	Q1
	A Slice of Life, a UK based pizza delivery firm, is looking to expand internationally. Its choices are either to expand into the EU, at a cost of £15m, or alternatively the USA, at a slightly higher cost of £22m. Its choices in the EU are Germany or Spain. In the USA it would have the choice of the east or west coast. The expected returns of the two options are detailed below, together with the chances of a successful expansion.
Figure 1 - probabilities and expected returns (mn)


Activity: Using the information above, calculate the net gain for all 4 expansion options

	Your workings:
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	Q2
	The Eagle Inn, a hotel in California, USA, is thinking of expanding its operations. It has $850,000 to invest in two possible options: investing in its current facilities or increasing capacity. If it decides to invest internally it is faced with an additional decision; it could either re-vamp its kitchen or revamp its sports club. If it decides to expand its capacity then an additional $175,000 legal expense would need to be paid. The probable outcomes and the expected returns for each option are detailed in the figure below. 


Figure 1 - expected returns and probabilities
Activity: Construct a decision tree and calculate the expected and net gains for each option, clearly stating which option is most financially rewarding based on the decision tree analysis 

	Your workings:





















image2.emf
Probability  Expected return Probability  Expected return Probability Expected return

0.6 1,340,000 $          0.25 1,480,000 $            0.25 1,280,000 $      

0.4 1,125,000 $          0.50 1,220,000 $            0.35 1,240,000 $      

0.25 155,000 $                0.40 1,190,000 $      



Internal investment 

Kitchen  Sports club

External investment 

Extra capacity
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Sheet1

						EMV

		Very successful 		0.3		£2,500

		Moderately successful 		0.5		£1,800

		Limited success		0.2		£850



												0.2		£200,000		£40,000



												0.8		£45,000		£36,000

																£76,000



												0.6		£75,000		£45,000



												0.4		£60,000		£24,000

																£69,000
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Sheet2

												0.6				£2,500,000		£1,500,000



																£1,750,000		£700,000

																		£2,200,000

														0.4		£3,200,000		£1,280,000



														0.6		£750,000		£450,000

																		£1,730,000

														0.3		£3,750,000		£1,125,000

										Skincare

																£400,000		£280,000

																		£1,405,000





self - tan 
cost = £200,000
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production option 
cost = £1,500,000

product development
cost = £1,500,000



Sheet3

		Hybrid car - cost = £150m				EMV				Electric car - cost = £175m				EMV

		Successful 		0.3		£350m				Successful 		0.1		£1,100m

		Reasonable success		0.3		£140m 				Reasonable success		0.3		£125m 

		Failure		0.4		£60m				Failure		0.6		£40m



						105								110

						42								37.5

						24								24

		Servicing 		66560

		MoT		25272

		Brakes		23140

		Exhausts 		19500

		Tyres 		49400

		Batteries 		23400

																						13.5		100

																								444.4444444444

																								26666.6666666667

																								42.6666666667

																240		500000		120000000

								12000000

		865000

		1.5		100		57,666,667



breakdown of sales revenue

Servicing 	MoT	Brakes	Exhausts 	Tyres 	Batteries 	66560	25272	23140	19500	49400	23400	

Sheet4

		PETCO 		38.6

		PetSmart		18.8

		Other		42.6

		2010		450

		2011		480

		2012		500

		2013		515

		2014		525

		2015		540

		2016*		560

		Year		Revenue 

				($ millions)

		2010		5,400

		2011		5,800

		2012		6,400

		2013		6,543

		2014		6,654

		2015		6,927



US Pet Stores Market Share



PETCO 	PetSmart	Other	38.6	18.8	42.6	Safefit Ltd sales revenue 

Sales revenue £000s	2010	2011	2012	2013	2014	2015	2016*	450	480	500	515	525	540	560	Sales revenue £000s





profitability

		1350000		1512000

		756000		815760

		0.56		0.5395238095

				All figures (£000s) 

				2013		2014

		Revenue 		8465		9027				9027

		Gross profit 		2825		3019				3019

		Operating expenses 		?		?		2381		2557

		Interest & taxation 		116		123				462

		Profit for the year 		328		339				123

										339

				All figures (£000s) 

				2013		2014

		Sales Revenue 		£4,500		£4,750

		Operating profit margin		5.20%		3.25%

		Last year's key financial performance data

		Sales Revenue 		£620,000

		Operating profit margin 		6.50%

		Profit for the year margin		4.25%





cashflow



				September 		October						Quarter 1

		Inflows		£42,500		£35,000						Jan 		Feb		March

		Outflows		£39,000		£39,000				Inflows

		Net cashflow 		A		C				Sales

		Total inflows		£4,500		D

		Closing balance 		B		(£4,000)				Ouflows

										Wages 

										Rent 

				September 		October				Promotion 

		Inflows		£42,500		£35,000				Repayments 

		Outflows		£39,000		£39,000				Other 

		Net cashflow 		£3,500		-£4,000				Net cashlow

		Opening balance 		£4,500		8000				Opening balance 		£20,000

		Closing balance 		8000						Closing balance

				November		December

		Inflows		£31,500		£36,000

		Outflows		£34,000		£34,000





HR 1 

		Last year		25

		This year 		51

		Selling price 		£590

		Profit		25%																				QTR 3		11

		materials cost		30%																				QTR 1		12

		employee cost		45%																				QTR 2		9

																								QTR 4		22









																								Islington		15%

																								Clapham		22%

																								Kingston 		7%

																								Richmond		10%

																								Marylebone 		12%

																								Campden 		18%

																								Brixton		8%

																								Earl's Court		8%



Last year	This year 	25	51	Number of staff who leave in the year 

Last year	This year 	25	51	Number of employees who leave in a year

QTR 1	QTR 2	QTR 4	12	9	22	% of staff who leave 

Labour turnover rate per restaurant

Islington	Clapham	Kingston 	Richmond	Marylebone 	Campden 	Brixton	Earl's Court	0.15	0.22	7.0000000000000007E-2	0.1	0.12	0.18	0.08	0.08	

HR 2

		Colours of the Rainbow 

		Jeans 		120		360		43200

		Revenue 		£345,600

		Cost of sales*		£190,080

		Gross profit 		£155,520



		* breakdown of Cost of sales 														60		cost per swimmer

		material cost 		40%								8:00 AM		15%		9		£   15.00		£   1.67

		labour cost 		60%								10:00 AM		8%		4.8

												12:00 AM		20%		12

												4:00 PM		40%		24

		labour cost 		£114,048								6:00 PM		60%		36		£   45.00		£   1.25

		Per garment 		£2.64								8:00 PM		50%		30		£   30.00		£   1.00

						tech 

		output 		138,240		165888

		shift		288		288

		per shift		480		576

		workers 		40		28

		per worker		12		14.4

												Shift hours		Lifeguards on duty 

		memberships		350		40		14000

		labour cost 						5600				8:00 -12:00am 		1

												12:00 - 4:00pm		2

		Turnover 		500		40		20000				4:00 - 8:00pm 		3

		labour cost 						6720				8:00pm - Close		2

		as a %						0.336



0.33333333333333331	0.41666666666666669	0	0.66666666666666663	0.75	0.83333333333333337	0.15	0.08	0.2	0.4	0.6	0.5	

Average capacity utilisation



profitabilty 2

		31		January		30

		28		February		22

		31		March		24

		30		April		30

		31		May		45

		30		June		80

		31		July		95

		31		August		95

		30		September		70

		31		October		45

		30		November		35

		25		December		30

										£40		£15										Hotel California, a small hotel on the seafront in Brighton, has 80 rooms available for customers. Every room that is occupied is a £15 direct cost which covers the cost of linen, direct labour and customer consumables. The yearly overheads for the Hotel California are £480,000 per year irrespective of the amount of customers that stay.  

				80		0.95		76		£94,240		£35,340		£58,900		40000		£18,900

				80		0.7		56		£67,200		£25,200		£42,000		40000		£2,000

				80		0.3		24		£29,760

				£ (m)

				Buy and Save		Trolleyworld

		Revenue 		64,826		18,116

		Gross profit		4,089		1,206

		Operating profit 		2,188		949

		Profit for the year 		120		647

				2013 (£m)

		Operating profit 		497



				2013 (£m)		2014 (£m)				2013		4750

		Profit for the year 		522.8		569.3				2014		5000



January	February	March	April	May	June	July	August	September	October	November	December	31	28	31	30	31	30	31	31	30	31	30	25	30	22	24	30	45	80	95	95	70	45	35	30	2013	2014	4750	5000	£ millions



Indes numbers

		Jan		100		100

		Feb		102																Qtr 1		100

		Mar		104																Qtr 2		107

		Apr		110																Qtr 3*		115

		May		102																Qtr 4*		118

		Jun		96																 

		Jul		92

		Aug		90

		Sep		95

		Oct		93

		Nov		92

		Dec		95

		Qtr 1		100				Jan

		Qtr 2		108

		Qtr 3		112

		Qtr 4		109

		July 		100

		Aug		102

		Sept 		104

		Oct		110

		Nov		106

		Dec		98

								Sept 

								1.7		1.768		1.2		0.68		3		77.4%

										1.77		1.2		0.68				ERROR:#DIV/0!

																		ERROR:#DIV/0!

								Dec										ERROR:#DIV/0!

								1.7		1.666		1.2		0.72		3		76.0%

										1.67		1.2		0.72

		Energy Cost Index 



Jan	Feb	Mar	Apr	May	Jun	Jul	Aug	Sep	Oct	Nov	Dec	100	102	104	110	102	96	92	90	95	93	92	95	Qtr 1	Qtr 2	Qtr 3	Qtr 4	100	108	112	109	July 	Aug	Sept 	Oct	Nov	Dec	100	102	104	110	106	98	Qtr 1	Qtr 2	Qtr 3*	Qtr 4*	100	107	115	118	* forecasted cost



measurement of profit 

		2.45		12,000		29400

		1.2

		1.25		15000

		2013		46

		2014		54

		2015		62

				Average selling price per job 		Yearly fixed costs		Variable costs 		Rev		profit 



		2013		£4,500		£104,000		£82,800.0		£207,000		£20,200.0

		2014		£4,600		£109,200		£99,360.0		£248,400		£39,840.0

		2015		£4,900		£114,660		£121,520.0		£303,800		£67,620.0



2013	2014	2015	46	54	62	Number of jobs completed per year



break even souper healthy

		0		0		1500		0		1500

		200		300		1500		150		1650

		400		600		1500		300		1800

		600		900		1500		450		1950

		800		1200		1500		600		2100

		1000		1500		1500		750		2250

		1200		1800		1500		900		2400

		1400		2100		1500		1050		2550

		1600		2400		1500		1200		2700

		1800		2700		1500		1350		2850

		2000		3000		1500		1500		3000

		2200		3300		1500		1650		3150

		2400		3600		1500		1800		3300

		2600		3900		1500		1950		3450

		2800		4200		1500		2100		3600

		3000		4500		1500		2250		3750



0	200	400	600	800	1000	1200	1400	1600	1800	2000	2200	2400	2600	2800	3000	0	300	600	900	1200	1500	1800	2100	2400	2700	3000	3300	3600	3900	4200	4500	0	200	400	600	800	1000	1200	1400	1600	1800	2000	2200	2400	2600	2800	3000	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	1500	0	200	400	600	800	1000	1200	1400	1600	1800	2000	2200	2400	2600	2800	3000	1500	1650	1800	1950	2100	2250	2400	2550	2700	2850	3000	3150	3300	3450	3600	3750	Units

Costs/Revenue (£)



safe drive

		0		200		0		200		0

		5		200		25		225		100

		10		200		50		250		200

		15		200		75		275		300

		20		200		100		300		400

		25		200		125		325		500

		30		200		150		350		600

		35		200		175		375		700

		40		200		200		400		800

				35		0.9		31.5

				35		0.8		28

				35		0.7		24.5

				35		0.6		21

				35		0.5		17.5

				35		0.4		14



Fixed costs	0	5	10	15	20	25	30	35	40	200	200	200	200	200	200	200	200	200	Total costs	0	5	10	15	20	25	30	35	40	200	225	250	275	300	325	350	375	400	Revenue	0	5	10	15	20	25	30	35	40	0	100	200	300	400	500	600	700	800	Hours worked

Costs/Revenues (£)



Income elasticity

												Average annual income 		Visitor numbers 

												£20,000		700,000

												£35,000		1200000



20000	35000	700000	1200000	Customers' Average Income

Visitor numbers



decision trees 2



																						Node		EMV 						Tennis				Adventure

				Europe 				USA 														1								0.4		£   7.0		0.3		£   12.0

				Germany				East Coast 														2								0.6		£   4.0		0.4		£   7.5

				0.75		£24		0.45		£44												3								Football				0.3		£   1.5

				0.25		£4		0.55		(£8)												4								0.2		£   14.0		Racing

				Spain 				West Coast														5								0.4		£   5.0		0.5		£   8.0

				0.55		£32		0.5		£37.50												6								0.4		£   2.5		0.5		£   6.0

				0.45		£4		0.5		£6



																														Probability		Share price 

																														0.2		145p

																														0.4		130p

																														0.4		90p

																												Internal investment 								External investment 

																												Kitchen 				Sports club				Extra capacity

																												Probability 		Expected return		Probability 		Expected return		Probability 		Expected return

																												0.6		$   1,340,000		0.25		$   1,480,000		0.25		$   1,280,000						$   320,000.00

																												0.4		$   1,125,000		0.50		$   1,220,000		0.35		$   1,240,000						$   434,000.00

																																0.25		$   155,000		0.40		$   1,190,000						$   476,000.00
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Sheet1

						EMV

		Very successful 		0.3		£2,500

		Moderately successful 		0.5		£1,800

		Limited success		0.2		£850



												0.2		£200,000		£40,000



												0.8		£45,000		£36,000

																£76,000



												0.6		£75,000		£45,000



												0.4		£60,000		£24,000

																£69,000







 1

2



Sheet2

												0.6				£2,500,000		£1,500,000



																£1,750,000		£700,000

																		£2,200,000

														0.4		£3,200,000		£1,280,000



														0.6		£750,000		£450,000

																		£1,730,000

														0.3		£3,750,000		£1,125,000

										Skincare

																£400,000		£280,000

																		£1,405,000





self - tan 
cost = £200,000

2

1

4

3

production option 
cost = £1,500,000

product development
cost = £1,500,000



Sheet3

		Hybrid car - cost = £150m				EMV				Electric car - cost = £175m				EMV

		Successful 		0.3		£350m				Successful 		0.1		£1,100m

		Reasonable success		0.3		£140m 				Reasonable success		0.3		£125m 

		Failure		0.4		£60m				Failure		0.6		£40m



						105								110

						42								37.5

						24								24

		Servicing 		66560

		MoT		25272

		Brakes		23140

		Exhausts 		19500

		Tyres 		49400

		Batteries 		23400

																						13.5		100

																								444.4444444444

																								26666.6666666667

																								42.6666666667

																240		500000		120000000

								12000000

		865000

		1.5		100		57,666,667



breakdown of sales revenue

Servicing 	MoT	Brakes	Exhausts 	Tyres 	Batteries 	66560	25272	23140	19500	49400	23400	

Sheet4

		PETCO 		38.6

		PetSmart		18.8

		Other		42.6

		2010		450

		2011		480

		2012		500

		2013		515

		2014		525

		2015		540

		2016*		560

		Year		Revenue 

				($ millions)

		2010		5,400

		2011		5,800

		2012		6,400

		2013		6,543

		2014		6,654

		2015		6,927



US Pet Stores Market Share



PETCO 	PetSmart	Other	38.6	18.8	42.6	Safefit Ltd sales revenue 

Sales revenue £000s	2010	2011	2012	2013	2014	2015	2016*	450	480	500	515	525	540	560	Sales revenue £000s





profitability

		1350000		1512000

		756000		815760

		0.56		0.5395238095

				All figures (£000s) 

				2013		2014

		Revenue 		8465		9027				9027

		Gross profit 		2825		3019				3019

		Operating expenses 		?		?		2381		2557

		Interest & taxation 		116		123				462

		Profit for the year 		328		339				123

										339

				All figures (£000s) 

				2013		2014

		Sales Revenue 		£4,500		£4,750

		Operating profit margin		5.20%		3.25%

		Last year's key financial performance data

		Sales Revenue 		£620,000

		Operating profit margin 		6.50%

		Profit for the year margin		4.25%





cashflow



				September 		October						Quarter 1

		Inflows		£42,500		£35,000						Jan 		Feb		March

		Outflows		£39,000		£39,000				Inflows

		Net cashflow 		A		C				Sales

		Total inflows		£4,500		D

		Closing balance 		B		(£4,000)				Ouflows

										Wages 

										Rent 

				September 		October				Promotion 

		Inflows		£42,500		£35,000				Repayments 

		Outflows		£39,000		£39,000				Other 

		Net cashflow 		£3,500		-£4,000				Net cashlow

		Opening balance 		£4,500		8000				Opening balance 		£20,000

		Closing balance 		8000						Closing balance

				November		December

		Inflows		£31,500		£36,000

		Outflows		£34,000		£34,000





HR 1 

		Last year		25

		This year 		51

		Selling price 		£590

		Profit		25%																				QTR 3		11

		materials cost		30%																				QTR 1		12

		employee cost		45%																				QTR 2		9

																								QTR 4		22









																								Islington		15%

																								Clapham		22%

																								Kingston 		7%

																								Richmond		10%

																								Marylebone 		12%

																								Campden 		18%

																								Brixton		8%

																								Earl's Court		8%



Last year	This year 	25	51	Number of staff who leave in the year 

Last year	This year 	25	51	Number of employees who leave in a year

QTR 1	QTR 2	QTR 4	12	9	22	% of staff who leave 

Labour turnover rate per restaurant

Islington	Clapham	Kingston 	Richmond	Marylebone 	Campden 	Brixton	Earl's Court	0.15	0.22	7.0000000000000007E-2	0.1	0.12	0.18	0.08	0.08	

HR 2

		Colours of the Rainbow 

		Jeans 		120		360		43200

		Revenue 		£345,600

		Cost of sales*		£190,080

		Gross profit 		£155,520



		* breakdown of Cost of sales 														60		cost per swimmer

		material cost 		40%								8:00 AM		15%		9		£   15.00		£   1.67

		labour cost 		60%								10:00 AM		8%		4.8

												12:00 AM		20%		12

												4:00 PM		40%		24

		labour cost 		£114,048								6:00 PM		60%		36		£   45.00		£   1.25

		Per garment 		£2.64								8:00 PM		50%		30		£   30.00		£   1.00

						tech 

		output 		138,240		165888

		shift		288		288

		per shift		480		576

		workers 		40		28

		per worker		12		14.4

												Shift hours		Lifeguards on duty 

		memberships		350		40		14000

		labour cost 						5600				8:00 -12:00am 		1

												12:00 - 4:00pm		2

		Turnover 		500		40		20000				4:00 - 8:00pm 		3

		labour cost 						6720				8:00pm - Close		2

		as a %						0.336



0.33333333333333331	0.41666666666666669	0	0.66666666666666663	0.75	0.83333333333333337	0.15	0.08	0.2	0.4	0.6	0.5	

Average capacity utilisation



profitabilty 2

		31		January		30

		28		February		22

		31		March		24

		30		April		30

		31		May		45

		30		June		80

		31		July		95

		31		August		95

		30		September		70

		31		October		45

		30		November		35

		25		December		30

										£40		£15										Hotel California, a small hotel on the seafront in Brighton, has 80 rooms available for customers. Every room that is occupied is a £15 direct cost which covers the cost of linen, direct labour and customer consumables. The yearly overheads for the Hotel California are £480,000 per year irrespective of the amount of customers that stay.  

				80		0.95		76		£94,240		£35,340		£58,900		40000		£18,900
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Indes numbers
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measurement of profit 
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		1.2
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		2013		46

		2014		54

		2015		62

				Average selling price per job 		Yearly fixed costs		Variable costs 		Rev		profit 



		2013		£4,500		£104,000		£82,800.0		£207,000		£20,200.0

		2014		£4,600		£109,200		£99,360.0		£248,400		£39,840.0

		2015		£4,900		£114,660		£121,520.0		£303,800		£67,620.0



2013	2014	2015	46	54	62	Number of jobs completed per year



break even souper healthy
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Income elasticity
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decision trees 2



				Europe 				USA 

				Germany				East Coast 

				0.75		£24		0.45		£44

				0.25		£4		0.55		(£8)

				Spain 				West Coast

				0.55		£32		0.5		£37.50

				0.45		£4		0.5		£6








