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Practice exam question 
Case study: Kwikparts plc 
Kwikparts plc is a long-established supplier of automotive parts to the UK car industry. 
However, UK car sales, including Kwikparts’, have fallen in recent years as a result of the 
growth of overseas car manufacturers. 

Ian Gorman, Kwikparts’ chief executive, has looked to revive the fortunes of the firm and 
managed to regain the contract to supply parts for Ford, enabling him to avoid making any 
redundancies at the factory in Milton Keynes. He is keen to secure a further contract to 
supply parts both for the new Jaguar cars and Land Rover within the UK and possibly the 
Tato Nano in India. In order to win this contract, he has been advised that unit costs need to 
be reduced by at least 10% and he has investigated a number of ways of doing this. 

Ian’s background is in marketing for other multinational businesses in industries such as 
clothing, so his experience of the car industry is rather limited. However, he feels confident 
that the company can thrive in difficult market conditions. One of the possibilities is to 
establish a new production facility in India. This move is set to cost £35 million but would 
significantly reduce the unit costs as well as providing a location close to where the Tata 
Nano is produced. 

Ian met with the employee groups and other members of the board of directors to put forward 
the proposal. He faced significant resistance from the leader of the trade union, Simon 
Stanley, who feels that if the move goes ahead it is likely that all production will shift to India. 
Ian tried to reassure Simon, but the meeting ended badly and Simon has threatened 
industrial action in the UK if the proposal goes ahead. 

Ian wishes to maintain the firm’s long-standing reputation and to achieve an ROCE of 20% 
while increasing market share by 10% over the next few years. He also feels that the 
business needs to modernise and that while the quality of the parts produced is of a high 
standard, the firm’s current capacity is insufficient to make the business truly competitive in 
the world market. He has looked into making greater use of technology and moving to more 
capital-intensive methods of production. Ian feels that the firm has to take this opportunity, 
otherwise it will face further financial difficulties. 

The shareholders are confident in Ian’s ability, having appointed him just 5 years earlier. 
However, they are concerned about the deteriorating financial performance of the firm. 
Although the share price has increased on the back of the new Land Rover contract, they are 
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disappointed with the low level of profit achieved in the last year. The marketing director, 
Lucy Tranter, has conducted a detailed marketing analysis of the global car market and has 
presented her findings to the board (Appendix B). Lucy has also outlined a detailed 
marketing plan that she believes will help the firm increase its reputation in India and around 
the world. 

Case study data 

Appendix A: HR and Operations Data 
 UK India 

Trade union membership 85% 10% 

Average annual pay of staff £22,000 £6,000 

Average annual labour turnover (last 10 years) 2.5% N/A 

Labour productivity compared to 5 years ago 25% N/A 

Capacity utilisation 45% 85% 

Average age of equipment 8 years New 

Average lead time 3 days 10 days 

Defective products returned 0.01% 1% 

Appendix B: marketing data 
Worldwide car sales growth over next 5 years +20% 

UK car sales growth over next 5 years +3% 

Current marketing budget £1.5m 

Proposed new marketing budget £5m 

Estimated correlation between marketing spend and sales +0.8 

Appendix C: investment appraisal 
Initial cost (£35m) Cash inflow (£m) Cash outflow (£m) 

Year 1 10 6 

Year 2 18 8 

Year 3 24 13 

Year 4 26 14 

Year 5 30 17 

Appendix D: financial data 
Balance sheet £m 

Non-current assets (fixed assets) 800 
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Total current assets 60 

Payables (creditors) (70) 

Net current assets (10) 

Non-current liabilities (long-term liabilities) (390) 

Net assets 400 

Total equity (shareholders’ funds) 400 

Revenue 750 

Operating profit 25 

Question 
Using all the information available to you: 

(a) Analyse the arguments for the Indian strategy. 

(b) Analyse the arguments against the Indian strategy. 

(c) Make a justified recommendation on whether the Indian strategy should be 
adopted. 

Model answer 
Arguments for the Indian strategy 

1.1 
The firm clearly needs to do something to improve its financial performance for the 
shareholders and, if the forecasts are to be believed, the Indian strategy seems attractive. 
Global market growth compares favourably with the difficult domestic trading conditions. With 
the potential for reduced costs in terms of staff and an increase in operational capacity and 
efficiency, this is a sensible course of action. The fact that the firm’s profits in the UK have 
been falling suggests the need for a new strategy and, with Ian’s experience of working in a 
multinational business, the Indian move offers great potential. The marketing data suggest 
that the future of manufacturing is outside the UK. Having already secured the contract with 
Ford, it is likely that Kwikparts will have built up relationships with the owners of Tata and that 
this should benefit the firm as it moves into production in India. Good relationships with 
potential customers build knowledge and trust that are likely to prove extremely valuable for 
the firm. The substantial increase in marketing budget is also likely to be important, as it will 
be required to help the firm access new and existing customers in equal measure. The 
commitment to the Indian strategy is clear to see and, with a new management team, the 
desire to succeed is likely to be great.  

1.2 
Financially, the proposal looks encouraging. The increased capacity utilisation and huge 
savings in terms of salaries are likely to improve the overall profitability of the firm as well as 
allow it to tap into a much larger and growing market. The fact that the equipment in the new 
factory is brand new is also likely to be significant. The new technology will allow the firm to 
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produce state-of-the-art components that could give the company an advantage over other 
suppliers. It will be important for the firm to emphasise this in its marketing, since it has been 
made clear that future orders are dependent on the firm reducing its costs. With a move to a 
more capital-intensive production method, this should be possible. 

Arguments against the Indian strategy 

2.1 
The initial cost of building a new factory is relatively high and it is not clear how the business 
will finance the new expansion. If it were to borrow the money, this would raise its gearing 
ratio to above 50% and this could be dangerous. If the interest rate was to rise, the company 
would have to pay back even more each month. Given that the current ratio of the firm is 
0.857:1, it is apparent that the business already has liquidity problems. The fact that the 
payback period is nearly 4 years also means that the firm and its investors will face a further 
4 years of potentially poor results before the investment starts to make a profit.  

2.2 
Kwikparts risks poor PR and the consequences of an industrial dispute if the new factory in 
India is opened. Given the weak performance of the firm in recent years, this is perhaps an 
unwise move. Its UK staff are loyal and well trained, so the risk of alienating the workers is 
an argument against the move. It is going to take some time before the factory in India starts 
to make a profit and it would seem rash to upset and demotivate its core workers at this time. 
Kwikparts should also be mindful of the increased lead times from India and the deterioration 
in the quality of its products that could result from moving production. For a company with a 
strong reputation for quality, this could prove highly damaging. 

Recommendations 

3.1 
The firm clearly needs to make changes in the business in order to improve its performance. 
I believe that it is essential for Kwikparts to take a decisive step and the Indian strategy, if 
managed wisely, could prove a real success. Future growth in the global market is a very 
important issue. Growth in the UK market, by comparison, is forecast to be sluggish, and the 
firm should therefore be looking at new markets. The link with Tata is an area that has 
proved profitable and Kwikparts should try to develop this further. The move to India would 
help facilitate this and, with a brand new factory and greater capacity utilisation, Kwikparts is 
clearly going to benefit from a more efficient operation. 

The overall objectives set by Ian are significant. If the firm was to continue on its present 
path, without the move to India, it is unlikely that these objectives could be achieved. The 
need to increase market share, lower costs and improve efficiency is crucial. The Indian 
strategy will go some way to show the shareholders that Kwikparts has the potential to be a 
major player once more in the industry. The firm needs to locate nearer to its customers and 
it is not an option to rely on the slow-growing UK market when the growth potential is so 
much higher globally. I believe that the Indian strategy, while a long-term project, is the best 
way forward and that the firm should look to move some of its production while trying to 
utilise the expertise it has built up in the industry over the years. 

Mark: 30/34 
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Examiner’s comment 
This is a well laid out response that brings in the different functional areas of the business 
and makes clear arguments both for and against the new strategy, before coming to a 
conclusion. The use of the data is excellent and the skill of evaluation is displayed 
throughout. However, in certain places the analysis could have been developed even further. 

This resource is part of BUSINESS REVIEW, a magazine written for A-level students by 
subject experts. To subscribe to the full magazine go to 
www.hoddereducation.co.uk/businessreview 


