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Answer ALL questions

1.	 Apex Ltd is a long established manufacturer of flat-pack (self-assembly) bedroom 
furniture, based in Manchester. It imports some of its materials from both EU and non-
EU countries. Its products are sold within the highly competitive furniture market where 
buyers expect good quality products at reasonable prices. The Managing Director is very 
aware of the importance of reviewing the production processes so that the company 
remains competitive and is also considering producing a new range of kitchen furniture to 
run alongside the current bedroom range.

	 It is currently facing a choice between two alternative investment projects, each of which 
will cost £400 000 and will last for five years.

	 Project 1:	� Introduce new technology including Computer Aided Design (CAD) into its 
Manchester factory, which will replace many jobs.

	 Project 2:	 Maintain the current production methods but increase capacity at the
		  Manchester factory.

	 Investment appraisal for Project 1 shows:
	

Payback Period Annual Rate of 
Return (ARR)

Net Present Value
(NPV) at 10%

Project 1 3 years 8% +£51 940

	
	 The following information relates to Project 2:

	 Estimated Net Cash Flow	 Discount Factors
	

Year
Cash flow

(£) Year 10%

0 (400 000) 0 1.000
1   80 000 1 0.909
2 100 000 2 0.826
3 100 000 3 0.751
4 120 000 4 0.683
5 240 000 5 0.621
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	 (a)	 Using the information on page 2 and any calculations you make for Project 2: 

		  Evaluate the proposed investment in Project 2 on the basis of net present value 
(discounted cash flow) and ONE other investment appraisal method.
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		  In order to finance either investment, the company may need to take out a bank loan 
for the £400 000. The following figures were extracted from Apex Ltd’s financial 
statements:

		  April 2006 – March 2007	    £000
		  Turnover	 10 000
		  Cost of sales	 6 000
		  Profit before interest and tax	 1 200
		  Interest charges	 200
		  Debtors	 1 700
		  Creditors (short term)	 500

		  The current gearing ratio is 15%.

	 (b)	 Using appropriate ratios based on the figures above and any other relevant information, 
assess the ability of Apex Ltd to finance the repayment of the loan.
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2.	 If Apex Ltd were to go ahead with Project 1, the introduction of new technology including 
CAD into its Manchester factory, it would have to consider substantial job cuts. Union 
leaders within the firm have been told that the company is also considering other cost-
cutting moves in order to remain competitive. The trade union representatives of the 
production staff at Apex Ltd have raised concerns over the proposed job losses.

	 (a)	 Assess how the management of Apex Ltd might respond to the concerns raised by the 
trade unions.
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	 (b)	 Analyse the likely impact of Computer-Aided Design (CAD) on the design process of 
Apex Ltd’s product range.
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	 (c)	 Evaluate the importance of new product development to Apex Ltd.
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Quality of Written Communication: 4 marks
TOTAL FOR PAPER: 84 MARKS

END

Q2

(Total 40 marks)
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