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Introduction 

Our examiners’ reports are produced to offer constructive feedback on candidates’ performance in the 

examinations. They provide useful guidance for future candidates.  

The reports will include a general commentary on candidates’ performance, identify technical aspects 

examined in the questions and highlight good performance and where performance could be improved. 

A selection of candidate answers is also provided. The reports will also explain aspects which caused 

difficulty and why the difficulties arose, whether through a lack of knowledge, poor examination 

technique, or any other identifiable and explainable reason. 

Where overall performance on a question/question part was considered good, with no particular areas to 

highlight, these questions have not been included in the report. 

A full copy of the question paper and the mark scheme can be downloaded from OCR. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Would you prefer a Word version?  

Did you know that you can save this PDF as a Word file using Acrobat Professional?  

Simply click on File > Export to and select Microsoft Word 

(If you have opened this PDF in your browser you will need to save it first. Simply right click anywhere on 
the page and select Save as . . . to save the PDF. Then open the PDF in Acrobat Professional.) 

If you do not have access to Acrobat Professional there are a number of free applications available that 
will also convert PDF to Word (search for PDF to Word converter). 
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Unit 3 series overview 

This unit is a mandatory paper for the Foundation Diploma, Diploma and Extended Diploma. It may also 

be taken by candidates entered for the Certificate and Extended Certificate.  

Two questions on this paper are high-tariff extended-response questions worth 12 and 16 marks 

respectively. Candidates need to demonstrate the skills of analysis (Level 3) and evaluation (Level 4) to 

gain the highest marks. An analytical response must contain implications for the business, for example 

for Question 7 the impact on business performance, reflecting the nature of the organisation and its main 

objectives. For Question 5, responses should consider the impact on the decision-making process itself. 

In addition to analysis, an evaluative response must contain a reasoned judgement. Candidates should 

be encouraged to reach decisions and give detailed justification to support their argument using 

contextual information. While an accurate judgement that applies to most businesses would achieve a 

low Level 4 mark, a response which argues using the particular circumstances of the business in the pre-

release scenario will receive higher marks. 

The number of candidates sitting the exam was similar to those in some recent sessions. The following 

comments reflect the responses given by the candidates who sat the exam. 

Candidates who did well on this paper 
generally: 

Candidates who did not do well on this paper 
generally: 

• demonstrated good understanding of 
investment appraisal techniques used in the 
Case Study (e.g. Payback, Average Rate of 
Return) 

• demonstrated a good understanding of the 
business impact of business decisions and 
internal/external influences - for example, the 
impact of changes in exchange rates on 
Option 2 

• in answering Question 5, focused on the 
impact of Safe as Houses’ (SAH’s) decision-
making process of conducting an internal 
organisation audit 

• in answering Question 7, considered the 
significance for each option and the relative 
merits of each option in the information 
contained in the case study. 

• demonstrated a lack of understanding of 
concepts used in the Case Study, e.g. by 
confusing revenue expenditure with revenue, 
confusing payback period with investment rate 
of return 

• used vague and ambiguous language in 
responses and so did not demonstrate clear 
understanding of concepts and the linkage 
between them, for example ‘if exchange rates 
change then SAH will lose money on Option 2’ 

• made claims about the business that were not 
supported by the case study, for example that 
the service to be introduced if Option 1 were 
chosen would have no competitors. 
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Question 1 (a)  

‘Expanding operations into a new market’ is a strategic decision and ‘Who to purchase office stationery 

from’ is an operational decision. Relatively few responses correctly identified the two tactical decisions. 

 

Question 1 (b)  

Most responses recognised that some directors might choose to present information to Amaya that 

favoured their own preferred option(s). Successful responses linked this to the information in the case 

study concerning the financial interests of the directors. 
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Question 1 (c)  

Most responses identified a relevant external economic factor likely to affect the success of Option 2, 

with the most commonly offered factor being exchange rates. These responses were less successful in 

explaining how a change in exchange rates would affect Option 2 – typically because the response 

made a reference to ‘changing exchange rates’ without being specific. Better responses identified a 

possible change, such as a fall in the value of the pound against the euro, and then explained how this 

might affect a business based in the UK but operating in France. 
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Question 2 (a)  

Most responses calculated the ratio correctly. The most common reason for an incorrect response was 

to divide 85 million by 33 million. 

 

Question 2 (b)  

Relatively few candidates were given full marks for referring appropriately to cost of sales for gross profit 

and all expanses for net profit. Many responses were given a mark, typically for stating that all 

costs/expenses are deducted to obtain net profit. Some responses confused gross/net profit for a 

business with gross/net income for an employee. 
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Question 2 (c) (i)  

A few candidates correctly identified that net present value takes inflation into account (time value of 

money). Most gave a generalised benefit that could apply to any investment appraisal method. 

 

Question 2 (c) (ii)  

A few candidates gave a valid disadvantage. Most responses gave a generalised drawback that could 

apply to any investment appraisal method. 
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Question 3 (a)  

This question required candidates to apply their understanding of the net profit ratio and how it is 

calculated. More successful responses recognised how revenue might change (total revenue could 

either increase or decrease, depending on the circumstances outlined) and then correctly stated how the 

ratio would change as a result.  

An acceptable alternative was to explain how net profit itself might change, and then state the resulting 

change in the ratio. Less successful responses did not recognise that a change in the ratio would result 

from a change in either of these two variables. 

 

Question 3 (b)  

Most candidates recognised that the discount would have a favourable response as members would 

consider the offer to represent good value for money and these ‘Inspire’ members would consider 

whether to use the new service. Other acceptable responses discussed how the low price might cause 

some to question its quality. Lower scoring responses asserted that members would use the service 

without explaining how this would be the result of their opinion of the service. 
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Question 3 (c)  

There were relatively few very good responses to this question. This perhaps reflects candidates’ lack of 

preparation for this topic being assessed.  

The best responses tended to discuss how a knowledge of cost/differentiation and narrow/broad options 

would help the business to decide, for example, whether to supply a small but high added-value niche or 

seek to be the main low-cost supplier in the mass market. Such responses were very rare, however, and 

most marks were given for generalised references to niche products with unique selling propositions 

(USPs). 

 

Question 4  

Most candidates recognised that a skills audit assesses the skills of the existing workforce. Most of these 

then identified how this could help the business either by training existing workers or employing new 

ones in order to close any skills-gaps identified through the audit. Relatively few responses used the 

context to explain how this would help with Option 2. Some responses did not show any understanding 

of a skills audit, typically confusing it with the selection process during recruitment – these did not gain 

any marks.  
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Question 5  

Relatively few responses demonstrated a good understanding of internal organisation audits. These are 

defined in the specification as: Internal organisational audit includes all internal factors relevant to the 

decision to be made; including (but not limited to) attitude to risk, core competencies, portfolio analysis, 

market research, SWOT. In other words, the audit helps to assess the extent to which the organisation is 

able to adapt to change. 

Most candidates were able to identify at least one benefit or drawback of conducting the audit and so 

achieved a mark in Band 1 (1-3 marks), for example by saying how the audit would help identify if the 

organisation’s core competencies were better suited to one of the options in particular. Responses that 

were able to explain the identified benefit/drawback were able to achieve Band 2 (4-6 marks), for 

example by explaining why knowledge of the core competencies might be useful. Relatively few 

candidates developed their response by analysing the implications of this for the decision-making 

process, for example by explaining how different aspects of the audit might give conflicting information 

and how this might make the decision-making process harder and more time-consuming. 

Less successful responses demonstrated the lack of understanding of an internal organisational audit by 

discussing instead the role of the consultant conducting the audit or falsely arguing that this would mean 

that the decision would not be based on external factors.  

 

Question 6 (a)  

Most candidates recognised how a risk register could help in the process of identifying risks and 

planning how to mitigate risks, were they to occur. A few candidates applied this to Option 3, for example 

by giving an example of a relevant risk that could be mitigated. 
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Question 6 (b)  

Most candidates recognised at least one reason the directors might be resistant to change. Many of 

these did not make use of the information in the case study that might help explain their resistance (e.g. 

their financial interest in the business) but, despite this, most responses did give a valid explanation and 

so were given full marks. 
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Question 7  

This high-tariff question is based heavily on the information contained in the case study about the three 

options, together with the information in Appendix 1 and 2.  

Candidates who were given a mark in Band 1 (1-4 marks) did so because they used the information in 

the case study to draw valid conclusions that would be helpful when making the business decision. For 

example that Option 1 had the shortest payback period, or that Option 2 could be significantly affected 

by changes to the pound-euro exchange rate. Candidates who merely repeated information from the 

case study were given no marks.  

Candidates who were given a mark in Band 2 (5-8 marks) did so because they explained the 

significance or usefulness of the information identified previously. For example, given that Option 3 

involves a new product in a new market, this could be an example of diversification (Ansoff matrix) and 

so, according to Ansoff, would carry the highest risk. However, responses demonstrating no 

understanding were not given marks, for example the fact that Option 1 has the highest average rate of 

return does not mean that it will pay back the original investment the quickest – while Option 1 does 

have the shortest pay-back period this is coincidental. Equally, responses stayed in Band 1 if the 

attempted development was incorrect, for example confusing revenue expenditure with revenue or 

confusing ARR and Payback.  

Candidates who were given a mark in Band 3 (9-12 marks) did so because they linked the impact of the 

option under discussion to SAH’s business performance (thereby recognising the strategic impact of 

choosing the option). For example, if Option 2 is pursued at a time when the European economy is 

growing faster than predicted then the investment appraisal calculations will turn out better than 

forecasted, making Option 2 a potentially more profitable option. 

Candidates who were given a mark in Band 4 (13-16 marks) did so because, having achieved Band 3 

(analysis), they could offer a reasoned conclusion (i.e. they gave valid reasons for their choice of which 

option the business should choose). The reasons, to be valid, would need to be based on the information 

in the case study. To be given a mark above 13 the justification would need to be in context, and to 

achieve a mark above 14 the justifications would need to have greater detail. 

Misconception 

 

Responses often show limited understanding of the investment appraisal methods calculated 

by the business. For example, payback is often confused with average rate of return, and the 

rate of return is confused with the total profit earned during the life of the project. 
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Exemplar 1 

Exemplar 1 is an example of a Band 1 response. The candidate takes the financial information in the 

case study and correctly compares Option 1’s figures with those of Options 2 and 3. Had the implications 

of any of these items been explained, for example the significance of having the shortest payback 

period, then the response could be given a mark in Band 2. 

Exemplar 2 

Exemplar 2 is an example of a Band 2 response. The response makes a valid point, based on the 

information provided in the case study that the business may not appeal to the country’s customers (this 

achieves Band 1) and then develops this by stating that this might cause them to remain with existing 

suppliers. This development achieves Band 2. Had the implications for the business been explained (for 

example the implications for revenue and therefore profitability of Option 2), the response could have 

been given a mark in Band 3. 
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Exemplar 3 

Exemplar 3 is a Band 3 response. It makes a valid point based on the information in the case study 

(‘using new services in the existing market’) and so achieves Band 1. This point is then developed (‘this 

brings more uniqueness which could potentially lead to more market share’) so achieving Band 2. The 

candidate then develops this point further by discussing the implications for the business (‘more 

customers which will result in more revenue’) and so is given a mark in Band 3. 
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