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Answers 

Finance practice exam question 
Luke Perry 

Read the case study below and evaluate the actions that All Parts (AP) Ltd might take 
to improve its profitability.        (14 marks) 

Answers might include some of the following points: 

• Ian could increase the price, as margins are tight at 5% — however, elasticity could 
be a concern. 

• As the business grows it may be able to negotiate more favourable prices with 
suppliers via a better relationship or even economies of scale. 

• The company has substantial fixed costs. These should not increase as output 
increases, so profits would improve anyway. 

• Increase sales via a marketing campaign, although initial costs would increase. 

• The company may increase its prices, relying on the quality of the service it provides. 

• The company may be able to reduce advertising as it grows, helping to reduce costs. 

Possible mark scheme 
Level Descriptor Marks 

5 Good application and good analysis 9–10 

4 Good application and reasonable analysis 
or 
good analysis and reasonable application 

7–8 

3 Reasonable application and reasonable analysis 
or 
good analysis 
or 
good application 

5–6 

2 Knowledge and reasonable application 
or 
knowledge and reasonable analysis  

3–4 

1 Knowledge or issue(s) identified 1–2 
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Definition 
Profitability is a financial benefit that is realised when the amount of revenue outweighs all 
the costs and expenses involved within a business activity. 

Evaluation 
Level Descriptor Marks 

E3 Judgement with well-supported justification 

Answer has a logical structure throughout, with effective use of technical 
terms 

4 

E2 Judgement with limited attempt at justification 

Evidence of a logical structure and some use of technical terms 

2–3 

E1 Assertion or judgement that is unsupported 

Limited evidence of a logical structure and little use of technical terms 

1 

Sample answer 
Profitability is the money left after total costs have been taken away from total revenue. 

If Ian was to increase prices then his profit margin would increase from 5% and as a result 
the profitability of AP Ltd would be higher, as long as he could maintain customer sales. The 
speed of service is its USP and this would allow Ian to charge a slightly higher price without 
losing large numbers of customers. The quality of service would allow for a premium price, 
as customers are receiving more compared to larger rivals. However, the car parts industry is 
a competitive market and there is the potential it could be an elastic good, which would result 
in a large drop in sales and could potentially mean a fall in overall profits for the company.  

Another action Ian could take is to cut his costs. There are a number of ways in which he 
could do this such as recruiting part time or temporary staff, which would mean fewer 
overheads and result in a lower fixed cost base. He could employ these workers at peak 
times and coordinate this based on sales figures received from the website. Ian could 
change staffing numbers on a daily basis and this could significantly reduce costs. However, 
this may cause problems with the quality of the product and the customer service, which 
would have a detrimental impact on future sales. Another option would be to cut marketing 
costs. The business is now 4 years old and sales have increased by 320% in this period, 
which highlights that there is good awareness among the target audience. As a result Ian 
could drastically reduce his marketing budget, which would increase profitability.  

In conclusion, I believe that the most effective way for AP Ltd to increase profitability is to 
increase its price. I believe that the quality service it offers and the repeat custom it receives 
would justify an increase in price without impacting sales. In fact, for a product that is higher 
in quality you would expect a more premium price. A customer in need of a quick fix would 
pay more and Mercedes and Porsche owners would be less sensitive to a price increase 
than say Fiesta or Clio owners. Larger competitors will already have cheaper prices so 
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customers are obviously choosing AP Ltd for the service and quality provided. In other 
industries such as the hotel industry customers are happy to pay more for a good service, so 
this could easily be the case for the car part industry. 

Level 5 + E3 = 15/15 

This response has particularly good theory throughout, with a clear understanding of 
what makes a business profitable. Furthermore, there is an understanding of the 
difference between profit margins and profitability, which is important in this 
response. The response remains in context throughout and easily achieves good 
application marks. The response is tailored to the car industry, with some good 
references to the range of manufacturers. In addition, the response manipulates the 
data by working out the market growth of 320%. The evaluation offers an in-depth 
justification to back up the clear judgements made.  


