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SECTION A 

Answer one question from this section. 

 

1. VINYL REPUBLIC (VR) 

Vinyl Republic (VR), a record store located in 

central Boston, has one of the largest 

collections of new and second-hand vinyl 

records in the US. VR operates as a 

partnership of two sisters, Elizabeth and 

Annabel Warburton. Vinyl has become 

increasingly upmarket and trendy alternative 

to digital music over the last ten years. The 

record store is known for its untidy store layout 

and lack of space. These features have given 

the record store its memorable promotional 

catchphrase, “Hard to find but worth the 

time”, which has generated substantial 

brand value through word-of-mouth 

promotion. VR claims that it can find and 

order any record, new or used. 

Changes in listening habits and technology have impacted on VR. The availability of second-hand 

records from online competitors such as Amazon has become a real concern. Despite the popularity 

of VR, there has been new negative feedback on customer service and the size of the record store. 

Customers have complained that it is too time-consuming to find a specific record. A liquidity problem 

has also emerged. VR is holding too much working capital in unsold second-hand vinyl records. 

Elizabeth has identified three options of physical expansion for VR. She argues that all options would 

provide a better service to customers and help with the liquidity problem if they proved successful. 

The estimated cost and financial return for each option is given above (for all options the probability 

of being successful is 0.6 and the probability of not being successful is 0.4): 

Option Cost ($) Financial return if 

successful ($) 

Financial return if 

not successful ($) 

1. Purchase additional storage space 

nearby 

200 000 400 000 150 000 

2. Purchase the building next door to 

expand the current record store: 

a. Without a café  

 

900 000 

 

2 000 000 

 

400 000 

Vinyl records – too cool for school? 
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b. With a cafe Extra 200 000 2 500 000 -100 000 

3. Move the record store to a large 

shopping centre in central Boston 

1 600 000 2 500 000 1 000 000 

 

a. Define the term working capital.        [2 marks] 

 

c. Construct a fully labelled decision tree for Elizabeth’s “three options of physical expansion for 

VR”. Calculate the predicted outcome for each option and identify the most profitable option 

(show all your working). Identify the best option for VR.     [8 marks] 
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2. VTE 

VTE is a well-established small private limited company 

specialising in online education, based in the US. The 

owner and founder, Kate Kerr, currently owns 100 per 

cent of the shares and enjoys complete freedom in the 

running of the company. The business employs three 

full-time staff who have been with the business for over 

six years. VTE has enjoyed many years of expansion in 

the provision of online education. Kate owns the 

copyright for her patented software, which provides 

her with a unique selling point (USP). However, the 

copyright will expire in the near future. Moreover, 

several rival companies have recently established a 

presence in the online education market. 

Kate has to raise finance to develop new educational software to maintain or improve her market 

position. Her bank manager has refused to lend funds for the research and development (R&D) of the 

new software, saying that “software has a short product life cycle, and your balance sheet has 

deteriorated”. 

Kate’s accountant has just presented the following financial information for VTE as of 31 January 2016, 

which raised some working capital and liquidity issues. 

 

Extract from the balance sheet for VTE for the year ended 31 January 2016 

 ($) 

Capital employed X 

Cash 2 000 

Creditors Y 

Debtors 28 000 

Depreciation 1 500 

Fixed assets 30 000 

Loan capital 0 

Net assets Z 

Retained profit 8 500 

Share capital 2 000 

Short-term borrowing 0 

Stock 0 

Total (current assets) 30 000 

Total (current liabilities) 48 000 

Online education – supporting students in the classroom 

(This question continues on the 

following page) 
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(Question 2 continued) 

 

a. Explain the importance of VTE having a unique selling point.     [2 marks] 

 

b. Calculate the missing figures X, Y, Z and with those figures and from the financial information 

provided, construct a complete balance sheet for VTE for 2016.    [8marks] 
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SECTION B 

Answer two questions from this section. 

 

3. LEGO GROUP CO 

Lego Group is a Danish company that sells 

its products in many countries around the 

world. It manufactures toys, with its best 

known product being the plastic building 

bricks known as “Lego”.  

The company is a major employer in many 

towns in Denmark. It takes pride in offering 

job security, generous benefits and 

teamworking for its motivated and 

productive staff. 

Lego Group is now facing the following 

problems: 

 

 Increased competition in the toy market because other manufacturers can produce cheaper 

branded products 

 Increased competition from other sectors such as online gaming 

 Increased number of defective products 

 Stricter health and safety regulations in the European Union (EU) 

 Pressures from environmental groups in Denmark due to pollution from production plants 

 Lack of innovation and failure to launch new products in the past few years. 

In recent years Lego Group has lost some of its market share. Lego Group’s largest rival is MegaMonkey 

Toys, which produces similar products. MegaMonkey Toys has recently opened a new manufacturing 

plant that has doubled its production. Primary market research shows that Lego Group has far better 

brand recognition but consumers prefer MegaMonkey Toys’ lower prices. The directors at Lego Group 

believe that developing brand loyalty will be essential to maintain its competitiveness. 

Quality assurance is an important aspect to Lego Group, which is why the production manager wants 

to implement a Kaizen (continuous improvement) approach to manufacturing in Denmark. However, 

the financial manager is proposing to outsource the production facilities to Vietnam so as to reduce 

costs. The research and development (R&D) department would remain in Denmark and would 

increase its activities. 

 

 

(This question continues on the following page) 

 

 

Great fun until you step on one barefoot  

http://www.businessmanagementib.com/


IB Business Management: www.BusinessManagementIB.com 

 

 P a g e  7 | 12 

 

IB Business Management Higher Level Paper 2 Examination 

a. State one advantage and one disadvantage of primary market research for Lego Group.   

             [2 marks] 

 

b. Define the term quality assurance.         [2 marks] 

           

 

c. Apply Herzberg’s research on ‘hygiene and motivating factors’ to employee motivation at Lego 

Group.              [6 marks] 

 

d.  Discuss the financial manager’s proposal “to outsource the production facilities to Vietnam”.  

             [10 marks] 
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4. VISCIOUS VIOLET 

For years, Vicious Violet has produced 

chocolate bars targeting the youth market 

segment and has been the market leader. 

The market became saturated due to the 

entry of many competitors. Vicious Violet’s 

founder, Abbey Turner, was concerned 

about falling market share, especially 

because many competitor products were 

perceived to be similar to Viscious Violet’s. 

As a result Abbey decided to hire an 

agency to prepare a market audit and to 

conduct market research. The results 

confirmed Abbey’s concerns. The audit 

identified a new gap in the market: a 

chocolate bar for health conscious 

consumers. 

Abbey thought that it was a good opportunity for Vicious Violet to exploit. She estimated that a 

chocolate bar for health conscious consumers could be produced in small batches using imported 

cocoa beans from Venezuela. Abbey knew that these beans had significant health benefits and that 

the new bar could change customer perceptions of Vicious Violet. It could also be priced considerably 

above other chocolate bars. Vicious Violet began the product development of the new healthy 

chocolate bar, “Vicioso”. 

The introduction of Vicioso gave Abbey the opportunity to introduce total quality management (TQM) 

across the company. Previously chocolate bars were produced using flow production and only three 

workers were employed to check quality. With the adoption of the system of TQM, Abbey expected 

that the quality of all Vicious Violet products could improve with zero defects and reduced waste. 

However issues remain. Vicious Violet workers have traditionally resisted changes in the production 

process and Abbey is worried about the impact on worker motivation. Abbey is considering change 

management practices. 

Early sales of Vicioso have been impressive. Abbey believes that the strategy of introducing a new 

healthy chocolate bar would differentiate Viscious Violet from its competitors and change customer 

perceptions away from a youth orientated chocolate company towards a more adult one. However, 

the move might be unpopular with Viscious Violet’s other stakeholders and would require further 

extensive promotion to change perceptions of its brands and company. Some competitors are also 

experimenting with health conscious products similar to Vicioso. 

 

 

(This question continues on the following page) 

 

 

 

It’s got to be healthy with all of those antioxidants? 
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a.  Define the term market segment.         [2 marks] 

 

b.  Explain the concept of total quality management.     [3 marks] 

 

c. Suggest what Abbey could do in order to overcome the workers’ resistance to change.  

             [5 marks] 

 

d. Discuss whether the launch of Veneziano could change customer perceptions of Viscious Violet.

            [10 marks] 
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5. SPEEDICO 

Speedico is a state-owned company 

and is a specialist internet provider in 

Argentina, South America. It has a 25 

per cent market share of the home 

internet market and has experienced 

slow growth in revenue over the last 10 

years. 

In 2015, the Argentinian government 

passed legislation to allow foreign 

companies to enter the home internet 

market. Immediately, Hola!, a Spanish 

multinational telecommunications 

company, spent large amounts of 

money setting up a network, as selling 

in Argentina was seen as a way of 

entering the South American home 

internet market. Hola! soon became 

the market leader and its market share 

doubled that of Speedico. Speedico missed out on opportunities to compete and earn substantial 

profits due to limited finance, inappropriate technology and an autocratic leadership style. The 

Argentinian government is now passing further legislation to enable even more competition in the 

home internet market. Speedico has three options.  

 The first option for Speedico is to merge with Teleco, a telecommunications company based in 

Brazil. Teleco has a different leadership style to that of Speedico and is also struggling financially. 

The financial and marketing benefits from the merger could be considerable for both companies. 

However, Speedico realises that the corporate culture of the two companies are very different, 

which may lead to potential diseconomies of scale. Furthermore, a number of redundancies would 

be inevitable. 

 A second option is to form a joint venture with the Italian multinational telecommunications 

company Pronto. Consequently, Speedico could benefit from Pronto’s up-to-date technology, 

knowledge and global experience in the home internet market to compete against Hola! In return, 

Pronto would be able to research potential opportunities to enter into the South American home 

telephone market. Unfortunately, Pronto can only commit to the joint venture for one year, which 

may not give Speedico enough time to compete effectively with Hola! 

 As a third option, Speedico could increase its customer base by expanding its services to the rural 

areas of the country, where Hola! and other competitors are not currently operating. Speedico is 

developing a new service called “Rural-Speedico” to cater for the needs of this promising market 

segment. However, the company’s limited finance may compromise this alternative. 

 

 

(This question continues on the following page) 

 

“Just using it as a calculator Sir - honest!" 
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(Question 5 continued) 

 

a. Define the term corporate culture.        [2 marks] 

 

b.  State two characteristics of an autocratic style of leadership.    [2 marks] 

 

c. Analyse the consequences of clashes in leadership styles if Speedico and Teleco merge (first 

option).            [6 marks] 

 

d.  Discuss the second and third options available to Speedico.    [10 marks] 
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SECTION C 

Answer one question from this section. The organisations featured in Sections A and B and in the Paper 

1 case study may not be used as a basis to your answer. 

 

6. With reference to one or two organisations that you have studied, discuss the role of globalisation 

in the strategies associated with the growth and evolution of organisations.   [20 marks] 

 

7. With reference to one or two organisations that you have studied, discuss how cultural differences 

may influence marketing practices and strategies in an organisation.    [20 marks] 

 

8. With reference to one or two organisations that you have studied, discuss internal and external 

changes as factors that may influence human resource strategies.    [20 marks] 
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