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Mr Richardson, a local businessman, is deciding whether or not to start a new business offering a mobile tyre fitting service.  He is preparing a business plan that he will eventually present to a national bank in order to apply for a business loan.  Mr Richardson has identified some capital expenditure that he will need to make to establish the business.  He is envisaging that the equipment will be used for three years after which he will be able to sell it for 25% of the original purchase price.

High top long wheelbase transit van  £22,000
Portable petrol compressor		£ 2,000
Portable electrical generator		£ 1,000
Tyre fitting machine			£ 3,500
Trolly jacks, rackng etc		£   500
Vehicle fitment 			£ 1,000
				Total			£30,000
Calculate the depreciation using:


Straight line method
Using D= (C-R)/L
	D= annual deprecistion
	C= original cost
	R= residual value
	L= asset life in years				
	D= (30,000-7,500)/3			
	D= 7,500 per annum			







           Reducing balance method

Reducing balance method
	D= 1- cuberoot(R/C) x 100			
	D= 1- cuberoot (7,500/30,000) = 0.6934
	D= 1 – 0.6299 x 100				
	D= 37.01%					

Cost year 1					30,000
Less 37%					11.100
Value year 1					18.900
Less 37%					06,993
Value year 2					11,607
Less 37%					04,295
Value year 3					07,312		



     Discuss the advantages and disadvantages of using the straight line and      reducing balance methods.  Which method of calculating the depreciation is likely to be most appropriate for use in Mr Richardson’s business case preparation, and why.
	
Candidates should identify that the straight line method is easier to calculate and simple to use, however the method assumes that assets depreciate at a constant rate.  The reducing balance method is more complicated but does recognise that a new fixed asset tends to lose more value in the early years than in the latter years.

For a motor vehicle the reducing balance method would be the most appropriate for a business plan as it reflects the depreciation profile regularly seen.	



Mr Richardson has incurred fixed costs of £30,000. Whilst running his business he incurs: direct costs, variable cost and variable overheads (eg carcass disposal) taken together produce an average cost of £57 per tyre. Mr Richardson is expecting to change 238 tyres per month.  A finished tyre sells on average for £75.

Candidates are required to calculate the break-even point.

Break-even point = 

Break-even point = 

Break-even point = 1667 units (tyres)







Candidates are required to draw a break-even chart that shows the firms current position.

                                                                                                     Sales revenue


                                                                                       Profit
                               Break-even point                                            Variable costs
                                                                                                  
Costs (£)




30,000                                                                                          Fixed costs

                       loss           



                                                           1667
                                         Output (units) (fitted tyres)       
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d)
	Candidates are required to calculate the payback in years and months for each project.

Project A
	Year
	Net Cash flow (£)
	Cumulative Cash flow (£)

	0
1
2
3
4
	(200,000)
   80,000
   50,000
   45,000
   40,000
	(200,000)
(120,000)
  (70,000)
  (25,000)
   15,000



Payback = 3 years X months

Calculation of month of payback

= 

Monthly contribution = £40,000 /12
                                 = £3,333.33

Month of payback = £25,000 / £3,333.33
                             = 8 months

Payback = 3 years and 8 months

Project B
	Year
	Net Cash flow (£)
	Cumulative Cash flow (£)

	0
1
2
3
4
	(200,000)
   60,000
   50,000
   50,000
   60,000
	(200,000)
(140,000)
  (90,000)
  (40,000)
   20,000



Payback = 3 years X months

Calculation of month of payback

= 

Monthly contribution = £60,000 /12
                                 = £5,000

Month of payback = £40,000 / £5,000
                             = 8 months

Payback = 3 years and 8 months

Project C
	Year
	Net Cash flow (£)
	Cumulative Cash flow (£)

	0
1
2
3
4
	(200,000)
   70,000
   60,000
   50,000
   60,000
	(200,000)
(130,000)
  (70,000)
  (20,000)
   40,000



Payback = 3 years X months

Calculation of month of payback

= 

Monthly contribution = £60,000 /12
                                 = £5,000

Month of payback = £20,000 / £5,000
                             = 4 months

Payback = 3 years and 4 months


Candidates are required to calculate the net present value using a discount factor of 10%

Project A
	Year
	Cash flow (£)
	Discount factor
	Present value (£)

	0
1
2
3
4
	(200,000)
80,000
50,000
45,000
40,000
	1.000
0.9091
0.8264
0.7513
0.6830
	(200,000)
72,728
41,320
33,809
27,320


                                               Total cash flow £175,177

Net present value = Total cash flow – Initial investment
                             = £175,177 - £200,000
                             = -£24,823

Project B
	Year
	Cash flow (£)
	Discount factor
	Present value (£)

	0
1
2
3
4
	(200,000)
60,000
50,000
50,000
40,000
	1.000
0.9091
0.8264
0.7513
0.6830
	(200,000)
54,546
41,320
37,565
27,320


                                                 Total cash flow £174,411

Net present value = Total cash flow – Initial investment
                             = £174,411 - £200,000
                             = -£25,589

Project C
	Year
	Cash flow (£)
	Discount factor
	Present value (£)

	0
1
2
3
4
	(200,000)
70,000
60,000
50,000
60,000
	1.000
0.9091
0.8264
0.7513
0.6830
	(200,000)
63,637
49,584
37,565
40,980


                                                 Total cash flow £191,766

Net present value = Total cash flow – Initial investment
                             = £191,766 - £200,000
                             = -£8,234

Candidates are expected to comment on their findings.

All of the projects give a negative net present value which means over time the projects will not give a return on their investment in real terms. 

Project C provides the best payback of 3 years and 4 months which is only slightly better than the 2 projects.  While project C provides the best net present value at -£8,234.

It would therefore be a good idea to select project C.

When making capital investment decisions candidates are required to evaluate two factors that should be considered as part of the decision making process.  These include; motives, return, confidence and external factors.

Motives: - to begin with, firms must have a reason to invest.

· All firms have to replace worn out equipment
· To be competitive on costs, price and quality, firms may have to invest or risk losing customers to their rivals
· The availability of new technology may persuade firms to invest.  When technology becomes available, firms are often keen to use it if they can afford to
· Firms may wish to grow, to be more profitable or to increase their market influence.  Growth involves investment in more plant, equipment and other productive assets.
Return: - if firms have a reason to invest, they must then decide whether it is worthwhile.  There are three major costs.  Capital costs might be the cost of a new factory.  Opportunity costs are the foregone alternatives the investment funds might have been used for.  Direct variable costs include the running costs of the project.

Calculating the expected revenue is not easy.  Expected sales are hard to predict with accuracy because many factors affect them.  Sales can also be influenced by the price set by the business in the future and by rivals’ behaviour.

Business confidence: - may be influenced by a range of factors.  These include whether or not previous investment has been success, the state of the economy, the existing level of capacity and future order levels.

External factors: - can be direct or indirect.  High interest rates may directly affect the cost of investment.  If money, is borrowed the business will pay back more.  This can indirectly affect confidence.  Inflation could affect costs, revenue and confidence.  World affairs, such as problems in other economies, or rising exchange rates may make investment abroad seem less attractive.

Up to (4 marks) for evaluating any two factors that should be considered as part of the decision-making process.
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	a)  Explain the conditions under which a business is able to engage in price discrimination. (17 marks)
Students should cover the following points:
1. Market Power (4 marks):
· A firm must have some degree of market power or control over prices, which is typically not possible in a perfectly competitive market.
· Example: Monopolies or firms in monopolistic competition can engage in price discrimination.
2. Market Segmentation (4 marks):
· The firm must be able to segment the market into distinct groups based on elasticity of demand.
· Example: Different customer groups with varying willingness to pay.
3. Prevention of Resale (3 marks):
· The firm must be able to prevent or limit the resale of the product between different customer segments.
· Example: Legal restrictions, contracts, or substantial transaction costs that deter resale.
4. Different Price Elasticities of Demand (3 marks):
· Different segments must display different price elasticities of demand.
· Example: Students and senior citizens often have more elastic demand than working professionals.
5. Information and Data (3 marks):
· Availability of information and data to accurately identify and segment customers.
· Example: Use of loyalty programs, customer databases, or market research.
b) Discuss, using examples, the different types of price discrimination that are used in industry. (8 marks)
Students should cover the following points:
1. First-Degree (Perfect) Price Discrimination (3 marks):
· Charging each individual customer the maximum price they are willing to pay.
· Example: Auction sites like eBay, where sellers charge different prices based on each buyer's bid.
2. Second-Degree Price Discrimination (2 marks):
· Charging different prices based on the quantity consumed or the version of the product.
· Example: Bulk buying discounts, utility pricing tiers (e.g., electricity or water usage).
3. Third-Degree Price Discrimination (3 marks):
· Charging different prices to different demographic groups or market segments.
· Example: Student discounts, senior citizen discounts, geographic pricing (e.g., airline tickets varying by region).

Students are expected to provide a detailed and comprehensive analysis, using relevant theories, diagrams, and examples where appropriate, to demonstrate their understanding of the conditions required for price discrimination and the different types of price discrimination used in industry.
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	Candidates are required to explain what motivates and makes workers feel involved in organizational change?     

Organisational change can be faced with resistance from the employee. However, the management can use various techniques to involve people and motivate them to participate and embrace the change.
First, the management should be the champions for change within the organization; they must lead and act as role models.
Secondly, they should communicate the need for change and how it will help the company achieve its goals. 
Thirdly, they should develop a vision and strategy, enabling them to better understand how they can get engaged. Lastly, offering incentives to those who are actively involved in the change can motivate others to get involved.           

Candidates are required to discuss why change management programmes often fail.  Suitable answers include: -

· Allowing too much complacency and making assumptions that people will willingly follow what is proposed

· Failure to generate sufficient resources to see the proposed changes through

· Failure to communicate effectively and continuously with everyone involved

· Lack of honesty and integrity especially when further changes are required

· Top management is frequently unreasonable in its expectations and timescale, forgetting the process it went through when it decided to make the change

· Resistance to change may be active or passive, individual or organised, aggressive or timid and on occasions totally justified.

· Failure to reward people for their efforts

· Failure to deliver to people those rewards which were promised or strongly indicated

· Becoming side tracked into operational problems and issues

· Failure to create or publicise short term advantages, wins and successes

Credit will be given for relevant answers.
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