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PROFESSIONAL LEVEL EXAMINATION 

 

WEDNESDAY 10 JUNE 2015 

 

 (2½ hours) 

 

 

BUSINESS STRATEGY 
 

This paper consists of THREE questions (100 marks) 
 
1. Ensure your candidate details are on the front of your answer booklet. You will be given 

time to sign, date and print your name on the answer booklet, and to enter your 
candidate number on this question paper. You may not write anything else until the 
exam starts. 

 
2. Answer each question in black ballpoint pen only. 
 
3. Answers to each question must begin on a new page and must be clearly numbered. 

Use both sides of the paper in your answer booklet. 
 
4. The examiner will take account of the way in which answers are presented. 
 
5. When the examination is declared closed, you must stop writing immediately. If you 

continue to write (even completing your candidate details on a continuation booklet), it 
will be classed as misconduct. 

 
 
The questions in this paper have been prepared on the assumption that candidates do 
not have a detailed knowledge of the types of organisation included in the paper. No 
additional credit will be given to candidates displaying such knowledge. 
 
 

 

 
IMPORTANT 
 
Question papers contain confidential 
information and must NOT be removed 
from the examination hall. 
 
 
 

DO NOT TURN OVER UNTIL YOU 
ARE INSTRUCTED TO BEGIN WORK 

 
 
 

 
 
 
You MUST enter your candidate number in this 
box. 
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1. Reyel plc (Reyel) is an international company which owns and operates mid-market hotels.   
 
On 31 March 2014 a new division, ‘The Extended Stay Hotel Division’ (the ESH Division), 
was set up so Reyel could enter the extended stay hotel market. 
 
The extended stay hotel market 
 
Hotels in this market target customers who wish to stay in a hotel for at least eight 
consecutive nights. Whilst customers can stay for as little as one night, the high prices 
charged for short stays discourage this. 

 
The extended stay hotel market has two segments, business and private: 
 

 Customers in the business segment include: project managers; professionals working on 
assignments; staff on short-term secondments; and contract workers.  

 Customers in the private segment include individuals who are in the process of relocation, 
while looking for more permanent accommodation, or who have had to evacuate their 
houses due, for example, to floods or fire. 

 
The business segment typically represents a higher proportion of total revenue than is the 
case for traditional hotels. 
 
In order to meet the needs of the extended stay market, the guestrooms are larger than in 
traditional hotels and include living space with a kitchen as well as a bedroom. When 
averaged across the duration of the stay, the price per night is typically cheaper than 
traditional hotels, but the costs incurred are lower as the number of room change-overs (ie 
when one guest leaves and another arrives) is greatly reduced, and guestrooms are cleaned 
weekly on average, rather than daily. Occupancy is also typically higher than for traditional 
hotels. 
 
The extended stay hotel market is well developed in the US, but it does not represent a 
significant proportion of the European hotel market, although it is growing. 
 
The ESH Division 
 
The ESH Division’s business model is designed to: appeal to a different type of customer 
than Reyel’s traditional hotels; exploit cost advantages; and strengthen the wider company 
brand in the business market segment.  
 
The Clarre 
 
In order to test the business model, the ESH Division commenced trading on 1 April 2014 
with one hotel, called The Clarre, which is located in London. It has large guestrooms, each 
including a living area and a kitchen, but it does not have a restaurant or bar as there are 
many in the local area which guests can use. The hotel offers good quality rooms, but 
provides a limited range of services to guests. Each guestroom is identical. 
 
The performance of The Clarre has been closely monitored and assessed each quarter.  
Sales appear to have been seasonal, with the quarters ending 30 September and 
31 December being the periods of highest demand. Within each quarter, there is variation in 
demand where occupancy in some weeks is 100% (ie all guestrooms are full) and customers 
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have to be turned away. There are fewer fluctuations in demand between days of the week 
than is the case with traditional hotels due to the longer duration of each guest’s stay. 
 
Kevin Kloster, the manager of The Clarre, has expressed concern over managing capacity 
and pricing:  
 

 Managing capacity is a short-term concern involving coping with weekly and monthly 
fluctuations in demand. It is also a long-term concern in terms of being able to meet 
trends in demand over time. 

 

 Pricing is complex with different standard prices at different times of the year. There is 
also a range of discounts available on the standard prices according to type of customer 
(business or private), length of stay and frequency of visits. Kevin also has discretion to 
offer a discount to achieve a booking when negotiating with customers. 

 
The Zoy – a comparison 
 
Performance measures monitored by the Reyel board include internal benchmarking in 
comparing The Clarre with a traditional hotel, called The Zoy, which is also owned by Reyel 
and is located nearby in the same area of London. The Zoy is a long-established traditional 
hotel, in a building the same size as The Clarre, but it has a restaurant and a bar which 
generate additional revenue. The Zoy’s guestrooms are much smaller than The Clarre’s, but 
there are more of them. Guestrooms are cleaned daily at The Zoy, but usually only weekly at 
The Clarre.  
 
Quarterly financial and operating data is provided for The Clarre. Annual data is provided for 
The Zoy (Exhibit). 
 
Concerns of The Zoy’s manager 
 
At a Reyel internal meeting, the manager of The Zoy expressed some concerns: “Reyel 
should not be entering the extended stay hotel market. Our business is in traditional hotels 
and there will be customer confusion. Also, the cheaper prices for extended stays will 
damage the Reyel brand name. In the year ended 31 March 2015, revenues from The Zoy 
were 10% lower than the previous year and I think this is due to the opening of The Clarre in 
the same area of London, less than two kilometres away. I also believe Kevin Kloster is 
undercutting us on price and we just cannot compete as we need to offer a much wider range 
of services, which increases our costs.  
 
“When we look at the performance of The Clarre we should look from a company-wide 
perspective and consider lost sales for other group hotels, not just the sales The Clarre is 
recording.” 
 
An ethical problem 
 
Most business customers in the extended stay hotel market are individuals who choose 
which hotel to stay in, then recharge the cost to their employers. To induce some of The 
Clarre’s regular business customers to agree to pay a premium over the standard price for a 
guestroom, at their employer’s expense, Kevin has been giving these individuals Reyel 
discount vouchers for private holidays with their families at Reyel hotels. 
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Requirements 
 
(a) Using the data in the Exhibit and the other information provided: 

 
(i) Analyse the performance of The Clarre for each of the four quarters to 

31 March 2015. Briefly identify additional information that would help provide a 
more comprehensive assessment of performance. 

 
(ii) Compare the performance of The Clarre and The Zoy for the year ended 

31 March 2015.  
(18 marks) 

(b) Explain, for the year ending 31 March 2016, the factors that the manager of The Clarre 
should consider in respect of: 

 

 capacity management; and 

 pricing. 
(10 marks) 

 
(c) Explain how the Reyel management could estimate the loss in revenue of The Zoy for 

the year ended 31 March 2015 arising from the opening of The Clarre.  
(7 marks) 

 
(d) Discuss the ethical issues arising from the inducements given to individual business 

customers and advise on the actions that Reyel should take. 
(7 marks) 

Total: 42 marks 
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Exhibit – Financial and operating data 
 
Management accounts for the year ended 31 March 2015 
 

 The Clarre The Zoy 
  

Q1   
 

Q2  
 

Q3  
 

Q4  
Year ending 

31 March 
2015 

Year ending 
31 March  

2015 
 

 £’000 £’000 £’000 £’000 £’000 £’000 
Guestroom   
revenues 

 
1,058 

 
1,279 

 
1,280 

 
1,028 

 
4,645 

 
6,264 

Other revenues - - - - - 1,200 
Operating costs (864) (920) (920) (857) (3,561) (6,106) 

Operating profit 194 359 360 171 1,084 1,358 

 
 
Operating data for the year ended 31 March 2015 
 

 The Clarre The Zoy 
  

Q1  
 

Q2  
 

Q3  
 

Q4  
Year ending 

31 March 
2015 

Year ending 
31 March 

2015 
 

Occupancy 72% 80% 78% 70% 75% 58% 
Average 

guestroom price 
per night 

 
 

£68.0 

 
 

£74.0 

 
 

£76.0 

 
 

£68.0 

 
 

£71.7 

 
 

£100 
Average length  
   of stay (nights) 

 
14 

 
15 

 
18 

 
13 

 
15 

 
3 

 
 
Notes 
 

 Both The Clarre and The Zoy are open for 90 days each quarter. 

 The Clarre has 240 guestrooms and The Zoy has 300 guestrooms. 

 Occupancy refers to the average number of nights that guestrooms are occupied as a 
percentage of the total available guestrooms. 

 ‘Other revenues’ comprise restaurant and bar sales. 

 Quarterly accounting periods are as follows: 
 
Q1 is the quarter ended 30 June 2014 
Q2 is the quarter ended 30 September 2014 
Q3 is the quarter ended 31 December 2014 
Q4 is the quarter ended 31 March 2015 
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2. Home of Leather plc (HoL) is a company which manufactures good quality leather furniture. 
The company is located in the small town of Puddington in the South of England, where its 
site is comprised of a factory, distribution centre and office. 
 
Company background 
 
HoL was established many years ago and has been important to the Puddington economy 
throughout its existence. Most of the employees, who are mainly skilled workers, live in or 
around Puddington. Many of the suppliers, including suppliers of leather, are also from the 
local area. HoL is Puddington’s largest employer. 
 
Over the past 15 years, the reputation of HoL’s products has grown. Its furniture is now sold 
throughout Europe, although 70% of sales are still in the UK market.  
 
However, revenue growth has slowed in recent years. There has been increasing competition 
in the UK and European markets from overseas suppliers producing good quality leather 
furniture. These suppliers incur lower property and labour costs than HoL, and can therefore 
charge lower prices. The HoL board fears that sales could start to decline unless costs can 
be reduced to enable more competitive pricing. 
 
A particular concern is that half of the UK sales come from a single customer, Grint plc 
(Grint), under a long-term contract. The contract is due for renewal on 31 December 2016 
and the Grint board has already stated that the contract will be put out to tender. Grint’s 
expectation is that prices will need to be reduced from their current average of £400 per unit 
to, at most, £360 per unit.  
 
Strategic choices 
 
The HoL board has decided that a fundamental change needs to be made in the next six 
months in order for HoL to continue to compete in the market. It has not yet made any 
announcement to the employees (including managers), but three alternative strategies have 
been proposed to reduce costs.  
 
The board has set a target annual profit of £7.2 million, to be achieved irrespective of which 
strategy is selected. 
 
Strategy 1 – Relocate within the UK 
 
Close the whole Puddington site and relocate all operations to a larger site in the UK about 
150 kilometres away. Most, but not all, employees would be offered continuing employment 
at the new site, but only about 40% of existing employees are expected to agree to relocate 
and carry on working for HoL at the new site. The new factory would have more automated 
production processes than the old factory and many of the working practices of skilled 
employees would need to change, along with the managerial reporting structure. The 
employees who do not relocate would be made redundant. HoL would continue to use most, 
but not all, of its existing suppliers. 
 
Strategy 2 – Relocate manufacturing overseas 
 
Close the factory in Puddington and relocate manufacturing to a larger factory in a lower cost, 
developing nation in South America. This would involve making 96% of existing employees 
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redundant. The remaining 4% would continue to be employed in the existing distribution 
centre in Puddington, with senior managers operating from the Puddington office. 
 
Strategy 3 – Cease manufacturing and import 
 
Close the factory in Puddington and import furniture from overseas suppliers, thereby making 
HoL a wholesaler. Most employees would be made redundant. Only 4% of existing 
employees would be retained, operating from the Puddington distribution centre and 
Puddington office, as in Strategy 2.  
 
Pricing 
 
The quality of the output under Strategy 1 will be higher than under the other two strategies. 
As a result, the selling price for Strategy 2 and Strategy 3 will be about 90% of the selling 
price for Strategy 1. However, the sales volumes will be the same under all three strategies.  
 
Estimated data is provided for costs and revenues for each of the three strategies (Exhibit). 
 
Requirements 
 
The board of HoL has asked you, as a business advisor, to prepare a report for it as follows: 
 
(a) Calculate each of the following, using the information in the Exhibit, for each of the 

three proposed strategies: 
 

(i) The break-even selling price 
(ii) The volume of sales which would achieve an annual profit of £7.2 million. 

(9 marks) 
 
(b) Evaluate each of the three proposed strategies. Refer to your calculations in (a) above 

and make any further appropriate calculations. Ignore change management issues. 
(10 marks) 

 
(c) For Strategy 1 only, explain power-interest using Mendelow’s matrix for each of the 

following stakeholders: 
 

  Existing employees 

  Grint 
(7 marks) 

 
(d) Identify and compare the change management issues for Strategy 1 and Strategy 2. 

(8 marks) 
 

Total: 34 marks 
Exhibit – Estimated data on costs and revenues 
 

 Strategy 1 Strategy 2 Strategy 3 

Expected sales volume 120,000 units 120,000 units 120,000 units 

Average price per unit £360 £324 £324 

Average variable cost per unit £200 £160 £280 

Annual fixed costs £14.4 million £10.8 million £1.8 million 
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3. Zuccini plc (Zuccini) is a listed company manufacturing motorbikes, which it sells mainly in 
European Union (EU) countries. 
 
The motorbike industry 
 
Motorbike technology is constantly changing. As a result, research and development (R&D) 
is a key feature of product improvement and replacement. The industry is very competitive 
and implementing the latest technology can be important in gaining competitive advantage. 
However, as technology changes rapidly, any such advantage is difficult to sustain.  
 
There were 1.2 million new motorbikes sold in the EU last year. Many of the most popular 
motorbikes sold in the EU are manufactured in Japan by multinational companies, which also 
make cars and other automotive products. There are also several smaller niche motorbike 
manufacturers located throughout Europe, such as Zuccini. 
 
Company background 
 
Zuccini is a relatively small company in the global motorbike industry. Currently it has an 
annual sales volume of 4,800 motorbikes. It has an R&D centre in Italy and two factories, one 
in Italy and one in the UK. The head office is in the UK. 
 
The existing models  
 
Zuccini currently manufactures two models of motorbike: the Typhoon4, a mid-market to 
upmarket motorbike; and the StormRaider, an upmarket motorbike. 
 
The StormRaider is manufactured at the UK factory and was launched in 2013. Its launch 
was successful and monthly sales are continuing to increase. It is estimated to have a 
product life cycle of six years before it needs replacing in 2019. 
 
The Typhoon4 is made at the factory in Italy. It is reaching the end of its product life cycle 
and sales have been gradually falling in recent months. The Zuccini board has not yet 
decided whether to: 
 
(i) replace the Typhoon4 with a completely new model, the Typhoon5; or 
 
(ii) modify the Typhoon4 to produce a slightly updated version, the Typhoon4A, then 

replace the Typhoon4A with the Typhoon 5 two years later (ie in 2017 if the Typhoon4 
were to be modified as the Typhoon4A immediately).  

 
New capital investment will be needed for either alternative. The Typhoon5 would be a much 
more significant change than the Typhoon4A, although either of these alternatives could be 
implemented without much delay, once a decision is made. The board has not yet decided 
how long to carry on manufacturing the Typhoon4, but the timing of any change is under 
active consideration. 
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A new model under development 
 
Another model of motorbike, ‘the Hurricane’, is currently in its R&D phase, but technical 
difficulties have caused delays and some uncertainties. It could be brought to market in 
June 2016 as a basic product selling at £6,000 or, with a further two years’ development, it 
could be brought to market in June 2018 as a mid-market product selling at £9,000. The life 
cycle would be seven years from launch for the basic version of the product, as it is less 
susceptible to new technology developments and would sell on the basis of price rather than 
features. The life cycle would be six years from launch for the mid-market version. No 
estimate of production costs or volumes for either of these alternatives can yet be made. 
 
Liquidity issues 
 
Liquidity has started to become a concern for Zuccini. There is no immediate crisis, but cash 
flow projections indicate that further financing will be needed by 2017, unless sales improve. 
 
Requirements 
 
(a) Referring to appropriate models, provide reasoned advice to the Zuccini board to help it 

decide: 
 

  when production of the Typhoon4 should be ended; and 

  whether to replace the Typhoon4 with the new Typhoon5, or to modify it, initially, 
as the Typhoon4A. 

(12 marks) 
 
(b) Explain the strategic, operational and financial factors which would determine whether 

the Hurricane should be launched: 
 

(i) in June 2016 as a basic product; or 
(ii) in June 2018 as a mid-market product. 

(12 marks) 
 

Total: 24 marks 
 


