Fit-for-purpose paragraph means that ideas are presented in a clear academic way.  

For example, one idea per paragraph. 
 

Criterion E 
 One example of an “individual” could be an individual consumer or an individual 

manager.  However this cannot be considered with a “group” of consumers or a 
management team. 

 For [4], a balanced response: look at the perspectives of both individual and group(s).  
The chosen individual, group needs to be applicable and relevant to the question with 
specific explanation. 

 Candidates need to go beyond stating the stakeholder. 
Candidates need not explicitly say “stakeholder”. 
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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. Some teachers have complained that Mrs K is too strict and treats them like students.  
These teachers want more freedom in choosing what to do in their lessons.  However, other 
teachers like the certainty and clear instructions they receive at the weekly staff meetings 
and appreciate that Mrs K takes a close interest in everything they do.  Mrs K makes all the 
day-to-day decisions at the school, and sometimes would like more guidance from Jacob, but 
she is pleased that he makes all the strategic decisions.

Jacob has delegated the day-to-day running of the school to Mrs K.  Whenever he meets the 
staff at the school he likes to listen and he wants to learn about what challenges them in their 
work.  The teachers and management want to help Jacob achieve his vision for the school.  
He is very effective at negotiating with external organizations and promoting the school, and 
is the main force for innovation and change.

Jacob has undertaken further market research into what families living in Dodoma want  
from a school.  He used a convenience sampling method that involved talking to friends  
and relatives.

Jacob is concerned with cash flow.  Although the school year starts in January, fees are not 
collected until April, the time when local people traditionally have higher incomes.  At the 
moment all purchases are made in cash.  Table 1 shows the latest cash-flow forecast for the 
next six months.

Table 1: Cash-flow forecast for MSS for the next six months (figures in $000s)

Jan Feb March April May June
Opening balance 13 5 –3 -17 21 11
Plus:
Fees received 0 0 0 50 5 0
Sales of surplus crops 2 4 3 1 0 0
Minus:
Teachers’ salaries 5 5 5 5 5 5
Cash purchases 3 4 8 3 X 3
Other expenses 2 3 4 5 4 5
Closing balance 5 –3 -17 21 11 Y

 (a) Define the term economies of scale (line 36). [2]

 (b) Explain one advantage and one disadvantage for Jacob of using convenience 
sampling. [4]

 (c) (i) Calculate the value of X and the value of Y in Table 1. [2]

(ii) With reference to Table 1, explain one way in which MSS could improve 
cash flow. [2] 

 (d) Discuss the differences in leadership style between Jacob and Mrs K. [10]
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The markbands on pages 3–4 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 Level descriptor 

Q4 (d) 

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

theories 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 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

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
 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 the 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 economies of scale (line 36). [2] 

The reduction in average costs that result from an increase in the scale of 
production.  

Candidates are not expected to word their definition exactly as above. 

Award [2] for a complete definition. 

Award [1] for some understanding of economies of scale, eg no reference to 
average costs. 

(b) Explain one advantage and one disadvantage for Jacob of using convenience
sampling. [4] 

Context:
 Jacob is a busy man
 The school has limited resources
 The school is in a remote location

Advantages: Cheap method, and he’s concerned with cash flow, easy – can he 
spare teachers’ time spent on this? 

Disadvantages: Biased, might ask wrong people, difficult to focus, sample may 
not represent people in Dodoma. 

Award [1] for an advantage and award a second mark if the advantage is put into 
context. 

Award [1] for a disadvantage and award a second mark if the disadvantage is put 
into context. 

(c) (i) Calculate the value of X and the value of Y in Table 1. [2] 

X = 21 + 5 – 5 – 4 = 17 
= 17 – 11 = 6 

Y = 11 – 5 – 3 – 5 = –2  

Award [1] for each correct answer. 

Accept 6000 and –2000  

Accept the presence or absence of unit  

Note: negative results may also be presented in brackets, so accept (2) and (2000) in 
the sense –2 and –2000 
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(ii) With reference to Table 1, explain one way in which MSS could improve
cash flow. [2] 

Two possibilities:
 Get incomes earlier – possible with fees but not with the sale of crops,

which is seasonal.
 Delay expenditures – get credit from some suppliers

Do not credit “seek more donations” or “more promotion/marketing”. 

Award [1] for a method to improve cash flow and [1] for applying this method 
to MSS. 

(d) Discuss the difference in leadership style between Jacob and Mrs K. [10] 

Jacob: Seems to delegate.  Good at listening and learning, and gains loyalty from
his staff.  Fulfils role as a negotiator and is the main force for change.  These fit in
well with management roles with interpersonal, informational and decisional
features.  Shows traits of democratic and Theory Y.

Mrs K: Seems to be autocratic, with a Theory X approach.  Focuses on day-to-
day decisions rather than strategy, so is more of a manager than a leader.
Limited in terms of management roles.

The question asks for a discussion of the difference between the two leadership styles.
It is not enough to only describe, explain or evaluate Jacob’s leadership style then Mrs K’s
leadership style one after the other.

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 or with no effective use
of case material.

Award a maximum of [6] if both people are considered but there is limited discussion of the 
differences between the two styles. 

For full marks both people should be considered, data used effectively, and a 
clear discussion drawn based on theories. 
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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. Moverse

Moverse operates in the health and fitness sector.  Moverse is not a traditional gym with machines 
(equipment) and fitness instructors (trainers).  The instructors themselves travel and run fitness 
classes in the buildings of large companies.  Instructors all work part-time and are paid wages on a 
time rate basis.

Moverse currently sells its services to several large companies.  They have a total of 727 
employees enrolled on its programme.

•	 Moverse charges a yearly fee of $145 for each employee participating. 
•	 Moverse’s fixed costs are $60 000 per year.
•	 The variable cost per employee taking part in the programme is $45.

 (a) Describe the time rate method of paying wages. [2]

 (b) Calculate the break-even quantity for Moverse (show all your working). [2]

 (c) Construct a fully labelled break-even chart, to scale, for Moverse if 800 employees 
enroll on Moverse’s training programme. [4]

  (d)  Calculate the profit or loss if 800 employees enroll on Moverse’s training programme 
(show all your working). [2]

Turn over
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Section B

Answer one question from this section.

3. Davenport Electronics (DE) 

Davenport Electronics (DE) is a small company that manufactures remote control electronic 
devices that open garage doors.  The devices are kept in owners’ cars.  For years, DE devices 
operated in a fashion similar to those of its three competitors.  When an owner activated the 
remote control, a unique password was transmitted and the garage door opened.  

Unit sales and revenue had not grown for several years until, four years ago, some computer 
hackers discovered how to steal passwords when remote controls are activated.  With the 
passwords, hackers could later open garage doors and steal their contents.  For DE and its 
competitors (whose products operated in a similar manner), sales began to decline.  

DE responded by developing a way to change the unique password every time a remote control 
is activated.  Thus, by the time a hacker successfully steals a password, the password no longer 
works.  DE’s innovation significantly enhanced the security of a DE remote control. 

The three competitors are all larger than DE.  

Price of remote 
control

Quality 
perception

Company A High Medium
Company B Medium Medium
Company C Low Medium
DE Medium High

As a result of this innovation, DE’s market share and scale of operation have increased.  However, 
DE is now experiencing diseconomies of scale.  Some managers also worry that, with the pressure 
to meet increased orders, the company will lose its focus on quality.  Other managers believe that 
future success in the industry will depend on frequent innovation.

  (a)  Define the term diseconomy of scale. [2]

 (b) Using the table, construct a product position map/perception map for all 
four companies. [4]

 (c) (i) Draw and label a product life cycle curve. [2]

  (ii)  Explain how DE’s innovation is an extension strategy. [2]

 (d) With reference to DE, discuss the merits of small organizations compared to large 
organizations. [10]
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4. Grunsburg Textiles (GT ) 

Grunsburg Textiles (GT ) is a textile company founded by the paternalistic leader Henrik Steiner.  
As the company grew, it became very committed to corporate social responsibility (CSR).  “Our 
aims,” GT says on its website, “include making profits, providing safe and secure employment, 
contributing to society through investment in environmentally friendly production practices and 
supporting ethical causes”.  Many people believe that GT’s success is tied to its reputation for 
taking care of its employees and for its commitment to CSR.

In 2015, GT purchased €44 million in new environmentally friendly equipment.  It financed the 
purchase with a bank loan.  GT originally forecasted that the new equipment would generate 
€8 million in annual net cash flow.  Instead, the actual increase in GT’s annual net cash flow 
from the new equipment was only €6 million.  The Chief Financial Officer (CFO), Elaine, warned 
Henrik that unless net cash flow increased significantly, the average rate of return (ARR) would be 
significantly lower than originally forecasted.

GT is struggling to make the loan payments and to have sufficient working capital.  Elaine 
determined that one way to shorten the working capital cycle is debt factoring.  However, when she 
approached several (debt) factors, she was discouraged by their proposed discount rates.

Elaine knows that the situation is worse than she had warned.  If the economy were to weaken 
and revenue to decline, she believes that the company could go out of business.  Proposals for a 
solution include cutting back on GT’s commitment to its employees and CSR practices. 

 (a) State any two stages of the working capital cycle. [2]

 (b) Calculate for GT: 

  (i) the payback period for the €44 million investment in new equipment based on the 
forecasted increase in net cash flow (show all your working). [2]

    (ii)  the average rate of return (ARR) based on an annual increase in net cash flow of  
€6000 and assuming an asset life of the new equipment of eight years (show all 
your working). [2]

 (c) With reference to GT, explain one advantage and one disadvantage of debt factoring. [4]

 (d) Examine Elaine’s proposals to cut back on GT’s commitment to its employees and 
CSR practices. [10]

Turn over
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5. Green Clean (GC) 

Green Clean (GC) is a private limited company controlled by the Hitta family.  Its unique selling 
point (USP) is offering high-quality, 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 gardening service to maximize profit.

GC will recruit professionally trained gardeners.  As it is very difficult to find professional gardeners 
in the market, GC will pay them 20 % more than its cleaners.  GC prefers to use external 
recruitment.  GC’s management will also offer cleaners the opportunity to become gardeners 
even though off-the-job training costs are very high.  If most of GC’s cleaners choose training, the 
company could fall short of workers to meet the demand for cleaning services.

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 for GC of recruiting gardeners 
externally. [4]

 (c) Explain one advantage and one disadvantage for GC of using off-the-job training for 
the cleaners who would like to become gardeners. [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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