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P & P Paint 

P & P is a large private limited company in country X. It has been in business for 15 years. It has one 
large factory near to the capital city. The factory is located next to a river that flows through the city.  

Paint is produced from imported raw materials and then the tins (cans) of paint are sold to large shops 
in country X. Paint is produced using batch production for each type of paint. P & P employs 150 
production workers in its factory and most employees live near to the factory. They are paid using time 
rate, they do not have any fringe benefits and are managed using an autocratic leadership style.  

P & P has developed a new type of paint. It is waterproof and suitable for painting the outside of 
houses. It is about to be launched in country X. The target customers are professional painters and 
people who want to improve their own homes. 

P & P plans to start selling paint in other countries in 2018. The directors will have to consider what 
changes the business will need to make if P & P is to expand by exporting its paint. 

Appendix 1

Total market sales of paint in country X ($m) 
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Appendix 2

To:  Managing Director
From:  Operations manager
Date: 10 October 2016
Re:  Increasing paint production 

In answer to your queries we have the following two options: 

Option A
We could produce 200 000 tins of paint per year in a new factory on the other side of the city. There are 
no houses near this site. The land could be bought for $100 000. The factory building and machinery 
would cost $50 000. We would need a bank loan for the whole amount and would pay an interest rate of 
10% per year. We would also keep our existing factory open. 

Option B
Extend the existing factory and lease additional machinery. This would cost $75 000 to extend the 
factory. This machinery could be leased at an annual cost of $10 000. We would still need a bank 
loan for the cost of extending the factory at an interest rate of 10% per year. With this option we could 
produce an additional 102 500 tins of paint per year.
 

Appendix 3

Main News 16 October 2016

The process of paint making at P & P results in a lot of dangerous waste being produced which is 
put into the river. The river is now very polluted as other factories put their waste into the river as well. 
All the fish have died and local people who used to fish in the river must now buy fish from their local 
market.

Local people are also worried that their children may become ill due to the pollution if they play in 
the river. Some people who live near P & P’s factory have formed a pressure group to persuade the 
management to change the way they make paint. P & P is unlikely to change the production process as 
its factory is not the only one which puts waste into the river. P & P also employs a lot of local people 
and they worry about keeping their jobs.

It will cost P & P over $5 000 per year to clean the waste before it is put into the river. Competitors which 
produce paint abroad do not have legal controls about cleaning waste products. The Government of 
country X will need to consider all these points when deciding whether or not to introduce new legal 
controls on pollution. 
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1 (a) P & P needs to be efficient. Identify and explain four methods P & P could use to motivate 
production workers. 

Method 1:  ..................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

Method 2:  ..................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

Method 3:  ..................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

Method 4:  ..................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...............................................................................................................................................[8]
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 (b) P & P has developed a new type of paint. Consider the following three factors that will affect 
the channel of distribution the company will use. Which factor will be the most important when 
deciding the best channel of distribution? Justify your answer.

Where customers are located:  ..................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

How often the product is purchased:  ........................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Where competitors sell their products: ......................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Conclusion:  ...............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 .............................................................................................................................................[12]
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2  (a) Identify and explain two reasons why P & P might respond to the pressure group and change 
what the company is doing. 

Reason 1:  .................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Reason 2:  .................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...............................................................................................................................................[8]
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 (b) P & P production results in external costs as outlined in Appendix 3. Consider the external 
costs and external benefits of the production of paint by P & P. Recommend whether the 
Government should take any action. Justify your answer.

External costs:  ..........................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

External benefits:  ......................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Recommendation:  .....................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 .............................................................................................................................................[12]
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3  (a) P & P has decided to use batch production to produce the new paint. Identify and explain two   
factors which may have influenced this decision. 

Factor 1:  ....................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Factor 2:  ....................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...............................................................................................................................................[8]
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 (b) Consider the two options outlined in Appendix 2 for increasing the output of paint. Recommend 
which option the directors should choose. Use the cost data in Appendix 2 to help justify your 
answer.

Option A:  ...................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Option B:  ...................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Recommendation:  .....................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 .............................................................................................................................................[12]
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4 (a) Identify and explain two reasons why added value is important to P & P. 

Reason 1:  .................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Reason 2:  .................................................................................................................................

 ...................................................................................................................................................

Explanation:  ..............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...............................................................................................................................................[8]
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 (b)  P & P is planning to start selling its products in other countries by 2018. Consider each of the 
three following changes the company could make. Which one of these changes will be most 
helpful in selling products to other countries? Justify your answer.

Take over a retail business in one of the other countries:  .........................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Change to a public limited company to raise additional capital:  ...............................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Form joint ventures in the other countries:  ................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

Conclusion:  ...............................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 ...................................................................................................................................................

 .............................................................................................................................................[12]
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