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Q 1 Question Marks 
a) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Candidates are required to calculate payback for each project in years and 
months. 
 
Project Supernatant 

Year Net cash flow Cumulative Cash Flow 
0 
1 
2 
3 
4 
5 

(£200,000) 
£20,000 
£40,000 
£60,000 
£60,000 
£60,000 

(£200,000) 
(£180,000) 
(£140,000) 
(£80,000) 
(£20,000) 
£40,000 

 
Payback = 4 years and X months 
 
Calculation of month = Income required / contribution per month 
Contribution per month = £60,000 / 12 = £5,000 
Calculation of month of payback = £20,000 / £5,000 = 4 months 
 
Project Supernatant payback = 4 years and 4 months 
 
Project Fuge 41 

Year Net cash flow Cumulative cash flow 
0 
1 
2 
3 
4 
5 

(£200,000) 
£80,000 
£60,000 
£60,000 
£40,000 
£40,000 

(£200,000) 
(£120,000) 
(£60,000) 

0 
£40,000 
£80,000 

 
Pay back = 3 years exactly 
 
As this project pays back in exactly 3 years there is no need to calculate the 
month of payback. 
 
Project Centre 4 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

b) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Year Net cash flow Cumulative cash flow 
0 
1 
2 
3 
4 
5 

(£200,000) 
£60,000 
£60,000 
£60,000 
£60,000 
£60,000 

(£200,000) 
(£140,000) 
(£80,000) 
(£20,000) 
£40,000 

£100,000 
 
Payback = 3 years and X months 
 
Calculation of month = Income required / contribution per month 
Contribution per month = £60,000 / 12 = £5,000 
Calculation of month of payback = £40,000 / £5,000 = 8 months 
 
Project Centre 4 Payback = 3 years and 8 months 
 
Candidates need to calculate the Net Present Value (NPV) for each project 
 
 
 
Project Supernatant 
 

Year Cash flow (£) Discount Factor Present Value 
0 
1 
2 
3 
4 
5 

(200,000) 
20,000 
40,000 
60,000 
60,000 
60,000 

1.00 
0.9091 
0.8264 
0.7513 
0.6830 
0.6210 

(£200,000) 
£18,182 
£33,056 
£45,078 
£40,980 
£37,260 

 
Total cash flow = £174,556 
 
Net Present Value = Total cash flow – Initial Investment 
                              = £174,556 - £200,000 
                              = (£25,444) 
 
Project Fuge 41 

Year Cash flow (£) Discount factor Present Value 
0 
1 
2 
3 
4 
5 

(200,000) 
80,000 
60,000 
60,000 
40,000 
40,000 

1.00 
0.9091 
0.8264 
0.7513 
0.6830 
0.6210 

(£200,000) 
£72,728 
£49,584 
£45,078 
£27,320 
£24,840 

 
Total cash flow = £219,550 
 
Net Present Value = Total cash flow – Initial Investment 
                              = £219,550 - £200,000 
                              = £19,550 
 
 
Project Centre 4 
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c) 
 
 
 
 
 
 
 
 
 

d) 

 
Year Cash flow (£) Discount factor Present Value 

0 
1 
2 
3 
4 
5 

(200,000) 
60,000 
60,000 
60,000 
60,000 
60,000 

1.00 
0.9091 
0.8264 
0.7513 
0.6830 
0.6210 

(£200,000) 
£54,546 
£49,584 
£45,078 
£40,980 
£37,260 

 
Total cash flow = £227,448 
 
Net Present Value = Total cash flow – Initial Investment 
                              = £227,448 - £200,000 
                              = £27,448 
 
 
Candidates are required to evaluate which project is the best option for the 
company. 
 
In terms of payback Project Fuge gives the quickest return on the initial 
investment paying back in three however, Project Centre 4 gives a better return 
on capital over time and pays back in 3 years 8 months. 
 
Candidates can select either Project Centre 4 or Project Fuge as the best option, 
but they must justify their choice. 
 
Candidates are required to evaluate two factors that should be considered as part 
of the decision-making process.  These factors include: - 
 
• Motives for investment: - include change in technology, need to grow the 

business, pressure from competitors and to comply with legislation. 
 

• External factors: - includes exchange rates, interest rates, level of inflation 
and trend (rising/falling), government policies and world market situations. 

 
• Business confidence: - include past success of investment, market share, 

state of the economy, existing capacity levels versus predicted future capacity, 
current order levels, and profits. 
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marks 
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Q2 Question Marks 
2 a  a) The student should outline 3 types of sponsorship from the list below : 

 
 Programme sponsorship - TV, films, product placement 
 Arts sponsorship - Venues, events/exhibitions, competitions, 

commissions,  
 Sports sponsorship - Teams 
 Sponsorship of events - Single, series 
 Sponsorship  of individuals - David Beckham, Michael Jackson 

 
 
 
 
 
 
7 
marks 



 
 Social sponsorship - Promoting ethical credentials  

 
 

2 b b) The student should outline some potential benefits, these include: 
Increased awareness of products and services 
Build an image 
Improve or maintain relationships 
Increase sales and open closed markets 
Attract distributors or agents 
Promotional opportunities 
Cost effective for reaching a large audience 

 

 
 
 
 
 
7 
marks 
 

2 c a) The student should use the S.O.S.T.A.C. model and discuss the steps 
 S - situation analysis (where are we now) 
 How much money have we got, what can we offer 
.O - objectives (where do we want to go?) 

How much money do we need to run the team 
Who can we target 

.S - strategy (how do we get there?) 
 Develop sponsorship plan, costings/benefits 

Size of target audience, TV/press coverage etc 
.T - tactics (the details of the strategy) 
 Review potential sponsors and their history 
 Contacting routes, direct or through agency 
.A - action (putting the plans to work) 
 Approaches, explaining potential benefits 
.C - control (monitoring and review) 
 Success of gaining sponsorship 
 Working with the sponsor to monitor the impact of the sponsorship 
Extra marks will be awarded when problems of sponsorship esp unpredictability 
are identified and discussed with potential organisations. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
11 
marks 

 
Q3 Question Marks 
 An existing racecar manufacturer specialising in club racing and sports 2000 

(MCR) have recently developed a new product, a turbocharged 2 litre sports 
car . . The vehicle is designed to be a road going race/sports prototype 
performance vehicle suitable for the trackday market..  

 

 

3 a Explain the possible range of types of contract that MCR could employ with its 
range of suppliers of components and engineering services.  Use a graphic  model 
as appropriate        
 

 
Students should apply the triangle model covering extremes of cost plus 
profit and fixed price. 
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marks 
 

 MCR is to place contracts with tier 1 suppliers for the design, 
development and supply of various components. For the following 
components evaluate the most appropriate contract type, explain your 
justification and outline the contract terms you would think appropriate. 

 

 

3 b  The design and development of a steel tube chassis and suspension system 
 
Students should discuss; 
It’s a significant part of the vehicle in terms of cost and performance 
Exclusive design and development for them 
Probably cost plus with incentives 
Contract should include an NDA and cover any possible IPR ownership 
Production cost targets would be important. 
 

 
 
 
 
 
 
7 
marks 

3 c Ford duratec 2 litre engine supplied with turbo charger from an external 
tuning company. 

Ford engine cheap and available 
Supercharging is special. 
MCR need to keep costs down, nothing fancy, limited volume 
Probably fixed price with penalties for reliablility 

Possible contract for post season rebuild contracts, incentive. 
 

 
 
 
 
 
 
7 
marks 

3 d Complete brake system, from master cylinder to the discs 
 

Simple fixed price contract 
Materials can be road car based eg steel rotors. 
Supplier could provide development free or ‘at cost’ due to the 
potential ongoing business supplying replacement parts. 
Reliability is important. 

 

 
 
 
 
 
4 
marks 

 
 



 
Q4 Question Marks 
 
 

Riversimple from Llandridod Wells have recently launched a hydrogen fuel 
cell powered vehicle. The vehicle is small and light..  Riversimple currently 
lease vehicles to a variety of users, both private and commercial.  Interest is 
currently strong, especially to green minded individuals, local government 
and fleet operators. The management at River Simple wish to analyse their 
current and potential future market position. 
There are currently limited places where compressed hydrogen is available. 

 

 

4 a  Describe the Porters Five Forces – Analysis of competitive position. 
 

The student should describe the generic five forces model 
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4 b  Apply the model to the Riversimple vehicle. 
 
 

The student should apply the model to the riversimple vehicle, listing such 
issues as : 

 
Supplier Power:  
 Here you assess how easy it is for suppliers to drive up prices. 
This is driven by the number of suppliers of each key input, the 
uniqueness of their product or service, their strength and control over 
you, the cost of switching from one to another, and so on. The fewer the 
supplier choices you have, and the more you need suppliers' help, the 
more powerful your suppliers are.  Esp Energy storage, fuel cell 
converter, hydrogen storage, bespoke electronics, body panels, glass etc 
 
Buyer Power:  
 Here you ask yourself how easy it is for buyers to drive prices 
down. Again, this is driven by the number of buyers, the importance of 
each individual buyer to your business, the cost to them of switching 
from your products and services to those of someone else, and so on. If 
you deal with few, powerful buyers, they are often able to dictate terms 
to you. Esp fleet purchase power, desire of purchasers for green 
technologies, effect of legislation to purchase decision. 
 
Competitive Rivalry 
 What is important here is the number and capability of your 
competitors – if you have many competitors, and they offer equally 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Competitiv
e 

 

Threat of new 
entry 

Buyer 
power 

Threat of 
substitution 

Supplier 
power 



 
attractive products and services, then you’ll most likely have little power 
in the situation. If suppliers and buyers don’t get a good deal from you, 
they’ll go elsewhere. On the other hand, if no-one else can do what you 
do, then you can often have tremendous strength. Esp are there any 
competitors ?  
 
Threat of Substitution 
 This is affected by the ability of your customers to find a 
different way of doing what you do – for example, if you supply a 
unique software product that automates an important process, people 
may substitute by doing the process manually or by outsourcing it. If 
substitution is easy and substitution is viable, then this weakens your 
power.  Esp Alternative green vehicles, hybrids, small petrol/ethanol/bio 
diesel vehicles, electric vehicle eg offerings from Renault etc. 
 
Threat of New Entry 
 Power is also affected by the ability of people to enter your 
market. If it costs little in time or money to enter your market and 
compete effectively, if there are few economies of scale in place, or if 
you have little protection for your key technologies, then new 
competitors can quickly enter your market and weaken your position. If 
you have strong and durable barriers to entry, then you can preserve a 
favourable position and take fair advantage of it. Esp electric versions of 
current carbon fuel products from eg PSA, GM Renault etc could choose 
to undercut price, reduced cost due to large volume tooling, dealer 
networks etc.More quadracycle ‘twizzy’ type vehicles 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
10 
marks 

4 c  Select four issues effecting the competitive position and suggest and 
describe possible changes that could improve the competitive position of the 
Riversimple vehicle. 
 
a) The student should recommend some strategies to improve the 

competitive position by  either enhancing the product or limiting 
potential threats.  
Examples include: 
 
Supplier power 
Multi-source components eg energy storage, pursue other fuel cell  
technology 

 Multi source glass and panels, or own the bespoke tooling 
            Encouage providers to support more refuelling stations 
 
 Buyer power 
 Set up fleet sales and support structure 
 Lobby authorities to maintain or extend tax and congestion charging  
            benefits for zero emission vehicles.. 
            

 Competitive rivalry 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 Review journals and published info on potential competitors 
 Secure any IP generated 
 
 Threat of substitution 

 Lobby authorities to maintain or extend tax and congestion charging 
            benefits. 

 Enhance any unique selling points. 
 Encourage urban transport authorities to set up zero emission zones. 
 
 Threat of new entry 
 Be scared, attempt to link up with a large vehicle manufacturer to offer 
dealer network support. 
 Establish service contracts with fleet buyers. 
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