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1 (a) Outline two differences between a business objective and a business aim.

[4]
(b) State two benefits to a business of setting business objectives.
RS
72 RS
[2]
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(d) Explain three ways in which a business could improve its cash-flow.
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In an attempt to analyse CD plc’s current situation, the Finance Manager has calculated the
following:

* fixed costs of £46 million for the year;
e  variable cost of £110000 per home;
e average selling price of £130000 per home.

(a) Calculate the number of homes CD plc needs to sell in order to break-even this year.

Show your workings:

Break-even level = ..., homes

[2]

(b) Explain how a rise in the interest rate CD plc pays on its loans will affect the company’s
break-even level.

(c) Explain one way in which an increase in national unemployment rates is likely to affect
CD plc’s ability to reach its break-even level.
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(d) Describe three weaknesses of break-even analysis as a financial planning tool for businesses
such as CD plc.

©OCR 2013 Turn over



www.xtrapapers.com

6

3 The labour turnover rate amongst workers in CD plc’s building division is high. This will be of
particular concern to CD plc if it decides to take Option 1 (Amalgamate).

Workforce Data 2012

Total number employed in building division 180

Labour turnover rate in building division 15%

(@) What is meant by the term ‘internal stakeholder?

............................................................................................................................................. [2]
(b) Calculate how many workers left CD plc’s building division in 2012.

Show your workings:

Building division workers leaving in 2012 = ..........ccooviieiiniiiee e 2]

(c) Explain one problem for CD plc of having a high rate of labour turnover in its building division.
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(d) Explain two ways in which CD plc might be able to lower the rate of labour turnover in its
building division.
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(c) Evaluate the usefulness of critical path analysis to CD plc if it decides to take Option 2
(Downsize). [8]
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The Finance Manager has estimated the likely net cash-flow for both of the options under
consideration at CD plc. A discount rate of 15% is to be used when comparing the options.

Year Discount Factor
at 15%
0 1.00
1 0.87
2 0.76
3 0.66
4 0.57

(a) Using the discount factors given above, complete the net present value table below, for both
options under consideration at CD plc.

Option 1 Option 2
Amalgamate Downsize
Estimated Present Estimated Present
Year Net Cash- Net Cash-
Value Value
flow flow

0 (£4000000) | (£4000000) (£1200000) | (£1200000)

1 £1000000 £300000

2 £2000000 £600000

3 £4 000000 £800000
NPV | Option1= | £ Option2= | £

(b) Explain one advantage to CD plc of using net present value rather than
investment appraisal technique.

© OCR 2013
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(c) Explain one disadvantage to CD plc of using net present value rather than ARR (accounting
(average) rate of return) as an investment appraisal technique.
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6* Taking into account both internal and external factors, evaluate which of the two options CD plc
should choose. [20]
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7 The Finance Manager believes that good contingency planning is more important to CD plc’s
survival than which of the options it chooses. Evaluate this opinion. [14]
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END OF QUESTION PAPER
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