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2
Lopez

Lopez is a medium sized business that produces a wide range of chocolate bars. It
is located in Country A and currently only sells chocolate bars in that country. It has
been in business for 6 years and has grown rapidly. Jennifer is the Managing
Director of the company and her brother, Miguel, is the Marketing Manager. They
sell most of their chocolate bars to small shops. These shops pay cash two months
after the goods are delivered.

Lopez manufactures chocolate bars using batch production methods. Jennifer is
considering changing to flow production if the company expands and sells its
products to other countries. Jennifer wants the business to continue to grow rapidly.
However, she worries about buying more raw materials to manufacture the
chocolate bars because the present supplier cannot supply any more. Lopez pays
cash for supplies on delivery. Also, more workers will need to be recruited to
increase production and they may need to be trained. An additional member of staff
will be needed to work in the sales department. This person will carry out general
office duties but also deal with customer enquiries and take orders.

Miguel said, ‘If we want to continue to expand we need to develop new products.
Jennifer replied, ‘We will need to find out what type of sweets will appeal to potential
customers in these countries; they have very different buying habits to our present
customers. Our target market for these new products could be young children.
These markets are likely to be very competitive.

1,000,000 shares of $1 each were issued when the company was founded. The
shares are owned as shown in Fig. 1.

Key
o Jennifer
| Miguel

0O 4 other family members

Fig. 1: Ownership of shares in Lopez
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3

The financial performance of the business for the last two years of trading is shown
in Table 1. Jennifer said, ‘Profitability of the company is good. However, the cash

flow has been a problem over the last two years and is still a problem. 25
Table 1
Year ending 31 October 2005 2004
Gross profit ratio 80% 80%
Net profit ratio 25% 15%
ROCE 20% 10%
(ROCE = Return on 30
Capital Employed)
Table 2
Summary of the sales and raw material costs for Lopez in 2005 in $'000
August September October
Sales for the month 100 150 200
Raw material costs 20 30 40 35
Table 3
Summary of the cash flow for Lopez in 2005 in $°000
August September October
Cash from Sales 60 80 100
Total in 60 80 100
Raw materials 20 30 40 40
Wages 50 60 55
Expenses 5 5 5
Purchase of machinery 1000
Total out 75 95 1100
MONTHLY BALANCE (15) (15) (1000) 45
Opening balance 20 5 (10)
Closing balance 5 (10) (1010)
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4 For
Examiner’s

1 (a) (i) What two documents had to be drawn up when Lopez was registered as a private vee

limited company?

(ii) Would you advise the owners of Lopez to convert the business into a Public Limited
Company (plc)? Explain your answer.
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Examiner’s

(b) Jennifer has clear objectives of business growth for Lopez. What are the advantages of vee

having clear business objectives?
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6 For
Examiner’s

2 Miguel, the Marketing Manager, wants to develop a new range of sweets. These would be vee

sold in other countries as well as in Country A.

(@) (i) Explain why Miguel should carry out market research before developing a new
range of sweets.
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(b) Discuss three factors that could influence the marketing for the new range of sweets. vee
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Examiner’s
Use

3 (a) If the business made a gross profit of $640,000 in 2005, what is the value of sales
revenue in 2005? Show your calculations.

(b) (i) Referto Table 2 and Table 3. Explain what Jennifer meant when she said cash flow
is still a problem for the business.
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Examiner’s

(ii) Advise Jennifer on how she could improve the company’s cash flow. vee
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Examiner’s

4 (a) If Lopez expands, they will need to recruit an additional member of staff for the sales vee

department. Draw up a job description for this post.
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Examiner’s

(c) A new Sales Manager has just been recruited. Discuss how Jennifer and Miguel could vee

motivate this new manager. (You should include both financial and non-financial
methods in your answer.)
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5 (a) (i) Why do you think Lopez currently uses batch production?
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(b) Why do you think that quality control is important to a company such as Lopez? vee
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