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	Candidates need to calculate the payback for each project in years and months.

Project 1
	Year
	Net cash flow
	Cumulative cash flow

	0
	(£325,000)
	(£325,000)

	1
	£120,000
	(£205,000)

	2
	£140,000
	(£65,000)

	3
	£180,000
	£115,000

	4
	£130,000
	£245,000



Payback = 2 years x months

Month of payback = 

Monthly contribution = £180,000 /12 = £15,000

Month of payback = 5 months

Payback project 1 = 2 years 5 months

Project 2
	Year
	Net cash flow
	Cumulative cash flow

	0
	(£325,000)
	(£325,000)

	1
	£75,000
	(£250,000)

	2
	£100,000
	(£150,000)

	3
	£120,000
	(£30,000)

	4
	£140,000
	£110,000



Payback = 3 years x months

Month of payback = 
Monthly contribution = £140,000 /12 = £11,667

Month of payback =  = 3 months

Payback project 2 = 3 years 3 months

Project 3
	Year
	Net cash flow
	Cumulative cash flow

	0
	(£325,000)
	(£325,000)

	1
	£140,000
	(£185,000)

	2
	£100,000
	(£85,000)

	3
	£160,000
	£75,000

	4
	£160,000
	£235,000



Payback = 2 years x months

Month of payback = 

Monthly contribution = 160,000/12 = £13,333

Month of payback =  = 7 months

Candidates are required to calculate the net present value for each project using a discount factor of 12%.

Project 1

	Year
	Cashflow
	Discount factor
	Present value

	0
	(£325,000)
	1.00
	(£325,000)

	1
	+£120,000
	0.8929
	£107,148

	2
	+£140,000
	0.7972
	£111,608

	3
	+£180,000
	0.7113
	£128,034

	4
	+£130,000
	0.6355
	£82,615



Total cash flow = £429,405

Net Present Value = Total cash flow – Initial investment

Net Present Value = £429,405 - £325,000

Net Present Value = £104,405

Project 2

	Year
	Cashflow
	Discount factor
	Present value

	0
	(£325,000)
	1.00
	(£325,000)

	1
	+£75,000
	0.8929
	£66,968

	2
	+£100,000
	0.7972
	£79,720

	3
	+£120,000
	0.7113
	£88,356

	4
	+£140,000
	0.6355
	£88,970



Total cash flow = £321,014

Net Present Value = Total cash flow – Initial investment

Net Present Value = £321,014 - £325,000

Net Present Value = -£3,986

Project 3

	Year
	Cashflow
	Discount factor
	Present value

	0
	(£325,000)
	1.00
	(£325,000)

	1
	+£140,000
	0.8929
	£125,006

	2
	+£100,000
	0.7972
	£79,720

	3
	+£160,000
	0.7113
	£113,808

	4
	+£160,000
	0.6355
	£101,680



Total cash flow = £420,214

Net Present Value = Total cash flow – Initial investment

Net Present Value = £420,214 - £325,000

Net Present Value = £95,214

Candidates are required to comment on their findings and state which project they would choose

	
	Project 1
	Project 2
	Project 3

	Payback
	2 years 5 months
	3 years 3 months
	2 years 7 months

	Net Present Value
	£104,405
	-£3,986
	£95,214



Project 1 is the best option because it gives the best payback and net present value.

Both project 1 and 3 give a similar payback period with only 2 months difference, but project 1 NPV is nearly £10,000 more and has similar returns on investment in years 2, 3 and 4.  Project 2 is the poorest option giving a negative NPV showing that the return would be worth less
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	Question
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d)
	Candidates need to explain concisely five reasons why advertising is used to promote products or services.  These include: - 

· Inform potential customers of a new offering
· Announce a modification or an enhancement of the product
· Announce a price change
· Announce a special offer
· Retrieve lost sales
· Maintain sales/remind customers
· Increase frequency of purchase
· Increase the use of a product
· Increase quantity purchased
· Attract a new generation of customer




Candidates need to discuss four goals that an advertisement should aim to achieve.

The four goals can be categorised under the following headings

Attention
Interest
Desire
Action

Attention: - needs to ‘break through’ the clutter of advertisements and stand out from the rest through the use of words, illustration and position of the advertisement.

Interest: - an advertisement needs to differentiate itself from other advertisements.  Customers need to be brought to the major points of interest, especially what is actually being sold.

Desire: - text needs to be legible, interesting by using colour, italics etc.  The use of slogans can help make the advertisement more interesting.

Action: - should create some form of response mechanism.  This may take the form of: -

· A purchase
· Request for more information
· Request for a visit
· Request for a quotation
· A telephone conversation

Up to (8 marks) are available for a clear discussion of the goals an advertisement should achieve.

Candidates are expected to describe three typical aims of pricing.  These can include: -

· Return on investment: - a fundamental pricing objective is to achieve a target return.  When costs have been established, the company decides on the percentage profit

· Improvement in market share: - is at least key to survival, and price carries much of  the burden of responsibility in a marketing mix designed to maintain or improve market share

· Maintaining price stability: - results in companies improving their market share through better use of the marketing mix, whilst at the same time keeping markets stable by meeting prices established by market leaders

· Growth in sales: - price stability makes it easier to achieve growth in sales, although more rapid sales can be achieved through price reductions

· Profit maximisation: - using pricing techniques that may promote sales, but reduce profits on certain products in the short-term, with the overall objective being to maximise profit on total sales of the company.



Candidates need to evaluate two suitable pricing methods that Pear Computing Ltd can use.  Candidates should recognise that demand is good for this product and profit maximisation should be the aim.  Therefore pricing methods such as market penetration and discriminatory pricing are not suitable.

Two suitable pricing methods could include; value-based pricing, market skimming and cost plus pricing.

Up to (2 mark) is available for identifying two suitable methods of pricing.

Cost plus pricing involves calculating the cost of manufacturing the product, including distribution, overhead costs and R & D costs, then adding on a fixed percentage profit in order to arrive at the selling price.
Another pricing method available is value based pricing which works on the basis of what the customer is willing to pay.  The downside to this method is that it takes a very personal view of what people assess as good or bad.

Another suitable method is market skimming.  The company charges the highest price the market will bear based on the product in question.  A skimming strategy is initially directed at a small proportion of the total potential market.  This is then directed at the next level of customers, once sales slowdown, prices are reduced to skim off the next group of customers.

Up to (3 marks) are available for an evaluation of each pricing method.
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	Question
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Iv)










v)
	breakeven point = total fixed costs/contribution per unit  (2marks)
break even point = 1,600/(56-16) = 40,000 units   
Or 4 months or sales value £2.24million         (3marks)

break even chart
axis labelled correctly 				(2marks)
fixed cost line and label 
variable cost line and label				(2mark)
break even point					(1mark)
sales line 						(1mark)
labelling profit and loss areas				(1marks)


Production units

Costs
Break even point


Margin of safety
Margin of safety = margin of safety at ‘n’ units- break even point (2mks)
Margin of safety = 45,000 – 40,000 = 5,000 units		(2mks)
Or £200k or 12.5%

90% of 60,000 capacity = 54,000
Sales @ 90% =54,000 x £56 = £3,024,000			(1mark)   
Variable cost at 90 % = 54,000 x £16 = £864,000		(1mark)
Total costs = fixed costs + variable costs 
		= 1,600,000 + 864,000 = 2,464,000		(1marks)
Profit = total sales – total costs
		= £3,024,000 - £2,464,000 = £560,000	(2marks)

Candidates should answer.
Fixed costs, in total, stay the same as activity changes they are the costs incurred to be able to do work.
e.g wages (design costs), property costs, depreciation of capital, base energy costs.
Variable costs, in total, increase or decrease in line with activity
e.g. piece work labour, raw materials, direct energy costs, distribution, wear of tooling etc. 							 (4marks)
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	Question
	

	
	
Arcimoto are developers of ultra efficient electric vehicles have recently launched a single seat electrically powered vehicle delivery vehicle. The vehicle is small and light. Arcimoto could sell or 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 Arcimoto wish to analyse their current and potential future market position.

	











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

The student should describe the generic five forces model

 (
Competitive
rivalry
Threat of new
entry
Buyer
power
Threat of
substitution
Supplier
power
)
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	Apply the model to the Arcimoto Deliverator 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 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
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	4c
	Select four issues effecting the competitive position and suggest and describe possible changes that could improve the competitive position of the Arcimoto Deliverator 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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