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Activity 

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) 

Case study 
Ian Simpson owns and manages a successful business in South Birmingham called All Parts 
(AP) Ltd, which claims to provide and fit all parts for high-quality cars. It has a customer base 
of over 1,000, with three different garages across Birmingham. 

Ian worked for Porsche as a mechanic for 5 years. It was during this period that he spotted a 
gap in the market for the supply of high-quality specialist car parts for models such as 
Mercedes, Audi and Porsche. He set up AP Ltd in 2009 and customers can order parts via 
the internet. The following day they have them fitted at one of Ian’s garages. Ian explains: 

‘I hold the stock at a distribution centre in Stoke and dispatch them as soon as an order is 
received. My team will then fit the parts the next day. A good customer experience is my top 
priority and I will always strive to continually improve.’ 

Ian currently employs 20 workers, an increase from six workers in 2009. The company 
employs an office manager and a warehouse manager as well as a number of mechanics 
and administrators. All the employees are on full-time permanent contracts and are paid by 
salary. This increases at the rate of inflation each year. 

AP Ltd had a turnover of £500,000 in 2009, which has now grown to £2.1 million in 2013. 
This provides Ian with a reasonable profit of £105,000 each year. He recognises that his 
current policy of servicing customers quickly is popular, but this is now being matched by 
large rival competitors. He focuses on keeping prices low to ensure price competitiveness 
but this only works if he maintains his cost base. 

The financial side of the business has caused some problems. The company has relatively 
high fixed costs in the form of the website and the premises. Ian’s pricing strategy has meant 
that profit margins have been slim at 5% and the company needs to sell high volumes to 
make good profits. 


