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This document should be read in conjunction with the examiner’s suggested answers and marking guidance.
General comments
The Management case study (MCS) examinations for February 2020 were based on the company Trevel Records (“Trevel”). Trevel
is a quoted company that creates and sells music to a global market. Trevel is based in Capital City in Fortuna.
Most of its citizens have sufficient disposable income to be able to afford regular spending on entertainment, whether that be for
music, books, cinema or theatre.
Fortuna is one of the top six countries globally for music sales. Collectively, these six countries account for more than 70% of
revenues from the sale of recorded music. English-language recorded music sells well in all of those countries, even though they do
not all have English as their first languages.
For this exam session, three variants based on Trevel were set. The focus for each variant was as follows:
•

Variant 1: the company proposes the release of its back catalogue of recordings on vinyl.

•

Variant 2: whether the back catalogue should be promoted more heavily and the strategy, price and business model changed.

•

Variant 3: this variant was all about a claim from a third party that its copyright had been breached by the inclusion of a music
“sample” drawn from an album and used in a successful recording issued by Trevel.

This case study was the first one to be based on the new 2019 syllabus. As such, it complied with the published blueprint and covered
the core activities in the prescribed weightings. Each variant consisted of four tasks and each task was further subdivided into separate
sub-tasks. The weighting attached to each sub-task was stated and candidates were advised to allocate the time available for each
sub-task on the basis of those weightings. Markers were instructed to adopt a holistic approach to marking, which meant that the
answer to each sub-task was read and judged on its merits. Markers were provided with specific guidance as to the characteristics of
level 1, level 2 and level 3 answers for each separate sub-task.
As always, the key to achieving a passing mark or better was to answer the question as set. Higher marks were awarded to fuller
answers that were relevant and correct.
To achieve a level 3 in most traits it was expected that a candidate would demonstrate good technical understanding of the topic being
tested through clear and comprehensive discussion and, where asked, justify their answer. Also, the answer should of course be
applied to Trevel and the particular scenario within the task. If a candidate scored at a level 1 on a trait it is likely that they did one or
all of the following:
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•

failed to answer the question that was being asked,

•

demonstrated limited technical ability, possibly with gaps in knowledge or understanding,

•

provided insufficient justification for arguments,

•

failed to reflect the scenario or the specifics of Trevel in their answer.

Candidates generally demonstrated a good technical grasp of the syllabus content that was being examined across the three variants.
Candidates were clearly familiar with content such as balanced scorecards, big data analytics and project management. It is
encouraging that candidates appear to be familiar with the technical issues required by the syllabus.
Candidates tended to demonstrate a lesser technical understanding of financial reporting, including the preparation and interpretation
of financial statements. The case study format of the examination focuses on application rather than recall of technical content.
Candidates who do not understand syllabus material risk producing answers that are technically incorrect. Sometimes candidates
attempt to compensate for a lack of knowledge in one area by offering extensive summaries of related material. For example, some
candidates who seemed to be unclear about the valuation of goodwill on acquisition, attempted to compensate by offering a general
description of the consolidation process instead. All answers are marked on their own merits, but material that is correct but
nevertheless largely irrelevant, will not score well.
It should be stressed that the Management Case Study continues to be a test of candidates’ ability to deal with work-based tasks and
challenges. Candidates should expect to be asked to apply their technical understanding to the scenario. Candidates who simply
summarise the technical content relating to a task are likely to score a level 1 mark or, at best, a level 2 mark. For example, a task
could ask about the usefulness of a balanced scorecard in a specific situation. The marking scheme will generally allow some credit
for a description of balanced scorecards so that candidates can state the aspects that make them either suitable or unsuitable for the
proposed task. However, most marks will be allocated to the application of that technical understanding to the scenario. Indeed, a welljustified argument for or against applying the balanced scorecard approach to that scenario, will provide all the assurance that is
necessary that the candidate understands the underlying technical content.
Candidates were generally stronger in core activities A (evaluate opportunities to add value) and C (manage performance and costs
to aid value creation) and weaker in core activity E (manage internal and external stakeholders). Performance generally varied in terms
of ability to apply the technical material to the scenario.
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Variant 1
Task 1
This task was about the proposal to release its back catalogue of recordings on vinyl.
There were two sub-tasks here, the first one asked how the decision would affect the company’s value chain. This tested core activity
C.
On the whole, the answers to this sub-task were reasonably good. Most level 3 answers had a clear and comprehensive discussion
of the impacts of the value chain applied clearly to the business of Trevel.
Candidates who received a level 1 mark often demonstrated little knowledge or understanding of the value chain and did not apply
their answer to the situation in Trevel. The main issue was a lack of technical knowledge of the value chain. Unless candidates
related their answer on the elements of the value chain to the proposal for Trevel they would not score more than level 1.
To gain a level 3 mark a candidate had to apply their understanding of the value chain to Trevel and have a comprehensive, clear
discussion on the issues.
The second sub-task asked what the commercial implications of returning to the sale of bulky and fragile vinyl recordings in place of
digital downloads would be. This tested core activity A.
This sub-task was done quite well. Most candidates realised that vinyl was a growing market and that consumers were interested in
the feel of vinyl and the sound quality. Many candidates discussed price here too and the fact that people were willing to spend
money on music. The best answers discussed the negatives of the falling market for CDs against the increasing interest in vinyl. This
gave a very good structure to the answer. If only one was discussed, such as the advantages of vinyl, it was unlikely to get more than
a level 2 mark.
Many candidates scored a level 2 mark and just needed a little more in-depth discussion to get to a level 3.

Task 2
This task was about the Board’s discussion on the decision to release the back catalogue on vinyl.
The first sub-task asked what five external factors are likely to determine whether this will be a success. This tested core activity D.
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The sub-task mentioned five external factors – that is what candidates should think of – the most important five external factors. Not
eight or nine bullet points on external factors but five well-discussed factors. These should be relevant to the situation mentioned in
the scenario. Recommending five good factors would gain 5 marks but justifying and discussing those five factors would gain a level
3 mark. Many candidates achieved a level 2 mark for this sub-task and with a little more discussion could have gained a level 3.
The second sub-task asked what the key project management issues associated with the implementation of this proposal are. This
tested core activity B.
There were many high level 2 and 3 answers to this question.
Many candidates had good knowledge of this topic and applied it to Trevel. Level 1 answers were generic on implementation of a
proposal and therefore did not score highly. Candidates must think about what they know about Trevel and make sure they apply
their knowledge to the case.
Simply generally and briefly discussing project plans, putting together a team and milestones, for example, was not enough to gain a
high mark.
Candidates should have discussed project initiation, selecting teams and who to include, thoughts on the project plan, how to
execute the project and how to control it – a comprehensive discussion on most of these topics would have achieved a level 3 mark.
Task 3
This task was about the decision to launch the back catalogue of recordings.
The first sub-task asked what pricing strategy the company should pursue. This tested core activity A.
This sub-task was answered reasonably well. Most candidates discussed premium pricing in some depth. Apart from that answers
tended to be rather brief. Candidates did have some knowledge of the topic which was good and many managed to apply their
knowledge to the question and successfully relate it to Trevel’s situation. Candidates should have discussed the market for the
product, the importance of getting the price level correct and competition. There were many other possible areas for discussion and
all reasonable discussion was awarded marks.
If candidates discussed more than just premium pricing, they tended to get a level 2 mark.
The second sub-task asked how this new venture will affect the ratios that will be calculated from the company’s financial statements.
This tested core activity D.
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This sub-task which was for the F pillar was not answered very well. Many candidates either talked about profitability ratios or about
working capital ratios rather than discussing them both. Some candidates merely produced a bullet point list of ratios with the
increase or decrease beside each one.
Level 1 answers only made statements such as the gross profit ratio would increase, the ROCE would increase.
To gain a level 3 mark, candidates had to discuss both sets of ratios well. That means each ratio should be discussed with some
justification for each statement. There was plenty of information in the question to allow for a reasonably long answer to be written.
Answers which only focused on profitability or working capital usually achieved a level 2 mark.
Task 4
This task was about a company that has been identified for acquisition in order to provide the Group with the necessary
manufacturing capacity.
The first sub-task asked about the challenges that this will create for the determination of goodwill on acquisition. This tested core
activity E.
This sub-task was not done well by many candidates. Many achieved a level 1 mark as they described how goodwill is calculated
which was not what was asked.
Candidates must answer the question being asked – the answer should have been about the problems of establishing fair values for
some of the assets and liabilities. There were specialised plant and machinery, patents and liabilities which should all have been
discussed as they all present challenges. Very few candidates even mentioned the liability.
To achieve a level 3 answer, candidates should have comprehensively discussed the valuation of the specific assets and liabilities
involved in the goodwill calculation. Candidates should make sure they understand the F pillar topics, without the knowledge of the
topic, application is impossible.
The second sub-task asked how the new subsidiary should be established as a responsibility centre. This tested core activity C.
This sub-task was answered quite badly by many candidates. Many candidates only achieved a level 1 mark as they only described
different types of responsibility centre. Some candidates went on to try and link this to the investment centre suggested in the
question but did not link it to Trevel’s situation. Some candidates went on to suggest it should be a profit centre or a cost centre and
explained why again this was not required.
To achieve a level 3 mark, candidates should have discussed in-depth the idea of an investment centre including motivation and
control issues.
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Variant 2
Task 1
This task began by explaining that there was conflict between managers about the business strategy and whether resources should
be focused on developing new acts or marketing the back catalogue. Candidates were asked whether it is inappropriate for senior
managers to be in conflict about the business model. This tested core activity A.
A level 3 response to this would have been to explore the potential upside to conflict, for example, that disagreement could lead to an
improvement in the business model, and also to focus on the potential damage that conflict could cause, for example, lack of
coordination, lack of clarity of direction and poor use of time.
Many candidates did not directly address the question asked, providing a critique of the business model rather than a discussion of
the impact of conflict, or explaining in general terms how the conflict should be managed. Candidates who did answer the
requirement generally produced good answers.
The second requirement was to explain whether a balanced scorecard for Marketing and Business Development would help to
optimise the marketing spend. This tested core activity C.
A level 3 answer would explain how a balanced scorecard would have some advantages, such as encouraging a longer-term
perspective on managing the marketing spend, but also some drawbacks, for example leading to a lack of focus on costs. Whilst
some candidates attempted this section well, many gave textbook explanations of what a balanced scorecard is, without application
to the scenario provided. Many also did not mention budgeting despite it being referred to in the scenario text.
Task 2
The second task explained that Trevel intends to purchase Belboa Music, which has an extensive back catalogue. Candidates were
first asked how the back catalogue will be accounted for at the date of acquisition and subsequently. This tested core activity E.
Some achieved level 2 or 3 marks by correctly identifying that the assets would need to be valued in accordance with IFRS 3, with an
initial valuation based on the fair value of the tracks, and that the back catalogue should be included in group intangible assets at
cost on the acquisition and amortised over the expected useful life of the tracks. Whilst some candidates answered this well,
responses often lacked detailed explanation. Some did not demonstrate the technical knowledge required to achieve a high-level
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score. Some candidates explained how the process of consolidation is carried out rather than addressing the requirement and
focusing on the back catalogue.
The second requirement was to explain the impact of the back-catalogue valuation on the interpretation of the group financial
statements. This tested core activity D.
Level 3 answers recognised the impact of the impairment charge on profits and profitability ratios. Weaker scripts did not explore
ratios at all.
The final sub-task of this task was to explain the challenges in using product life cycle in deciding how to promote the recordings in
the back catalogue. This tested core activity C.
A level 3 answer here would have recognised the variability in the pieces of music, some of which might have a long life cycle and
others a very brief one. It would also have been appropriate to explore the way in which a piece of music can suddenly have its
profitability restored by being used in a film or a television advert. Low-scoring answers lacked application to the scenario and just
explained what a product life cycle is, often focusing on life cycle costing.
Task 3
This task began by explaining that the acquisition of Trevel has gone ahead. The first requirement was to explain how the project to
relaunch the recently acquired back catalogue should be structured. This tested core activity B.
A level 3 answer would have included a clear explanation that the objectives of the project need to be defined, a project team
established, deadlines agreed and progress monitored to achieve the objectives so that the relaunch could be completed. This task
was generally well attempted with many candidates scoring well, although some provided too narrow a discussion focusing only on
the composition of the project team.
For the second sub-task, candidates were asked how big data analytics and other digital sources could be used to determine which
back catalogue albums to invest time and money on promoting. This tested core activity A.
Many candidates did this very well, achieving level 3 answers by recommending an appropriate approach to data analytics and
clearly justifying their recommendation. For example, using the frequency of requests for the name of a piece of music used in a
television advert to support a decision to promote that music and achieve higher sales. Level 1 answers didn’t provide application,
taking a scattergun approach and just giving a very general description of what big data analytics are and how they can be used.
The third sub-task of this task asked what challenges are associated with setting transfer prices for the use of Belboa’s back
catalogue by Trevel’s streaming services. This tested core activity E.
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To achieve a level 3, candidates needed to consider challenges such as the lack of opportunity costs associated with internal
transfers. Level 1 answers often lacked detail, and many candidates provided a very narrow discussion focusing only on tax issues
and the associated ethics with little consideration of other issues.
Task 4
The final task explained that Trevel had attempted to launch a range of improved digital copies of music from their back catalogue
and the back catalogue acquired with Belboa. The results of the launch were disappointing, leading to the need to consider an
impairment adjustment to Trevel’s intangible assets. The candidate was asked how the impairment adjustment would affect Trevel’s
return on capital employed and gearing ratios in the short and long term. This tested core activity D.
In order to achieve a level 3, candidates needed to realise that it would be appropriate to recognise that the impairment adjustment
would reduce operating profits and also group equity. Many candidates incorrectly considered that there would be no impact on
operating profits and consequently not many achieved level three scores for this section.
The second sub-task of this task asked how the decision to recognise an impairment loss on the back catalogue should be
communicated to the artists. This tested core activity E.
In order to achieve a level 3 score, candidates needed to recognise that it would be advisable to speak to the artists’ agents, and also
that the impairment is an accounting entry which does not directly affect the artists. Artists should therefore not be unduly concerned
about the impairment. Many candidates incorrectly considered that the impairment would cost the artists money, with some
suggesting that Trevel should offer them financial compensation for this.
The final sub-task asked candidates to explain whether the disappointing results suggest that Trevel should not undertake further
back catalogue promotions. This tested core activity B.
It would have been appropriate to have explored whether Trevel might have chosen the wrong music to promote or has not promoted
effectively. On the other hand, changes in the way in which music is listened to might have altered the potential to earn from the back
catalogue. Some candidates answered this well and scored a level 2 or level 3 but many responses were too scant to score highly.
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Variant 3
Task 1
This task comprised three sub-tasks, all linked to a claim from a third party that its copyright had been breached by the inclusion of a
music “sample” drawn from an album and used in a successful recording issued by Trevel. These sub-tasks were equally weighted.
The first sub-task asked about the difficulties associated with negotiating a settlement with the owners of the music that had been
sampled. This tested core activity E.
Many candidates answered this requirement well and gained level 2 or 3 scores, offering logical concerns that would be capable of
complicating this negotiation. For example, the damage suffered by the copyright owners would be difficult to measure and that was
explained in several ways. Some candidates pointed out that the publicity arising from this case and from being associated with a
successful release by a leading star, could have benefitted the copyright owners. Such arguments demonstrated a good
understanding of the issues, although some candidates failed to make use of the obvious points that could have been made about
the fact that the negotiation is adversarial in this case because one side wishes to pay as little as possible while the other sides wish
to receive as much as possible.
Level 1 and level 2 answers offered a summary of textbook material, such as describing the stages in a negotiation or set out very
generic arguments such as the desirability of achieving a win–win outcome. Not only did this lack application to the scenario, it also
ignored the requirement and so failed to answer the question.
The second sub-task dealt with the need to create a provision for the cost of settling this claim. This tested core activity D.
Most candidates correctly identified the criteria that had to be met in order to justify a claim, but the discussion of those criteria varied
significantly in terms of quality of the application. Many candidates failed to identify the fact that there is no way to reach a realistic
estimate of the amount that will be paid to resolve this concern. This was disappointing because the previous requirement had
highlighted the fact that the settlement is still under negotiation and so cannot be determined with any certainty.
The third sub-task dealt with the question of which department to hold responsible for the cost of settling this claim. This tested core
activity C.
Many candidates offered credible arguments for the charge to be made against A&R’s budget and some argued for the contrary
position of charging Legal. It made little difference whether the arguments were directed at one department or another because
marks were awarded based on the quality of the support that was provided for that opinion. Answers that scored few marks generally
asserted for one department rather than the other, or proposed an equal split, with little real justification.
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Task 2
This task comprised two sub-tasks that dealt with the implications of a software package that can analyse music, identifying breaches
of copyright and adapting tracks. Both sub-tasks were equally weighted.
The first sub-task asked for the advantages and disadvantages of using this software and, as a separate issue, the challenges
associated with determining the NPV of investing in it. This tested core activity A.
Candidates offered a wide range of arguments for the advantages and disadvantages of the software and generally offered good
support for those arguments. Unfortunately, the second part of the requirement was often overlooked, with little or no justification, so
were low-scoring answers. Candidates whose answers were higher scoring, used their discussion of the advantages to identify
issues associated with measuring NPV. For example, the software would reduce the risk of Trevel unwittingly breaching copyright in
future releases, but that raises challenges such as estimating the value of those savings.
The second sub-task dealt with the relevance of the software to Trevel’s business model. This tested core activity D.
The quality of the arguments offered varied according to the extent to which candidates related their arguments to the company’s
business model. There were two common approaches to doing so that tended to score good marks. The first approach generally
started by working through the elements of the business model that had been provided in the pre-seen. That provided candidates
with up to four specific issues that they could write about. The second approach was to offer a specific discussion of the business
model, as understood by the candidate. Many candidates identified the key features of the business model as they understood it and
discussed the impact that the capabilities of the software would have on that model.
Level 1 answers to the second sub-task tended to repeat points made in the previous one, with no real attempt to describe or relate
to the business model itself.
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Task 3
The third task comprised three sub-tasks that related to the acquisition of a new subsidiary, a company called Softsono that was to
be acquired as a going concern. The three sub-tasks were equally weighted.
The first sub-task asked about the challenges of determining the goodwill associated with this acquisition. This tested core activity E.
Answers were generally disappointing, with very few candidates focusing on the need to identify the specific assets being acquired
and to attach a fair value to them. This is a software company whose most significant asset is in the form of the intellectual property
that it owns. Valuing such assets is complicated by the fact that there is no liquid market on which to observe prices. Many
candidates focused entirely on the company’s property, plant and equipment. Those assets did not raise much in the way of
challenges, as required by the question.
The second sub-task asked how the interpretation of the Group financial statements would be affected by the use of debt rather than
equity to fund the acquisition. This tested core activity B.
Better candidates approached this from the perspective of accounting ratios that would be affected by the funding decision. That was
a sensible starting point, although it did require some understanding of the calculation and interpretation of ratios. For example,
return on capital employed is generally the most important performance ratio, although it is of limited relevance in this case because
it divides the total for long-term funding into the total earned for the providers of long-term funding. That means that the numerator
and denominator will be the same regardless of the funding decision. Level 3 answers focused on return on equity, which would be
affected by the decision. Stronger candidates also saw that gearing would be affected and that related ratios, such as interest cover,
would also change. Level 3 answers also made a realistic argument concerning the direction in which ratios would move.
The third sub-task asked about the challenges of managing the costs of operating the new subsidiary. This tested core activity C.
The quality of the answers varied. Better candidates addressed the fact that Softsono was established in order to create a software
package and that it operated for some time with significant outgoings, particularly for staffing, and with no immediate revenue. The
culture in the subsidiary is, therefore, one in which costs can be justified even when recovery will not occur in the foreseeable future.
There is a further challenge arising from the fact that Trevel’s Board cannot necessarily know how many programming staff will be
required for the ongoing management of the company’s operations.
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Task 4
The final task dealt with the management of a new software package that will enable consumers to develop personalised ring tones
and other snatches of music. It comprised three sub-tasks, all of which were equally weighted.
The first sub-task asked about pricing sales of this new service. This tested core activity A.
This requirement was generally answered well, with many candidates offering an argument for a specific model and, importantly,
justifying the recommended approach. Level 1 arguments tended to consist of an assertion that a particular pricing approach was the
best, with little or no justification for that strategy. Level 2 and 3 arguments went beyond the initial purchase and pointed out that
customers might wish to refresh their tune and that they may be prepared to pay heavily for the privilege of doing so.
The second sub-task asked about the departments who should be represented on the project team to develop this product. This
tested core activity B.
Answers varied in quality, with stronger candidates answering the question by addressing the requirements. There was no single
correct answer to this task and better candidates focused on the justification of their recommendations. Weaker candidates simply
identified the nature of teamwork, identifying roles rather than discussing the need to engage particular departments.
The third sub-task required a discussion of transfer pricing, with subsidiaries making resources available for Softsono to use in the
operation of its software and in the creation of a sellable product. This tested core activity E.
Level 2 and 3 answers identified the problems arising in this case, such as the fact that using a particular recording by Softsono does
not “consume” a resource and the fact that there is unlikely to be an observable market against which to determine transfer prices.
Level 1 answers simply described transfer pricing and discussed the features of different transfer pricing models.
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Tips for future candidates
Good answers require:
•

relevance to the requirement,

•

the necessary technical knowledge of the syllabus content,

•

the ability to apply that knowledge to a specific scenario, as specified in the case,

•

well-structured answers, with good use of paragraphs to clarify the development of an explanation,

•

justification of the arguments made in the answer.

This can be achieved as follows.
Before the exam:
•

Revise study materials thoroughly. Candidates should study all areas of the syllabus and ensure that all three pillars are
covered. It is risky to skip topics, even if you find them difficult.

•

Read the pre-seen material carefully and think about it. Think about the industry and the entity. That is important because the
tasks are all about application to the scenario, which could mean that the technical issues have to be applied in a particular
way. For example, many candidates pointed out that accidentally infringing the copyright of a relatively unknown recording
artist might have benefitted the artist by providing a huge publicity boost. That argument would not necessarily apply to
different contents and different industries.

•

Practise tasks from past case studies and reflect on whether your answers are full and relevant. Take the time to type or write
full answers. You need not necessarily do so under exam conditions at first because part of the value of this exercise is to
ensure that you can interpret and answer questions correctly. As you progress in your studies, you may attempt some
requirements against the clock.

During the exam:
•

Plan your answers during the exam and pay close attention to timings. It is very helpful when constructing your answer that it
has a logical structure. The Management Case Study often asks you to justify your answer. Typing an outline answer plan at
the start of each task or sub-task will help you to plan the structure and reduce the risk of forgetting any good points.

•

Commit to an argument. Some answers are weak because they seem to have been written to avoid contradicting the
examiner’s suggested solution. Remember that the marker is under strict instructions to mark answers on their merits. There
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can sometimes be more than one correct answer in business. If you are unsure then invest some extra time in thinking and
developing an argument rather than typing something vague.
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Trevel Records (“Trevel”) is a quoted company that creates and sells music to a global market.
Trevel is based in Capital City in Fortuna.
Fortuna is a developed country that has a high standard of living. Most of its citizens have
sufficient disposable income to be able to afford regular spending on entertainment, whether
that be for music, books, cinema or theatre.
Fortuna’s currency is the F$. Companies are required to prepare their financial statements in
accordance with International Financial Reporting Standards (IFRS).
Fortuna is one of the top six countries globally for music sales. Collectively, these six countries
account for more than 70% of revenues from the sale of recorded music. English-language
recorded music sells well in all of those countries, despite English not being the first language
in many of them.
You are a financial manager at Trevel’s Head Office. Your primary responsibilities are
associated with management accounting and you report to the Senior Financial Manager who
reports directly to the Finance Director.
The music industry is wide-ranging and diverse. Trevel is a recording company (or a “record
label”). Trevel generates revenues from recording music for sale, either on physical media
such as compact discs or through various digital distribution channels.
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The Music Industry
The music industry is made up of a broad collection of individuals and companies who
create and earn revenue directly from music:
•
Composers and songwriters – music is
generally written by an individual, who retains
ownership of the copyright to that composition. Others
who wish to perform that music publicly, either live or
through the release of a recording, will usually have to
pay a royalty.
Composers sometimes create music in return for a fixed
fee, in which case the copyright is sold to the entity that
commissioned it. For example, a composer might be
paid to write music to serve as the soundtrack for a film
or television programme, or as the background to an advert.
•
Producers
and
promoters
of
live
performances – live performances can range from an
individual vocalist or instrumentalist, to a group of
musicians or full-scale orchestra. Live performances
may take the form of concerts, which require audience
members to purchase tickets, or they may be provided
free or as part of some other attraction. For example,
restaurants sometimes pay a musician to provide live
music in order to create a relaxing atmosphere for their
customers. Theme parks and cruise ships often offer live musical performances as part of
the entertainment packages offered to their guests, with no separate charge for attending.
Live performances create revenue generating opportunities for the agencies who sell
tickets, if a separate charge is made for entry, and for the venues that will accommodate
the performance. Venues can range from theatres and concert halls to major sports stadia,
depending on the nature of the performance and the size of the audience.
• Sound technicians and recording engineers –
live performances can be captured as either audio
or video recordings. The recordings can either be
live or studio-based. Live performances are
recorded in the presence of an audience, using
recording equipment installed in the venue. Live
recordings can capture some of the atmosphere of
being an audience member. Studio recordings use
carefully engineered recording studios to capture
music that is not impaired by echoes or external
sounds.
Recordings are usually created for commercial purposes. They can be sold to listeners on
physical media, such as CDs, DVDs or vinyl records or as digital downloads. Music
companies can also generate revenues from licensing their recordings for broadcast.
The equipment required to create reasonably good quality recordings is not particularly
expensive. It may require little more than a microphone plugged into a laptop and some
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basic software. Some musicians use websites and social media to offer free downloads of
their recordings in the hope that they can create or develop a fanbase.
The music industry also encompasses a number of businesses that generate revenue from
the sale of music or from the provision of services.
•
Agents and agencies – many musicians are
represented by agents, who promote their acts and negotiate
with record companies and producers of live performances on
the musicians’ behalf. The agents usually receive a percentage
of the fees and royalties earned by the musicians, which gives
them an incentive to find them work and negotiate healthy fees.

• Lawyers – some lawyers specialise in the music
industry. Contracts can be complicated and so both
musicians and recording companies are often forced to
pay significant sums to ensure that agreements suit their
interests and are legally enforceable. There are also
complicated areas, such as copyright, that can lead to
complex disputes.

•
Recording companies - The recording
companies (who are often referred to as “record labels”)
are, arguably, the most visible part of the music industry.
Apart from recording and distributing music, recording
companies must find and promote new acts, otherwise
listeners will lose interest and will stop paying to listen to
music. The process of searching for new talent and
promoting the resulting acts is often associated with
heavy expenditure on advertising and publicity.
Musicians are often encouraged to behave in a manner that attracts the interest of the
popular press.
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Recording companies’ / record labels’ business models
Recording companies enter into agreements with artists and composers to acquire the rights
to record and distribute their music. The resulting recordings are then made available
through a number of distribution channels in order to generate revenues. These channels
take several different forms:
Physical media

Historically, recorded music was sold on physical media, such as vinyl
records, audio cassettes and compact discs (CDs).
The music industry was keen to encourage and support the development
of new types of media because they helped maintain demand from
customers. The purchase of new hardware for playing music was often
accompanied by a desire to build a music collection to play on it.
Customers would also replace their favourite recordings on new media
that offered greater convenience or improved sound quality. For example,
CDs were an overnight success when they were first launched because
they were easier to store and handle than vinyl records and had better
sound quality than audio cassettes.

Digital
downloads

Digital downloads involve customers buying the rights to download music
as data files to their computers or phones. The purchase price includes
the licence that permits the customer to store and play those files on their
personal devices.
Digital downloads used to be stored and played on portable music
players, using headphones to enable them to be played while walking or
travelling. Those specialised devices have fallen out of favour, with the
vast majority of listeners now using their mobile phones to store and
replay music files through headphones.
The recording companies generally grant third party online retailers the
right to sell their music online. The retailers create a website that hosts
the music that is available for download and enables customers to search
for music that interests them. Typically, the retailer pays an agreed
royalty to the recording company whenever it sells a download. The
retailer charges the customer a fee that covers the cost of the royalty and
any other expenses, such as charges imposed by credit card companies.

Streaming

Streaming requires the customer to pay a subscription to an online music
company. The customer then uses software, such as a mobile phone
app, to access the files held on the site. The customer can access and
play the music on the site over an internet connection, which may be
provided by Wi-Fi or a mobile telephone connection but cannot download
and retain files.
Streaming benefits the customer by granting access to all of the
recordings on the site. The regular monthly fee makes it possible to listen
to the latest music releases or to experiment with different styles of music,
all without making any additional payment over and above the
subscription cost.
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The online music companies who provide streaming services must pay a
small royalty to the recording company for every track played by a
customer. The royalty per download is significantly smaller than that paid
for a digital download because the recording company does not have to
grant a licence to the customer. Indeed, the customer may play the same
piece of music repeatedly, in which case the royalty will have to be paid
each time the music is listened to.
Performance
rights

Broadcasters must pay to play recorded music on television or radio
programmes. Recording companies charge a royalty for every time that
one of their music tracks is played on air.
The broadcasters benefit by attracting listeners, which enables them to
sell advertising time between songs.
Copyright law also requires a licence before music can be played in a
public place. For example, retailers may play recorded music in order to
create a pleasant atmosphere in their shops or bus companies may play
radio programmes in order to entertain commuters. Anyone wishing to
play recorded music in this way must purchase an annual licence that
grants them the right to play music without breaching copyright law.
There is no need to make a separate payment for each song played.
Licences to play music in public are granted by not-for-profit
organisations such as the Fortuna Licensing Organisation, which was
established by the music industry in Fortuna to grant licences to play
music in public places across the country. Any organisation who wishes
a licence must pay an annual fee that is based on factors such as the
number of potential listeners. The licensing authority recovers its
operating costs from the fees charged and shares the remainder between
the recording companies in proportion to their revenues.
Recording companies benefit both from their share of the annual surplus
from the licence fees and from the possibility that listeners might enjoy a
song and subsequently buy a copy or subscribe to a streaming service.

Synchronisation Recorded music may be used as the basis for the soundtrack of a film,
television programme or video game. This is a relatively small, but
growing, source of revenue for recording companies, who charge a fee
for the use of their music in this way.
Synchronisation fees are not payable in cases where the music rights
belong to the film, television or game producer. For example, a film
company will often pay a composer to write the music soundtrack to
accompany a movie and have that music performed and recorded in
return for further fees. In that case, the music belongs to the film company
and can be used as it wishes without further payment. Indeed, the film
company may also make the soundtrack available for purchase as an
album.
The fee for using a piece of music in a film soundtrack will generally be
negotiated between the prospective user and the recording company.
The charge will vary depending on the length of the musical extract and
the potential audience for the completed work. For example, the use of
an entire track as the theme tune to a major movie will cost more than a
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15-second snatch of music that will be used as background music in a
low-budget television drama.
Recording companies usually agree to share synchronisation fees with
the artists who compose or perform music for them. The percentage
given to the artist is agreed when they sign the contract to produce music
for the recording company and varies according to the artist’s bargaining
power.

These figures reflect the revenue earned by recording companies at point of sale.
Overall, the revenues from recorded music declined significantly from 2001 to 2014 but have
recovered slightly since then, thanks in part to the growing interest in streaming services. It
remains to be seen whether that recovery will continue. One concern is that customers who
subscribe to streaming services already have access to a wide range of music, including the
latest releases. There will be little scope for further growth once most potential listeners are
subscribing to streaming services. If the market becomes saturated in this way then there will
be little room for revenue to increase further unless the market is prepared to tolerate an
increase in the prices of subscriptions.
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Digital purchases, combining streaming and downloads, now account for more than half of all
global music revenues. Sales of physical media are declining steadily, although there is a
residual demand for CDs remains strong, generally in countries that have a poor internet
infrastructure. There has also been an unexpected resurgence in demand for vinyl records,
which is welcome, but insufficient to arrest the overall decline in demand for physical media.

CD
Vinyl

Millions of units shipped
Value in F$ billions
Millions of units shipped
Value in F$ billions

2017
445.8
3.7
148.5
1.5

2018
317.5
2.6
212.1
2.1

CDs are plastic discs, typically 4.7 inches or
just under 12 centimetres in diameter, that
have a thin layer of reflective aluminium.
Music is copied onto the disc as a digital file
by using a powerful laser to make “pits” in
the plastic with a powerful laser. When the
CD is played, the player spins the disc and
a low-powered laser scans the pitted plastic
to read back the data. The CD player
converts the data back to sound, which is
played through headphones or speakers.
CDs quickly became very popular after their
launch because customers found them easy to
store and handle. The fact that music was stored digitally meant that sound quality did not
deteriorate over time, even if the disc became grimy or scratched with use (although badly
damaged CDs might not play at all). Record companies were keen to promote CDs when they
were first introduced because they were significantly cheaper to manufacture and distribute
than competing media, including vinyl records.
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Vinyl records are made using discs of a relatively
soft plastic, typically 12 inches or just over 30
centimetres in diameter. The vinyl disc is pressed
mechanically, leaving a spiral groove embedded
in the plastic. Ridges within the spiral groove
carry the music as an analogue recording. The
records are played on a turntable that spins the
disc whilst a metal needle runs along the groove
and picks up the vibration caused by the ridges.
The resulting vibration of the needle is amplified
electronically and played back through
headphones or speakers. Music is pressed onto
both sides of a record, which means that a listener has to play half of the album before
removing the record from the turntable, flipping it over and playing the second half.
For many years, vinyl was the only available medium on which recorded music could be
purchased. It lost most of its popularity when CDs were launched. Vinyl records are much
larger than CDs and so are more difficult to store. The sound quality deteriorates with use
because finger marks can muffle the sound picked up by the needle and specks of dust and
scratches caused by careless handling are picked up as “crackles” or “clicks” during playback.
Despite its problems, vinyl has recovered some of its popularity amongst music lovers who
believe that vinyl records offer superior sound quality to digital formats.

Singles vs albums
When recorded music was sold primarily on physical media, recording companies often
released popular music in two formats. Singles were pressed as a small record that was seven
inches in diameter, usually containing two songs. Albums were pressed on larger, 12-inch
discs that contained more music, perhaps ten or twelve songs (usually referred to as “tracks”).
Recording artists generally aimed to release albums at regular intervals, so that their fans
remained interested in their music. Whenever a new album was released, the recording
company would select one or two tracks to release as singles. Typically, the first single would
be released to coincide with the album’s release. If there was to be a second single from the
album, it would be released a few weeks later, when interest in the first single was dying down.
Singles usually had a designated “A” side, which was intended as the primary song on the
record. The “B” side was usually a weaker track taken from the album and was intended to be
secondary, to fill the space on the reverse side of the record.
Broadcasters concentrated almost exclusively on singles and so they often generated more
publicity than the album from which they were taken. Some fans preferred to buy albums
because they were keen to own all of the tracks that had been released by their favourite acts.
Others purchased only singles because they often felt that they were the best tracks and so
they had less interest in owning the remainder of the album.
The shift to digital distribution has not affected the distinction between albums and singles.
Artists continue to record and release music as albums. The recording companies continue to
designate one or two tracks from each new album as singles. Sometimes singles are made
available online before the whole album is released, in order to build anticipation. Broadcasters
continue to focus on singles in their shows.
Many musical genres, including pop, soul and country, lend themselves to listening to
individual tracks and so are released as both singles and albums, despite the fact that
customers who buy digital downloads or subscribe to streaming services can purchase and/or

©CIMA 2020. No reproduction without prior consent.

9

Management case study exam – February 2020 – pre-seen material

listen to any selection of tracks from any album, in any order, regardless of whether those
tracks are designated as singles or album tracks.
There are some musical genres that do not lend themselves to the release of singles. Classical
orchestral music and operas are generally listened to as an entire symphony or opera and so
are recorded and released exclusively as albums. Similarly, some styles of jazz music are
generally played as entire albums.

New releases vs back catalogue
Recording companies depend on new releases to keep their artists in the public eye. New
singles are particularly important because they are played on radio and discussed in
newspapers and on television. Singles generally remain popular for a few weeks, although the
length of time they spend in the charts varies tremendously.
Albums tend to follow a similar pattern, with an initial demand created by fans who wish to
own the latest release by their favourite acts. That initial demand may be boosted or prolonged
by advertising. It is, however, almost inevitable that sales will decline.
Recording companies continue to make recordings available, even after they have lost their
initial popularity. Many recordings remain popular for years after their release and some
recordings retain their popularity for many years, being referred to as “classics” because they
are played and enjoyed by new generations of listeners. Revenues from such albums involve
very little additional cost to the recording companies, other than the royalties that will continue
to be payable to the artist and the songwriter.
The growth of downloads and streaming services has eliminated most of the cost that had
previously been associated with maintaining back catalogues. There is very little cost
associated with keeping digital copies of existing recordings available for download or for
streaming.
From time to time, recording companies attempt to stimulate sales of back catalogue albums.
There are various techniques for doing so:
•
•
•
•

The original tapes on which the albums were recorded can be processed with a view to
creating a higher quality digital version than has previously been available.
Compilations of tracks can be put together to create a themed album, such as “best of …”
albums that showcase a particular artist’s singles or a collection of tracks that might be
suitable for, say, playing at a party or as background music when driving.
Permitting the use of a piece of music as, say, part of a movie soundtrack, a theme tune
for a television programme or the background to an advert can stimulate interest in the
artist or the album.
The impact of these opportunities to make sales from the back catalogue can be enhanced
by advertising and by other promotional techniques that might be applied to new releases,
such as encouraging the artist to appear on television chat shows or to perform live. The
active involvement of the artist is often crucial to boosting sales.
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Music charts
For many years, the music industry has published charts to show the relative popularity of
recordings. Typically, these were updated and published weekly, often to coincide with the
publication of weekly music industry magazines or weekly television or radio shows.

Fortuna Pop Chart
Artist(s) and song

Change since
last week
➔

1

Walso Plain – Leopard Clash

2

Bentana – Hold My Hand



3

Butter’n’Cheese – Both Together



4

Makkon Ditty – Robot Spark

5

Doranna West – Best Friends



6

Tomm Taylorr – Maybee Babee



7

The Durridgers – Fiddles a Strummin’



New entry

The charts reflect the
popularity of the
recordings that are
included during the
weeks or months for
which they were
compiled.
Charts
can include up to
100
recordings,
although
most
attention is devoted
to the top 10 items
on the chart.
Music
generally

charts
rank

8 Crystal Weapon – Keep Your Head
recordings
according
to
a

9 Daisy Wander – Sit Right Up
complicated formula

10 Blenderbuss – The Stone Orchid
that takes account of
several
factors,
including
sales
revenues from physical media and downloads, radio plays, and number of plays on streaming
sites.
Chart rankings often receive a great deal of attention in the popular press and on radio shows
devoted to popular music. Artists who had previously dominated the charts but are now failing
to reach the coveted number 1 spot are viewed as being in decline in terms of their careers.
That often leads to speculation as to whether or not their record label will continue to support
them.
Most interest is shown in singles charts for popular music, although there are also charts for
albums and for virtually every genre of recorded music. Charts are generally compiled locally
for national markets, reflecting the fact that they are essentially promotional tools.
Interpreting the charts can be complicated because there are annual cycles in the market for
music. Fewer recordings are released during the summer months because many potential
customers and listeners are away on holiday and so the market is thinner. The major record
labels are also careful to avoid creating competition between their more popular artists.
Releases from different artists may be staggered over a period of a few weeks so that the
label’s recordings are not in direct competition for airtime or customer spend. That may mean
that a recording that reaches, say, number 5 in the charts could be more popular with listeners
in terms of purchases and plays than one that reaches number 1 if the latter recording was
released at a quieter time of year.
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Trevel’s History
Trevel was founded in the 1980s by the owners of a music club located in Fortuna’s North
City. The club had a reputation for attracting talented local bands, which led to it becoming a
popular venue for music lovers. The club started to attract Artist and Repertoire (A&R)
managers from record companies, which led to some of the acts who had played at the club
obtaining recording contracts.
The club’s owners were encouraged to create their own small recording company, hiring local
studios and production staff whenever they believed that an act who had played at the club
had the potential to be successful as a recording artist. The recording company grew steadily
through the 1980s and into the 1990s thanks to the club owners’ ability to identify commercially
viable acts. Sales of recordings generated revenue and also generated good publicity for the
club as a music venue.
In 1994, the founders sold the recording company to a large recording company, who wished
to have a commercial presence in the music clubs that were spread across Fortuna. The
company was renamed Trevel and was operated as an autonomous entity, acquiring a number
of smaller recording companies over the next few years.
Trevel was responsible for discovering several successful musical acts. By 2000 it had
contracts with several major recording artists whose music was sold worldwide.
In 2001, Trevel was sold to its management team. In 2006, Trevel was listed on the Fortuna
Stock Exchange.
Trevel is now one of the World’s ten largest music recording companies, in terms of sales
revenue. Trevel is a global company, with more than 60% of its revenues coming from sales
to customers in countries other than Fortuna. The company is, however, firmly based in
Fortuna, with its head office located in Capital City.
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Trevel’s business model
Defining value
Trevel aims to meet the changing tastes and
interests of consumers who wish to listen to
recorded music.

Capturing residual value
Trevel operates in an efficient and effective
manner. It sets realistic selling prices for its
recordings. Trevel’s artists receive a fair share of
the residual value that is created and
shareholders receive an acceptable return on their
investment.

Creating value
Trevel creates value by providing both established
and potentially successful recording artists with an
environment in which they can record
commercially viable music.

Delivering value
Trevel delivers value by seeking fresh talent and
encouraging the development of existing talent in
order to remain at the forefront of emerging trends
in music. Trevel also makes the best possible use
of available sales channels for recorded music.

Trevel has contracts with many leading recording artists. Trevel invests heavily in A&R, looking
for potential new acts by visiting music clubs and listening to the many recordings that are
submitted by hopeful musicians who are hoping to be offered recording contracts. Trevel has
always aimed to be at the very forefront of emerging trends in the different styles of music that
it records and sells. The company is generally prepared to pay more than its competitors in
order to sign a contract with an innovative performer who can be promoted as offering a “new”
sound. Experience suggests that unusual acts that differ from the norm can become
established as best-selling artists, although Trevel has also had some disappointments with
acts that never achieved great popularity with music audiences.
Trevel works to develop artists’ music careers in a number of ways, including becoming
involved in areas that are not directly related to recording. Trevel’s support extends to areas
such as:
•
•
•
•
•
•
•

Live concerts
Fan clubs
Merchandising
Soundtracks for films, television and video games
Rights to use images, video and music in advertising
Acting and guest appearances in films and television programmes and on television chat
shows
Publicity and brand development for the acts

The overall objective of this support is to enable these artists to become well-established and
to record many albums with Trevel over the remainder of their careers.
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Trevel’s standard contract gives the company the right to manage all aspects of an act’s
career. The company has a reputation for treating its acts fairly and for developing them in
ways that are mutually beneficial. Most acts are signed at an early stage in their careers, when
they have relatively little ability to negotiate contract terms, but there have been very few cases
where acts have subsequently complained that Trevel has been greedy or treated them
unfairly.
Trevel’s standard contract gives each act a royalty, which is a percentage of the revenues
generated from the act’s recordings. Royalty payments are usually calculated after the
recording company has deducted “recoupable costs”, which are defined in the contract and
usually include recording and studio costs, manufacturing, promotion and marketing. Each
act’s royalty percentage varies, with larger and more successful acts being able to negotiate
a more attractive percentage.
Trevel’s contracts are designed to be fair to both the artist and the company. Typically, a
contract with a new artist gives Trevel the rights to take control of the artistic production and
subsequent sale of that artist’s first album, with an option for Trevel to produce and sell a
specified number of subsequent albums. Established artists’ contracts are usually for a
specific number of future albums, with the recording company having the option to extend the
contract to increase the number of albums. Trevel will sometimes renegotiate a contract while
it is still in force to increase the number of albums, in return for an increased royalty rate.
Contracts give Trevel exclusive rights to any recordings made for commercial purposes, but
Trevel does not generally require payment from the proceeds of artists’ non-recording
activities. For example, live concert tours generate excellent publicity for artists and can have
a significant impact on the sales of recorded music. Trevel actively encourages its acts to tour
and perform live concerts, but does not require any royalties or share of the ticket sales if they
do so. Trevel does not take an active role in the promotion of concerts and other live
performances, but it does insist that artists refrain from behaving in a manner that might have
an adverse effect on the sale of recordings. Trevel usually gives new artists a small financial
contribution towards the costs of touring in order to encourage them to do so.
Trevel also has many leading songwriters under contract. Writers’ contracts are similar to
those of musicians, with songwriters being required to write exclusively for Trevel. Songwriters
benefit from being able to write songs for the successful recording artists who are also under
contract to Trevel, so any songs that are released are likely to generate significant revenues.
The songwriters receive royalties based on Trevel’s revenues from the music. Some songs
are recorded and released by several musicians and so a songwriter can continue to receive
payments from a piece of work for many years after it was written and first recorded.
Trevel aims to generate revenues from a wide range of recording interests. Most revenues
come from existing and well-established artists, both new recordings and back catalogues.
Trevel prides itself on developing new acts through its active A&R Department, but the
company is not particularly dependent on revenues from recently signed acts.
Trevel’s recording interests cover most major categories of music and musical styles. These
include pop, rock, R&B, jazz and country.
The global nature of the recording industry means that Trevel generates revenues from around
the world. Most of its artists have an international following, although Trevel does have a
number of successful acts whose popularity is restricted to their home countries.
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Artists and repertoire (A&R)
Trevel has had considerable success in identifying previously unknown acts and helping them
to develop successful recording careers. That has been beneficial in earning revenues from
those acts and it has helped to promote Trevel as a good company in which to establish a
recording career. Trevel invests heavily in A&R activities in order to maintain this reputation.
A&R scouts travel the world, looking for fresh talent that may be performing in clubs or
concerts. Sometimes the scouts go to hear a specific act that interests them because of
positive reviews on social media and sometimes they go to performances because they
happen to be in the area.
A&R also receives large numbers of so-called
“demo” recordings from acts who wish to be
considered for contracts with Trevel. It is
possible to make a reasonably good recording
of a musical performance using a digital
microphone, a laptop and some software.
Many aspiring recording artists rent or buy this
equipment, or they speculate by paying a
professional recording studio to record a few
tracks.
A&R departments generally receive more
demos than they can listen to, but Trevel
listens to as many submissions as possible because some of the company’s most successful
artists were discovered from demo recordings.
A&R costs include the costs associated with finding new artists and supporting and developing
artists who are under contract. They also include the costs of royalties paid to musicians and
songwriters.
Trevel generally pays its artists an advance against future royalties when a contract is first
signed. That advance is then recouped against subsequent royalty payments. Royalties are
paid half-yearly on the basis of the agreed percentage of net proceeds (i.e. revenues received
by Trevel, less “recoupable costs”) arising during the half-year.

Marketing and promotion
Trevel invests heavily in marketing and promotion because even the most talented musical
act may not prove commercially successful unless it is brought to the attention of the musicbuying public.
Trevel’s Marketing and Promotion Department works closely with all acts to help them identify
the most successful approach to the creation and release of a new album. That could include
listening to potential tracks to identify those that should be included in the album, the selection
of the single(s) from the album, working with broadcasters to create a sense of anticipation
and producing the all-important videos for television and internet broadcast.
The Marketing and Promotion Department also aims for a cost-effective approach to the
marketing spend on any given album. That is important to the artist because marketing costs
are generally offset against album revenues before the artist’s percentage is paid. The artist
is, therefore, keen to ensure that any marketing costs are justified by additional income and
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so they have an incentive to participate in promotion by, for example, appearing on television
chat shows to promote new albums or by touring to perform the new songs live.

Public relations
Trevel’s Public Relations (PR) team is responsible for managing the reputation of Trevel as a
whole, as opposed to its acts. That includes managing press coverage relating to the company
by ensuring that positive news is featured prominently while playing down coverage of bad
news. The PR team also liaises with external regulators, such as government departments, to
ensure that Trevel’s interests are addressed in any developments.

Board oversight of A&R, marketing and public relations
Trevel spends heavily on A&R, marketing and PR. The Board insists that it obtains value for
money from these activities and so there is an executive director of Marketing and Business
Development. That post is presently held by Anna Kari. Her role is to oversee all aspects of
the development or artists, the promotion of their recordings and the PR function
In order to permit Anna to discharge her responsibilities, the Board grants her a substantial
annual budget that she must allocate to the different activities under her control. She then
decides on the priorities for different activities within A&R, marketing and public relations and
budgets accordingly. The nature of the business means that there will often be short-lived
opportunities that can only be pursued if she reallocates part of her budget during the course
of the year.
The reallocation of budgets is necessary because the Board does not wish to spend even
more on Marketing and Business Development than it does at present. They are however
happy for some of the departments under Anna’s control to overspend provided there is
evidence of an underspend elsewhere.

Manufacturing
Trevel divested itself of its production facilities for the duplication of physical media in 2006.
The company contracts the physical duplication of media, primarily in the form of CDs, to
third-party manufacturers. Sales of physical media continue to generate steady income and
market research suggests that a small proportion of consumers would be unwilling to buy
music as a download or through a streaming service.

Musical genres
Trevel records a diverse range of music that covers most of the major genres.
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Management structure
Executive directors

Brenda Lette
CEO

Walter Lee
Strategy and
Operations

•
•
•
•

Recording
Manufacturing
contact
Distribution
Technology

Harjodh Singh
Human
Resources

•

•
Staff
recruitment
and retention

Anna Kari
Marketing and
Business
Development

Indu Malhotra
Chief Financial
Officer

•
•

Management
accounting
Financial
reporting
Legal

•
•
•

Artists and
repertoire
Marketing and
promotion
Public
relations

In addition, the Board has a non-executive Chair and four non-executive directors:
•
•
•
•
•

Gary Farrugia – non-executive chair
Yui Mazei – non-executive director
Monika Neff – non-executive director
Trinh Truong – non-executive director
John Manley – non-executive director
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Costing information
Trevel invests heavily in A&R in order to ensure that it has a steady stream of innovative
new music in each of the genres in which it publishes. The cost of getting a new act to the
point of releasing an initial album is significant:

Advance

Minimum

Typical upper limit

F$000

F$000
50

350

150

500

Video production

50

300

Tour support

50

150

200

700

500

2,000

Recording

Marketing and promotion

Trevel usually treats each new artist as a separate case and budgets each of the costs listed
above separately, according to the commercial potential of the act and the need to secure a
contract if Trevel is in competition with a rival company. The minimum spend is generally the
least that can be spent with any expectation of success.
The advance is an initial payment that is paid against future royalties. It is industry practice to
pay an advance because artists need to support themselves while working on a potentially
full-time basis on the initial recording and promotion of their first album. Trevel treats advances
as a cost, even though they are recoverable against future royalty payments. Advances can
take two years or more to recover, assuming that the artists release one moderately successful
album per year. Some advances have to be written off when artists fail to achieve anticipated
revenues.
Recording costs are the variable costs associated with recording an album at Trevel’s studios.
These include fees paid to the producers, who “direct” the performance and approve the
resulting recordings. There are also technical staff who operate the equipment and session
musicians who play instruments. These staff are generally freelance because it is more flexible
to bring in specialists in different styles of music.
Video production is crucial for the initial marketing of any new artist. Potential listeners expect
to be able to watch at least one video when they look at the artist’s website or search social
media. Extracts from the video may also feature in television and cinema advertising.
Trevel subsidises the touring activities of new acts in an effort to boost publicity. The artist
may be unable to afford to tour unless Trevel covers at least some of the costs. The subsidy
might also enable the artist to enhance the quality of live performances by making it possible
to hire additional backing musicians. Tours generate publicity and increase the visibility and
credibility of artists.
Marketing and promotion is typically the greatest outlay. Record companies must spend
heavily on appropriate online and traditional platforms to ensure that the artist’s first album is
anticipated.
With established acts, the costs of second and subsequent albums are often dictated by the
popularity of previous releases. If an artist has already proven to be commercially successful,
then it may be necessary to pay a larger advance or to agree to spend more on recording in
order to demonstrate a commitment to ongoing collaboration. For example, Trevel spent
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F$980,000 on recording Daisy Wander’s most recent album and she negotiated an advance
of F$1.5 million. The recording costs were high because she had insisted on an orchestra to
provide backing music on most of her tracks and that complicated the technical work in the
recording studio.
Once an album has been recorded, Trevel must decide on how it should be released and
promoted. If the album is to be sold as a CD or a digital download then the costs and revenues
average:
CD

Digital download

F$

F$

Selling price to consumer

10.00

10.00

Retailer’s profit margin

(3.47)

(3.47)

Payment to manufacturer

(1.36)

Inventory and delivery costs

(0.80)

Surplus to Trevel

4.37

6.53

Trevel generally charges streaming companies F$0.0055 per play for music tracks, although
that royalty is open to negotiation, depending on the size of the streaming company’s list of
subscribers.
The surplus from sales and streaming is shared with the artist, in accordance with the terms
of the artist’s contract.
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Extracts from Trevel’s annual report
Trevel Group
Consolidated statement of profit or loss
For the year ended 31 December

Revenue
Cost of revenues
Gross profit
Administrative expenses
Selling and marketing expenses
Distribution expenses
Operating profit
Finance costs
Profit before tax
Tax
Profit for year
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2019
F$ million
3,124.7
(1,462.2)
1,662.5
(573.4)
(448.9)
(64.3)
575.9
(190.0)
385.9
(104.2)
281.7

2018
F$ million
3,249.7
(1,491.4)
1,758.3
(561.9)
(466.9)
(61.1)
668.4
(190.0)
478.4
(138.7)
339.7
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Trevel Group
Consolidated statement of financial position
As at 31 December

Non-current assets
Property, plant and equipment
Goodwill
Intangible assets

Current assets
Inventories
Royalty advances
Trade receivables
Bank

Total assets

Equity
Share capital and share premium
Foreign currency reserve
Retained earnings

Non-current liabilities
Borrowings
Deferred tax

Current liabilities
Accrued royalties
Trade payables
Tax
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2019
F$ million

2018
F$ million

326.3
1,665.0
1,447.4
3,438.7

315.7
1,665.0
1,312.3
3,293.0

32.1
137.6
489.2
374.3
1,033.2

29.8
132.4
466.7
362.4
991.3

4,471.9

4,284.3

600.0
309.6
1,448.7
2,358.3

600.0
317.9
1,261.9
2,179.8

1,200.0
177.3
1,377.3

1,200.0
186.4
1,386.4

415.8
217.6
102.9
736.3

408.7
203.1
106.3
718.1

4,471.9

4,284.3
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Trevel Group
Consolidated statement of changes in equity

Balance at 31 December 2018
Exchange losses for year
Profit for the year
Dividends
Balance at 31 December 2019

Share
capital
and
premium
F$
million
600.0

600.0

Foreign
currency
reserve
F$
million
317.9
(8.3)

Retained
earnings
F$
million
1,261.9

309.6

281.7
(94.9)
1,448.7

Total
F$
million
2,179.8
(8.3)
281.7
(94.9)
2,358.3

Notes
Accounting policy
“Intangible assets” comprise the value of back catalogues of subsidiary companies that are
acquired by Trevel. They are valued at their estimated fair value and are then amortised over ten
years from the date of acquisition.

Cost of revenues

Artists and repertoire costs
Production costs
Licensing costs
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2019
F$ million
915.3
482.7
64.2
1,462.2

2018
F$ million
914.6
501.9
74.9
1,491.4

23

Management case study exam – February 2020 – pre-seen material

Extract from Spandor’s annual report
Spandor is Trevel’s closest rival. It is a recording company, based in Fortuna, with a very
similar business model to Trevel’s. The two companies often compete to sign up the same
artists to recording contracts.

Spandor Group
Consolidated statement of profit or loss
For the year ended 31 December

Revenue
Cost of revenues
Gross profit
Administrative expenses
Selling and marketing expenses
Distribution expenses
Operating profit
Finance costs
Profit before tax
Tax
Profit for year
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2019
F$ million
2,874.7
(1,301.4)
1,573.3
(550.5)
(417.5)
(61.7)
543.6
(160.0)
383.6
(107.4)
276.2

2018
F$ million
2,702.2
(1,236.3)
1,465.9
(523.0)
(396.6)
(57.4)
488.9
(160.0)
328.9
(92.1)
236.8
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Spandor Group
Consolidated statement of financial position
As at 31 December

Non-current assets
Property, plant and equipment
Goodwill
Intangible assets

Current assets
Inventories
Royalty advances
Trade receivables
Bank

Total assets

Equity
Share capital and share premium
Foreign currency reserve
Retained earnings

Non-current liabilities
Borrowings
Deferred tax

Current liabilities
Accrued royalties
Trade payables
Tax
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2019
F$
million

2018
F$
million

121.2
1,450.0
1,331.6
2,902.8

108.8
1,450.0
1,220.4
2,779.2

29.5
132.1
474.5
344.4
980.5

28.0
124.5
434.0
329.8
916.3

3,883.3

3,695.5

500.0
211.7
1,371.1
2,082.8

500.0
216.8
1,188.9
1,905.7

950.0
164.3
1,114.3

950.0
171.1
1,121.1

382.5
202.4
101.3
686.2

384.2
184.8
99.7
668.7

3,883.3

3,695.5
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Spandor Group
Consolidated statement of changes in equity

Balance at 31 December 2018
Exchange losses for year
Profit for the year
Dividends
Balance at 31 December 2019
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Share
capital
Foreign
and currency Retained
premium
reserve earnings
F$
F$
F$
million
million
million
500.0
216.8
1,188.9
(5.1)
276.2
(94.0)
500.0
211.7
1,371.1

Total
F$
million
1,905.7
(5.1)
276.2
(94.0)
2,082.8
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News reports

Fortuna Daily News
Summer Sandals still tapping their toes
When Dwyre Colt wrote and recorded the song “Summer Sandals” in 1997 he had no idea
that his life would change forever. His song
has become a popular summer theme that
has been played endlessly on radio and
television at the start of every summer
vacation period since and it is frequently
used as the soundtrack for television
advertisements for summer holidays and
associated products.
Dwyre admits that he never imagined that
the song would be so popular. “I had a
cheerful tune in my head and I decided to
write it down before I forgot it. It was a
lovely sunny day and that inspired me to write about putting on my sandals and heading
for the beach. I was slightly surprised that Trevel wanted to release the song as a single
and shocked when it went into the charts at number 1, staying there for four weeks.”
It is estimated that Dwyre continues to earn at least F$500,000 every year in royalties from
the song and from making personal appearances at open-air summer music festivals.
A music industry lawyer told the Fortuna Daily News that copyright law in Fortuna protects
rights for 75 years from the creation of a work, or until 50 years after the creator’s death.
Dwyre Colt (or his estate) can look forward to receiving royalties until the year 2072,
provided broadcasters continue to play the song.
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Fortuna Business Daily
Music industry continues to rely on live music
Despite recent recoveries, the global
market for recorded music has been
declining over the past 20 years. The
market for live music performances
is worth an estimated total of F$27
billion, compared to F$21 billion for
recorded music.
There is a mutually supportive
relationship between live and
recorded music, with most major
recording artists performing live
concert tours in order to generate income and also to promote their latest recordings.
Major musical acts often find it necessary to stage their concerts outdoors within a park,
sport stadium or similar venue because indoor halls are too small to accommodate a large
enough audience.
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Fortuna Daily News
Benny Ralkette declared bankrupt
The Ralkettes were one of the most successful pop groups in the 1990s. The group has
not recorded anything since 2005, but their music lives on in their record label’s back
catalogue. Their hit singles
remain on many fans’ playlists
and they frequently feature on
movie soundtracks.
Sadly, most of the band seem
to have fallen victim to their
own success. Dannah Styles
and Raji Gupta left the music
industry in 2008. Dannah now
owns a small hotel and Raji is a
taxi driver. Benny Ralkette (real
name Benedict Walker) was
the group’s lead singer and the
spokesperson for the band. He
has struggled to create a new
career in music management. His
struggles came to an end when he finally closed down his business and filed for
bankruptcy.
When interviewed, Benny admitted that the income from the band’s back catalogue was
quite disappointing. “Remember that there are four of us, so the odd royalty from a
television advert doesn’t go far. The only group member still making money from The
Ralkettes is Symphony Waites, our former drummer. She wrote all the songs, so she
makes a fortune from her writer’s royalties and also from any re-releases by other bands
who cover our music.”
Ms Waites declined to be interviewed, but it is understood that she earned F$300,000 from
her song Sudden Crush when it was recorded last year by Doranna West and used as the
theme tune to the major movie Spychancer. Sudden Crush was a number 1 recording for
The Ralkettes when it was first released in 1997.
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Fortuna Business Daily
Younger generation driving demand for vinyl
Sales of vinyl records continue to grow, despite the fact that the format had almost
completely died out thanks to the rise in CDs, followed by the dramatic growth in
downloads and streaming. Some
audio enthusiasts claim that vinyl
offers superior sound quality to
any other format, although there
have been blind trials that suggest
that these “experts” cannot
distinguish vinyl from digital.
More than 4.8 million vinyl records
were sold in Fortuna in 2019, an
increase of 42% over the previous
year. This is in sharp contrast to
2009, when only 200,000 vinyl
records were sold. Perhaps
surprisingly, most of 2019’s
purchases were by 25-35-yearolds, most of whom would struggle
to remember when vinyl was
originally a mainstream format for
music purchases. Market research suggests that they enjoy the sensation of handling vinyl
records. They also appreciate the artwork and text printed on a 12” vinyl record sleeve.
Indeed, some collectors choose not to play their vinyl records.
The process of manufacturing vinyl records is complicated:
•

Sound engineers have to process the original audio tapes or high-quality digital files
to render them suitable for recording to vinyl. Then a master copy can be cut using a
special cutting lathe. Vinyl records have two sides, so two master discs must be
created.

•

The master copies must be sprayed with silver, before being plated with nickel to
create a pair of stampers that can be used to press the music onto the vinyl records.

•

Pellets of vinyl are heated and formed into “pucks” that are flattened under high
pressure between the stampers, leaving an impression of the music embedded in the
resulting disc. The edges of the disc are trimmed, a paper label is applied to the centre
of each side and the vinyl record itself is inserted into a paper inner sleeve. Finally, the
vinyl records are then left flat to cool. This whole sequence is conducted mechanically
by specialised machinery.

•

The cardboard outer sleeve that protects the record is printed, cut, folded and glued
mechanically.

•

Finally, machinery inserts the paper inner sleeves containing the vinyl records into their
cardboard sleeves. The sleeves are shrink wrapped and packaged for storage or
despatch.
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Fortuna Daily News
Samples mean big business
Recording artists have learned to pay close attention to new musical releases thanks to a
resurgence in the use of audio
samples. These are basically brief
snatches of music that are taken
from another recording and
incorporated into the mix for a
new piece of music. For example,
Butter’n’Cheese’s latest single
Both Together has a recurring
haunting vocal extract from Matty
Brand’s 1993 album track
Cheerful Day.
The trend to incorporate samples
into new recordings can be
expensive because of copyright. It
is rumoured that Matty Brand has
made more from the royalty payment on the samples used by Butter’n’Cheese that she
earned from the original album itself.
There have been cases of musical careers receiving a boost thanks to publicity from
association with a major artist. Conor Twinns re-released his 2012 album Gothic Jingles
after The Durridgers used samples from it in their 2018 Molten Milk album. The re-release
was such a success that it led to Spandor offering Conor Twinns a two-album recording
contract.
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Section 1

Value chain
At present, the primary activities in the value chain associated with the back
catalogue are limited and very straightforward. The digital sales require little
more than limited marketing to support their popularity and a limited amount of
infrastructure, primarily in terms of processing receipts from sales and royalties
and the payment of royalties to artists. Sales on CD involve a physical product,
but that is not much more complicated because the manufacturing of CDs is
outsourced to a third party and so the only additional activities are the logistics
associated with procurement from the manufacturing company and the logistics
associated with managing the resulting inventory.
The most immediate concern in terms of Trevel’s primary activities is the need
to market the new range of vinyl recordings. The company cannot take it for
granted that the continuing popularity of the digital copies will translate to sales
of vinyl. In the first instance, Trevel will have to invest in market research with a
view to identify the target market and the albums that are likely to prove popular
in this format. The company will also have to develop a marketing strategy that
promotes the vinyl format, without undermining the digital recordings that will
continue to be the company’s primary source of revenue.
The vinyl recordings will also impose a significant strain on Trevel’s logistics,
both inbound and outbound. It will be necessary to make decisions about batch
sizes and storage. It would not be cost-effective to print small batches frequently,
but there is also a cost associated with storage and managing inventory, even if
that is outsourced to a third party.
If Trevel orders too many albums then it may become uneconomic to store them
until they can be sold, which could lead to them being scrapped or sold at a
discount.
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In terms of support activities, the release of the back catalogue on vinyl would
require consideration of the technology associated with creating analogue
records. Much, if not all, of Trevel’s back catalogue, will have been recorded
using digital equipment and on digital media. It may require some development
work to create satisfactory vinyl copies that would satisfy customers when played
back on turntables. Trevel would have to ensure that it had access to the
necessary technology and expertise and that the recordings at its disposal are
suitable.
Business logic
The factors that make vinyl unappealing appear to be the driving force behind
the growing demand for this format. Customers seem to enjoy the feeling of
handling records and playing them on analogue turntables. The demand for vinyl
has already been demonstrated by other labels and so it would be illogical for
Trevel to disregard this revenue source without at least evaluating its potential
for the company. Anna’s recommendation appears to have been driven by the
fact that there is already a demand for this format and so it should be made
available rather than permitting competitors to benefit from that revenue stream.
The proposal is not to replace digital sales with vinyl. Vinyl is an emerging market
segment that is likely to supplement digital sales rather than replace them. The
potential customers for vinyl copies of Trevel’s back catalogue of albums will
probably own those recordings in a digital format or have access through
streaming sites. They probably wish to buy a further copy on vinyl and so the
new format will enable Trevel to augment its sales.
Vinyl records could be marketed and sold as a premium product. Customers are
prepared to invest in special equipment to play records. The profit margin could
be higher on vinyl than on digital recordings. Customers appear to value features
such as the cardboard sleeves, with high-quality printing of text and artwork,
which would enable Trevel to sell these records as “special editions”. If that
strategy works then the additional cost of making and managing vinyl records will
be more than offset by the inflated selling price.
Trevel’s present strategy of selling digital copies does not appear to be
particularly effective, with declining revenues and profits. The music market does
not appear to be willing to spend money on digital copies, at least to the same
extent as before, but there is at least a segment that is prepared to buy more
vinyl. From a purely marketing point of view, it could make sense to replace
digital copies with vinyl because that is where the demand is.

February 2020

2

Management Case Study Exam

Section 2
External factors
The availability of record turntables should be considered. If music lovers cannot
buy turntables, then they will have little need for vinyl records. The Board should
investigate the number of manufacturers and retailers who can provide these
devices and ensure that they appear to be profitable.
The demographic of the vinyl-buying public should be investigated in order to
establish its exposure to economic change. It has been suggested that many
buyers are in their late 20s and early 30s, which is a stage in life when people
often have mortgages and family commitments. An increase in mortgage rates
could, therefore, have an impact on disposable incomes and that could seriously
harm their ability to spend on luxuries such as music.
The attitudes of retailers should be considered and the likely availability of retail
space. Vinyl records are large and fragile and not ideally suited to online sales.
Will retailers make sufficient profit from these recordings to make it viable for
them to set aside floor space for Trevel and the other labels?
The availability of factories and that of raw materials should be considered. If the
supply chain is disrupted, then customers may lose interest in vinyl and that could
prove expensive. Trevel should consider how many manufacturers are available
to manufacture good quality records and how many suppliers are there for raw
materials.
The possibility of this new segment attracting the environmental lobby should be
considered. Vinyl records will have a much larger carbon footprint and will
consume plastic and paper in their manufacture. Trevel might use focus groups
to investigate how customers might respond to arguments that vinyl is less
sustainable than downloading or streaming music.

Project management issues
The first issue is the initiation of the project. Trevel’s Board has decided, in
principle, that it wishes to produce a series of vinyl recordings, but there are
further decisions that have to be made. For example, the resources that will be
required will have to be identified and obtained. In this case, Trevel must confirm
that the project is feasible before it goes further. Apart from the technical issues
arising from creating the records, it will also compete with other record
companies. The risks associated with this project will also have to be defined.
For example, the fact that demand for vinyl is increasing at present does not
mean that this will remain the case.
Next, the project will have to be planned. Trevel will have to appoint a project
manager, who will require an appropriate background. That will be complicated
in this case because it is unclear whether the focus of the project should be the
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marketing aspects of launching the new format, the engineering aspects of
creating the records themselves or the manufacturing aspects of massproducing the records. This will be a significant decision because the project
manager’s focus could affect the overall success of the project, given the need
to bring together those key areas.
The execution of the project will require careful consideration because it will
require coordination of marketing, manufacturing and distribution. Trevel will
have to be ready to promote these recordings to ensure that maximum publicity
is obtained from the launch. It will also be vital that adequate inventories of
records are available and that commitments to retailers are met. This is a new
direction for Trevel and so the Board will have to ensure that all relevant
departments are coordinated and ready to support the project team.
Controlling the project will be complicated because the project team may have
to change as various aspects of the project are completed. For example, once
the processes for converting Trevel’s digital files to vinyl have been finalised then
there may not be an ongoing need for audio engineering to be part of the team.
The Board will also have to pay close attention to signs of dysfunctional
behaviour by project team members who are keen to make a reputation from this
new direction.
The closure will require consideration of the switch from implementation to
ongoing operations. If the market for vinyl records becomes established, then it
will no longer be a separate project but will simply become a product line. That
will require care in deciding when the project team should be returned to their
normal roles or integrated into the management team. That change may have to
be handled with some sensitivity if managers have been seconded to the project
and colleagues promoted on an acting basis to fill in for them.
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Section 3
Pricing
The records themselves should be thought of as premium products. Customers
appear to be keen to own the music on this medium because of the aesthetic
pleasure associated with handling vinyl records and reading record sleeves. The
fact that these recordings are already on Trevel’s back catalogue suggests that
customers will generally have access to digital copies and so are prepared to
pay extra for a further copy on vinyl. They have demonstrated that commitment
to vinyl by investing in the necessary equipment to play it. All of those factors
suggest that pricing will be relatively inelastic and so Trevel could consider a
market skimming strategy in the first instance.
This medium appears to have attracted the music-buying public’s attention. It is
generally believed that music sounds better when played from vinyl, even though
tests suggest that listeners cannot distinguish vinyl from digital in blind tests. The
market is prepared to believe in the quality of this product and will be receptive
to claims that Trevel has added value by, say, “optimising” the original recordings
so that the resulting records can be said to offer excellent sound quality. The fact
that listeners choose to believe that they can hear the improved quality of vinyl
when compared to digital sources supports the suggestion that skimming is
justified.
There is already an observable market in vinyl because other labels are selling
music in this format and so it would make sense for Trevel to take established
selling prices into consideration when setting initial prices. It would be logical to
avoid overpricing releases in comparison to other labels, unless Trevel is adding
value in other ways, such as adding previously unreleased tracks to the album.
Even so, if Trevel focuses on “classic” albums for its initial release then the
customer may be prepared to pay a small premium over typical retail prices to
have a particularly important record in their collections.
Ratios
The most immediate change is that we would expect Trevel’s return on capital
employed to increase. Operating profit will increase because we will be selling a
new line at a profit, with no meaningful increase in the capital employed. Any
increase in ROCE is to be welcomed as an improvement because the company
will be seen to be generating an additional return from the investment that has
been made in it.
Trevel’s asset turnover will also increase. The new line will increase revenue,
without the need for any additional investment in PPE. That increase will be
viewed as an improvement because it will indicate that Trevel is using its asset
base more efficiently in generating business.
Trevel’s gross profit percentage will change. If we assume that the margin on
sales of vinyl is greater than on digital sales because vinyl is a premium product,
then the addition of high margin sales will increase the gross profit percentage.
Changes in gross profit percentage can be difficult to interpret, but this change
should be viewed as an improvement because the company has been struggling
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with poor profitability and so the shareholders will be pleased to see that the
percentage has increased.
Trevel’s current ratio will be affected because, in the first instance, inventories of
records will increase, with a matching decrease in cash. After all, payment to
Steampress is due on delivery. That will have no net impact on the current ratio
because the two figures will offset one another. The quick ratio will, however,
decline, which will make Trevel appear to be less liquid. Also, the reduction in
the bank could raise further concerns about liquidity.
The inventory turnover ratio will almost certainly increase. If Trevel invests
heavily in vinyl, then the proportionate increase in inventory will be far more
significant than the increase in cost of revenues and so the number of days will
increase significantly. Naïve readers may assume that this is an indication of
inefficiency on the part of Trevel’s management, while more astute readers may
recognise that it is difficult to determine a meaningful figure for this ratio without
a split between cost of revenues from digital downloads and streaming, versus
CD sales and now vinyl.
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Section 4
Goodwill
IFRS 3 Business combinations states that goodwill is determined after
recognising and measuring the identifiable assets acquired and liabilities
assumed in the acquisition. That may be complicated by the fact that Trevel may
be trading with Steampress already and so some of the assets acquired may
have been acquired through some previous and separate transaction. Trevel will
have to keep careful records of the business it does with Steampress during the
negotiations leading up to the final acquisition of the company.
Steampress owns significant quantities of sophisticated and specialised
production machinery. That will have to be valued at its fair value, Trevel will
have to consider how the nature of the business and its technology will affect the
fair value. It may be that the equipment has very little sale value unless it is being
used to press vinyl records, in which case the identifiable assets will be
understated and the goodwill figure overstated.
IFRS 13 Fair value measurement permits fair values to be determined based on
their “highest and best use”. That makes it possible to take account of the present
value of the assets if used to generate cash surpluses over the remainder of their
useful lives or Trevel’s ability to sell the assets on the open market. Given the
specialised nature of the assets, those values would be potentially difficult to
determine.
Steampress owns significant intellectual property in the form of patents that
should be taken into account in determining goodwill. These might be difficult to
value because of their specialised nature and because of the lack of an
observable market. It would, however, be potentially misleading to exclude the
assets from the goodwill calculation because they were undoubtedly a significant
reason for Trevel’s acquisition of Steampress.
The valuation of liabilities may be complicated by the fact that some assets are
leased. The value of the leases will have to be evaluated in terms of future cash
flows and expectations of their fair values. It may not be appropriate to reflect the
book value of the liabilities as shown in Steampress’ financial statements. Trevel
will also have to consider whether there are any unrecorded provisions or other
liabilities that should be taken into account in calculating goodwill.
Investment centre
The fact that the company has attracted sufficient business as to be overtrading
suggests that it does not require any additional investment in manufacturing
equipment. It should not be necessary for Steampress to make significant
additions to PPE once it becomes part of the Trevel Group. Requiring any such
investments to be authorised by the Board should not be a problem.
Steampress may have invested too heavily in PPE to begin with and so may
have been guilty of overspending on its asset base, suggesting that some
restraint could be in order.
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If Steampress is expected to work within the Trevel Group by mastering and
manufacturing vinyl records, then it should be managed in such a way that it is
coordinated with the other subsidiaries. Steampress will be providing Trevel with
services rather than seeking out separate business opportunities and operating
independently. If that is the case, then it may be more appropriate to establish
Steampress as a cost centre within the group rather than an investment centre.
Steampress should, perhaps, focus on the need to manage costs and revenues
in the first instance. Permission could then be sought from Trevel’s Board in the
event that Steampress’ management team can justify additional investment.
Apart from anything else, this is a new venture for Trevel and it may be helpful
to encourage senior management to pay close attention to its operations.
The danger is that imposing restrictions on Steampress could prove demoralising
for the company’s management and its technical staff. The overtrading that has
led to cash flow problems could be seen as a symbol of the company’s success
in attracting record labels who wish Steampress to process their vinyl. If the
managers are not permitted to manage the company to their satisfaction then
they may be tempted to resign, which could leave Trevel with a shortage of
skilled staff to operate the equipment to its potential. Steampress could be
permitted to continue as an investment centre, but with some oversight from
Trevel’s Board so that any spending is understood and discussed in advance.
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MANAGEMENT CASE STUDY FEBRUARY 2020
EXAM ANSWERS
Variant 2
These answers have been provided by CIMA for information purposes only. The answers
created are indicative of a response that could be given by a good candidate. They are
not to be considered exhaustive, and other appropriate relevant responses would
receive credit.
CIMA will not accept challenges to these answers on the basis of academic judgement.
Section 1

Conflict over the business model
If managers disagree over the implementation of the business model then they
may operate in a manner that is suboptimal for the business as a whole. The
decisions taken by different department heads could lead to a lack of
coordination and wasted resources. For example, if Marketing spends heavily on
the promotion of the back catalogue then A&R might be left with insufficient to
develop the acts that have been signed recently.
The disagreement suggests that senior management has failed to set a clear
direction for the company and so different departments are following their
separate agendas. For example, the question about whether the strategic priority
should be developing new artists or expanding revenues from the back catalogue
is an important one that should have been addressed by Trevel’s Board. If the
Board cannot communicate a clear strategy then it will lose its ability to govern
the company and that could lead to declining revenues.
If different departmental heads disagree over the implementation of the business
model then they will waste time in disputes and arguments with one another. The
fact that there is no clear direction from a clear and unambiguous business model
will mean that there is no consistent basis against which to measure decisions
and so disagreements will lead back to the business model. If different managers
are working with different ideas of the direction that Trevel should be taking then
they may find it impossible to reach a workable compromise that is in the
company’s overall best interest.
It may be, though, that the business model should always be under review, with
managers making it clear when they believe that changes are necessary and
their concerns and recommendations kept under review by the Board. Trevel’s
business environment is constantly changing, with new styles of music, different
technologies for accessing and listening to albums and so on. It is unacceptable
to argue that the business model should remain fixed when the market is
constantly adapting and it is only through emerging disagreements over the
model that things will adapt.
©CIMA 2020. No reproduction without prior consent.

Balanced scorecard
Marketing and Business Development encompasses a broad range of different
activities, but they are all related to the overall objective of generating revenue
from the recruitment and development of artists and the marketing of the
recordings that they create. These activities may compete for resources in the
short term, but they share the overall goal of maximising revenues from the
creation and promotion of music. A balanced scorecard would reduce the
emphasis on short-term decision making, which might encourage a more longterm perspective on the management of the marketing spend. A balanced
scorecard for Marketing and Business Development would chart performance on
four perspectives, only one of which would be specifically financial. That would,
however, enable senior management to track progress for the other three
perspectives, in the context of the marketing spend.
The creation of a balanced scorecard would enable Trevel’s Board, in particular
Anna Kari, to consider the direction it wished the company to take regarding
Marketing and Business Development. The Board could then set targets for the
customer, internal business processes and learning and growth perspectives
and could consider whether achieving those targets would require additional
funds to be budgeted. The Board could then consider whether its intended
direction would be unduly expensive for the group to fund when compared to the
potential benefits, in which case a less ambitious set of targets could be
developed.
A balanced scorecard could also start with the budget targets that are already in
place and the immediate plans and targets for the other perspectives. The Board
could then consider whether the targets reflect an acceptable outcome for the
money that is being spent. It may then be possible to consider whether better
planning could yield greater efficiencies and enable the company to obtain better
value for a planned spend.
A balanced scorecard will not, in itself, optimise the marketing spend. Indeed,
the fact that it reports performance across a range of perspectives and targets
could lead to a loss of focus on cost. While it would be undesirable to focus on
cost to the exclusion of all other factors, the balanced scorecard involves the
measurement of profit in terms of several different dimensions and so there could
be a sense in which nothing is optimised. Improving performance in terms of,
say, the customer perspective could easily lead to a need to spend more on
marketing. Similarly, analysing the non-financial perspectives could lead to
additional outlays on one area, such as learning and growth, being paid for by
excessive savings on, say, business perspective.
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Section 2
Back catalogue
The fact that Belboa is being acquired means that Trevel will have to value the
company’s identifiable assets in accordance with IFRS 3 Business combinations.
The prospective subsidiary’s back catalogue is a potentially valuable intangible
asset that will have to be valued. Trevel will attach a value to all of the recordings
in Belboa’s back catalogue, with no regard for how Belboa acquired them whether through acquisition or recording them under contract. The initial
valuation will be based on the fair value of the tracks, with an estimate being
based on the revenues that the tracks could be expected to create.
Immediately after the acquisition, Belboa’s back catalogue will be included in
Group intangible assets at cost, with an accumulated amortisation to date of
zero. That cost will be written off over the expected useful lives of the tracks,
which will take account of historical earnings and the likelihood that any track is
likely to have a finite commercial life. The fact that Belboa assumed a life of ten
years does not mean that Trevel should amortise these assets over that same
period. The possibility of impairment should also be considered every year,
particularly in respect of albums released by artists who have gone out of favour.
Interpretation
The valuation will have no direct impact on the Trevel Group’s net assets. The
fair value of the consideration paid for Belboa will be split between identifiable
assets and goodwill on the acquisition and so the higher the value attributed to
the back catalogue the smaller the goodwill. In theory, that means that some
ratios will be unaffected by the valuation. For example, both debt and equity will
be the same and so the gearing ratio will be unaffected. The problem is that
investors may regard goodwill as a rather soft asset that has no realisable value
and so they might restate the consolidated statement of financial position to
attach a value of zero. The lower the value attached to intangibles, the greater
the impact of any such adjustment.
The valuation will also affect the annual amortisation charge, which will have an
impact on profit and profitability ratios. The higher the valuation, the lower the
operating profit and so the smaller the return on capital employed and gross profit
percentage. The higher the value attributed to the asset, the greater the risk of a
sizeable impairment adjustment, which would also reduce the profitability ratios
and would introduce some volatility into reported earnings.
The valuation could also have an impact on efficiency ratios, most particularly
the asset turnover ratio. Increasing the value of non-current assets will decrease
the revenue per F$ of assets and so Trevel will appear to be less efficient.
The fact that the value attributed to the back catalogue is a matter of conjecture
will mean that better-educated readers will take the nature of the assets into
account when calculating ratios. For example, the amortisation figure might be
added back, to draw a meaningful comparison with a recording company that
has only internally-generated intangibles, which would not be reflected in its
financial statements.
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Product lifecycle
The biggest problem is that the lifecycle of any given piece of music could last
from a very short period to many years. In the worst possible case, a recording
may not attract much interest from the market and it may never generate a
meaningful amount of revenue. At the other extreme, a piece of music may
continue to be popular for many years, possibly decades.
The popularity of a piece of music can be restored without a great deal of warning
and without necessarily being managed by the recording company. For example,
a movie company might select a particular piece to serve as the soundtrack of
an iconic scene and that could lead to an almost forgotten piece becoming
popular again. Trevel cannot do a great deal to exploit such opportunities, other
than to offer movie makers as much help as possible in supporting their use of
Trevel’s back catalogue.
Changing technology has an impact on how the lifecycle works. When music was
sold on physical media, there would come a point where most potential buyers
of an album already had a copy and would not require another. Now that digital
streaming is becoming increasingly common, Trevel will now receive a royalty of
a few F$ cents every time a track is played, which is a major positive
development. On the other hand, when Trevel releases a new album, listeners
may focus on the singles and a few popular tracks and pay little attention to the
rest. That could mean that much of the back catalogue will consist of tracks that
have rarely been played and that yield very little revenue.
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Section 3
Project
Trevel’s Board would have to start by defining the objectives of the project so
that the project team had a clear understanding of what is being asked of them.
The objectives should include a statement of the desired outcome so that the
endpoint can be understood and identified. That will be complicated in this case
because Trevel and Belboa are already using their back catalogues to generate
revenues and so the Board will have to clarify exactly what the project will entail
and how it will benefit the Trevel Group.
A project team should be established to ensure that all relevant business
disciplines are applied in the management of the launch. The team should be led
by a designated team leader whose background reflects the area in which the
project should focus. In this case, that is likely to be marketing because the
Group already has the products in place and the relaunch is essentially about
revisiting the approach that is taken to marketing that music. The team should
include some members from Belboa, who may have ideas or business contacts
that would enable them to offer advice about the marketing of the particular
genres of music that are being acquired.
The project team should be given various deadlines and interim supporting dates
so that they are encouraged to work towards a designated endpoint. The Board
should review progress, with the intention that the relaunch will be completed
and then the ongoing exploitation of the back catalogue will become an element
of ongoing operations.
Digital sources
This is a task that could use big data analytics to great effect because there are
a great many data sources available to Trevel and it would be potentially useful
to bring those together. These sources include historical revenues from albums
and individual tracks, the frequency with which music is played on the radio and
comments on social media. Ideally, Trevel would wish to determine whether
there are relationships that might be exploited to good effect in deciding what
music to promote. For example, is there any evidence of the effectiveness of past
marketing efforts? Does promotional activity boost the sales of the albums or
artists that are being promoted, or might it encourage sales of the genre of music
that they represent?
Big data analytics might also help Trevel to identify music that has the potential
to sell well because of an underlying interest expressed on social media. For
example, if there are frequent requests for the name of a piece of music that is
the background to a television advert then Trevel should check whether it owns
the rights to that music in its back catalogue and promote it in the hope that it will
sell well.
Trevel should conduct a separate analysis of Belboa’s revenues using these
techniques because the company has built a significant back catalogue. That
may be due to successful marketing rather than simply skill in the recruitment of
artists and the recording process. Trevel should explore the approach that
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Belboa has taken to directing its marketing activities, including how it has
collected and interpreted statistics.
Transfer prices
Ideally, transfer prices should reflect the opportunity costs associated with
internal transfers, so that internal trading is optimised. There is no real
opportunity cost to Belboa in having any given piece of music streamed by
Trevel’s Marketing and Promotions Department. The music itself has been
recorded and the commercial lives of the digital recordings are limited only to the
extent of the popularity of the music.
Trevel’s streaming companies could argue that the only real cost to Belboa of
generating revenue from a track is the royalty that must be paid to the artist when
a track is downloaded or streamed. In the unlikely event that Belboa agreed to
such a small price, that could lead to a preference for promoting the streaming
of Belboa’s back catalogue rather than Trevel’s. Any such distortion of
promotional activities could create problems with current artists who also have
back catalogue albums because they might be concerned that Trevel is not
working to maximise their revenues.
Given the popularity of Belboa’s strong back catalogue, its management team
might be tempted to argue that Trevel needs to do very little to promote music
that is already, in a sense, selling itself through its ongoing popularity. That could
lead to arguments that Trevel should pay a premium for Belboa’s music, which
could further encourage dysfunctional behaviour.
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Section 4
Impairment
The impairment adjustment will reduce operating profits for the year. That
decrease will amount to F$200 million for Belboa’s back catalogue and F$397.4
million for Trevel’s. That adjustment will also reduce Group equity, which
complicates the determination of the impact on ROCE because both the
numerator and the denominator are being reduced. Historically, the Trevel
Group’s operating profit has been smaller than its capital employed, so the
proportionate decrease in return will be greater than that on capital employed
and so ROCE will probably decrease.
The impairment adjustment will decrease equity but will not affect non-current
liabilities, so the overall impact on gearing will be to increase the percentage.
Thus, the overall effect will be to make the Trevel Group appear both less
profitable and riskier.
Paradoxically, in future years, the impairment adjustment will reduce the
amortisation charges on intangibles and so operating profits will increase. That
may lead to a slight recovery in ROCE because increasing operating profit and
equity by the same amount will lead to a greater proportionate increase in the
numerator. The increased operating profit should also help to restore equity
without affecting debt, although it is unlikely to do so by enough to have a marked
impact on gearing.
Communication concerning losses
The starting point would be to talk to the artists’ agents in the first instance. The
agents are supposed to be the artists’ commercial advisers and so they should
be better equipped to understand the impact of an impairment adjustment and to
explain that to their clients.
It should be made clear to the artists that the impairment adjustment does not
alter the fact that Trevel’s business model involves creating music and marketing
it to generate revenues. Trevel will continue to make every attempt to generate
revenues from its back catalogue and so artists should be reassured that the
company will do its best to maximise their royalties in the future.
It should be made clear that the impairment adjustment is an accounting entry
that will not affect the artists directly. Trevel is simply taking a cautious view of
asset values because of a single disappointing marketing campaign and so the
artists should not become unduly concerned.
We should explain that the music industry as a whole has been experiencing
problems and that artists should not become dissatisfied by Trevel. The Trevel
Group remains a significant part of the music business and so its artists should
be encouraged to maintain their support and to focus on creating music that will
continue to attract revenues from fans.
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Future promotions of back catalogue
It could be argued that this is a potentially isolated incident and that Trevel has
chosen the wrong albums to promote or has failed to promote them effectively.
Logically, Trevel should aim to learn as much as it can about this failed relaunch
to determine whether there were mistakes that could be avoided in the future.
It could be that the concept of “Forgotten Memories” misses the point of a back
catalogue and that some music is unlikely to recover its initial appeal. Back
catalogues contain a mixture of classic albums that will continue to generate
revenue with little or no active promotion and other music that people do not
choose to listen to. It will always be tempting to attempt to broaden the appeal of
the entire back catalogue, but this failure may suggest that that is an unrealistic
goal. Consumers may simply wish to listen to a mixture of new releases and
established favourites and so any promotion of the back catalogue might be best
directed at reinforcing the popularity of classic albums.
The disappointing result may also imply that changes to how music is consumed
has altered the potential for earning revenue from the back catalogue. The
growth of subscription to streaming sites means that music lovers can listen to
new releases at no additional cost. In the short to medium term, they might not
be interested in listening to older music, at least until the novelty of streaming
anything they wish has worn off.
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MANAGEMENT CASE STUDY FEBRUARY 2020
EXAM ANSWERS
Variant 3
These answers have been provided by CIMA for information purposes only. The answers
created are indicative of a response that could be given by a good candidate. They are
not to be considered exhaustive, and other appropriate relevant responses would
receive credit.
CIMA will not accept challenges to these answers on the basis of academic judgement.

Section 1
Negotiating compensation
Trevel is negotiating with the members of a small folk group, who may believe
that Trevel can afford to pay a substantial amount simply to bring matters to a
speedy conclusion. Trevel’s Board is likely to feel that it would be unacceptable
to pay more than is justified because that would be a waste of the shareholder’s
money. The different perspectives will complicate the negotiation. Public
relations will further complicate matters. The folk group could also take account
of the fact that Trevel will not wish to be seen to be breaching copyright and
bullying a small group of musicians from a poor country.
The folk group could apply the sanction of telling Trevel to stop using its copyright
material in the background of Bentana’s song, which could prove disruptive. That
would then require the track to be withdrawn until it could be remixed with the
offending sample removed. If the musicians took this approach then it could cost
Trevel a great deal in terms of lost revenues, including the need to recall any
digital downloads that have been sold.
The fact that Trevel’s engineers deny the accusation that the sample was stolen
in this way is a further complication. Ultimately, it may be necessary to argue in
court as to whether a breach has occurred. The fact that the music sounds the
same to an untrained ear does not mean that a theft has occurred. It may be
necessary to have evidence from expert witnesses as to the extent of the alleged
similarity and the cost of responding to the accusation may be greater than the
cost of paying even an inflated compensation.
Need for provision
The need for a provision should be considered in terms of the requirements of
IAS 37 Provisions, contingent liabilities and contingent assets. A provision will be
required if Trevel has incurred a liability of uncertain timing or amount, which may
be the case. Trevel has released a music track that includes content that may
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breach copyright, so the question of whether a liability has been incurred
depends on whether the claim against Trevel can be substantiated.
To be recognised, IAS 37 requires that it is probable that Trevel will suffer an
outflow and that the outflow can be estimated reliably. Trevel denies the claim,
although that need not be sufficient to prevent a court from finding that copyright
has been breached. So there is uncertainty. The compensation for this breach is
also open to negotiation because nothing has been agreed with the folk group
who claim to have been copied, so there is no reliable estimate.
As things stand, there is no possibility of a provision in Trevel’s financial
statements because there is too much doubt about the amount payable. That will
only change if Trevel makes an offer that is likely to be accepted, in which case
the offer would become a constructive obligation and so would be deemed
payable. In the absence of such clarification, the claim would be reflected in the
notes to Trevel’s financial statements as a contingent liability.

Charges to responsibility centres
It makes sense for the A&R Department to bear the cost of creating any new
album, including studio costs, backing musicians’ fees and the cost of samples
because those are costs that can be controlled by A&R. The compensation claim
is not controllable. It may be that Trevel’s producer was misled over the source
of the piece of music or that the melody was written by someone who accidentally
created a copy of the folk group’s original. Charging the cost of settling the claim
to A&R’s budget would be misleading and could demotivate the management
team by creating the impression that they are being held responsible for some
wrongdoing.
The Legal Department has a little more control over the cost of settling the claim,
which might create an argument for charging the cost to them. Legal could,
however, counter that it was not responsible for the circumstances that led to the
need to make this settlement and so they could claim that they had little control
over the cost. This is a more complicated argument than that relating to A&R
because the Legal Department has a clear responsibility to ensure that everyone
involved in the creation of music is aware of the principles of copyright and the
need to respect the ownership of intellectual property.
This case might create a very difficult precedent for the Finance Department. It
is to be hoped that successful legal claims against the company will be so rare
that they should not be budgeted or incorporated into the routine costing system.
If that is the case then the costs should be recorded in a manner that recognises
the loss to Trevel as a whole, but that also avoided allocating undeserved blame.
It may be appropriate to recognise the settlement as a “Head Office” cost so that
all managers are aware of the need to take care.
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Section 2
NPV of software
It will be difficult to estimate the cash flows that the software will generate
because it is unclear how we will benefit from using the software. In theory, the
software might prevent a repeat of events such as the allegation that we
breached copyright, but the huge fuss that we created when we were accused
indicates that it is not a normal or frequent occurrence for us to be accused in
that manner. If we buy the software then we should be able to reduce the risk of
a recurrence, so that we can buy the rights to any music that we wish to use. It
would also prevent anyone else from using the software against us because we
would have sole rights. Unfortunately, there are likely to be other packages
developed to do a similar job and those will be available to other users and so
any competitive advantage that we obtain is likely to be restricted to the short
term.
The cash flows arising from the software’s ability to generate “new” music from
combining existing music would also be difficult to predict. Recording artists may
be uncomfortable with music that has been composed by a computer algorithm
and so the software will not always lead to reduced royalty costs. Trevel is a
record label with access to skilled musicians. Replacing composers with software
may lead to a loss of talent, helping competing labels to produce superior music.
A human composer can create music that stirs specific emotions and that is likely
to be beyond the capability of this software. For example, it may be possible to
compose some background music for a movie soundtrack, but it is unlikely that
it would be possible to specify that it should be an acceptable background to,
say, a car chase.
The threat of competing versions of this software further complicates the
determination of NPV. The F$12 million investment will be a sunk cost if a
superior version of the software is launched by a competing vendor. That may
lead to the investment being written off to benefit from the superior capabilities
of a newer package. The required rate of return on this investment will have to
take the possibility of further investment into account. It seems likely that Trevel
would derive more benefit from a licence to use the new software.
Business model
Trevel’s existing business model emphasises creativity and being at the forefront
of innovative trends in the music industry. This software appears to be designed
to copy existing music and to adapt it so that it is sufficiently different to avoid
accusations of breach of copyright. The extent to which the software supports
the existing business model depends on the extent to which it can generate
music that appeals to the market. It may be that popular music lends itself to this
process and that the software will support the business model. The question is
whether the music that is generated is enjoyable to listen to. It would be
necessary to experiment to establish whether it is or not.
Trevel does not have a particular interest at present in creating music for adverts
or movie soundtracks and that does not seem particularly consistent with the

February 2020

3

Management Case Study Exam

idea of developing innovative new music. Background music in film and television
is not intended to divert the listener’s attention from the story or the product being
advertised. Presumably, some companies exist to serve this market and so
Trevel would be competing against specialists in this field. Trevel’s ability to
compete would rely on the effectiveness of an unproven piece of software.
Breaking into this market could prove to be a significant distraction from pursuing
and implementing the strategy that has worked well in the past.
Trevel’s business model also encompasses the generation of revenue from its
back catalogue. It
appears that the software could assist Trevel in
recommending music that might be suitable for movie or television soundtracks.
Apart from the royalties that such a service might help generate, any increase in
the exposure of tracks from the back catalogue could boost their popularity
amongst consumers. Given the size of Trevel’s back catalogue, it would be
difficult to recommend from across the whole range of music that is available for
this purpose. In this case, the service would essentially be a supplement to the
existing business model rather than a new model in itself.
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Section 3
Goodwill
IFRS 3 Business combinations require that the identifiable assets should be
valued at their fair value, with the total of those fair values being taken into
account when setting the value for goodwill. The assets recognised in Softsono’s
latest statement of financial position comprise IT equipment and office furniture,
shown at book value. Determining the fair value of those assets will be
complicated by the fact that the book value of IT equipment could easily exceed
its fair value because the book value reflects the estimated useful life of the
equipment. A PC could be expected to be perfectly serviceable for, say, ten years
even though it could be regarded as obsolete and have very little market value.
The lack of resale value could also make it difficult to observe fair values.
The Soundpattirn software will also create challenges with regard to market
value. This is a unique item of software that has not yet been brought to market.
That means that any valuation based on future cash flows will rely on forecasts
and estimates. The fact that the software has not yet been released means that
there can be no guarantee that it will attract significant revenues. At best,
Softsono will only be able to offer market research to support claims about the
software’s value. The fact that the software has not been released also creates
concerns that it might not be fully tested for bugs and other problems. The fact
that Trevel is insisting that the founder remain as chief programmer heightens
those concerns. It may be necessary to place little or no value on the software,
which could lead to most of the F$60 million payment being applied to goodwill.
Debt v equity
Regardless of how the acquisition is funded, the purchase of Softsono will
increase the Group’s net assets by F$60 million. That will be reflected in an
increase of the same amount in either debt or equity.
The Group’s gearing is presently 1,377.3/(1,377.3+2,358.3) = 37%, which is a
relatively high amount. If the company uses debt then gearing will increase to
1,437.3/(1,437.3+2,158.3) = 38%, which is not a huge increase, but it could push
the group closer to, or even over, any gearing limits agreed with existing lenders.
Conversely, the use of equity would lead to a slight decrease to
1,377.3/(1,377.3+2,418.3) = 36%, which would be a slightly reassuring
decrease.
The nature of the proposed investment is also significant because the F$60
million is to be invested in high-risk software that may not prove to be a
commercial success. If Trevel’s new subsidiary fails then the goodwill may have
to be written off through an impairment adjustment, which will reduce both group
assets and equity, making any increase in gearing all the more significant.
Increasing debt will also increase finance costs, which would have no direct
impact on operating profit and so ROCE would be unaffected. That would not,
however, alter the fact that the additional finance costs would reduce the profit
for the year, which is already declining because of the contraction of the music
market.
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Managing costs
Softsono was founded to enable a team of programmers to collaborate on the
creation of an ambitious piece of software. The programmers have not yet had
to consider the need to manage operating costs and make a profit. The
company’s only activity has been development and testing of software, so it
would appear that they all come from a programming background and may
struggle with the idea that they will have to start earning a profit rather than simply
writing code. The subsidiary staff may resist attempts by Trevel to set budgets
and to restrict costs once the company becomes a part of the Group. The
management of Trevel will also struggle because they have little experience of
the management of a software company and so it will be difficult to know what a
realistic budget for costs would be.
The fact that the Soundpattirn software is approaching completion could lead to
a need to reduce the number of programmers, but that could involve
redundancies, which might be resisted by the management team. The founder
may resist attempts to cut staffing in that area because of a sense of loyalty to
people who have been with the company almost since the start. Trevel may be
faced with claims that programming staff are necessary to maintain and improve
the software. The founder may also claim to have further ideas for new products
that ought to be developed, thereby making it even more difficult to reduce and
manage staff costs.
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Section 4
Pricing strategy
The most realistic strategy would be to offer a penetration pricing approach,
setting a relatively low price to attract customers immediately after launch. In the
short term, increased sales volume will generate significant publicity, which will
promote further sales. The first wave of buyers will use these tunes on their social
media posts and their mobile phones and that will encourage others to buy
copies so that they can create personalised tunes of their own. The low price can
be set for a limited period. Customers may be more inclined to buy if they feel
that they are being offered a bargain that will expire after, say, a month.
One big advantage in building a customer base through an initial penetration
pricing strategy is that Trevel can launch an upgraded version of the software
after several months. Existing customers can be offered the opportunity to create
enhanced versions of their tunes at a discounted cost. Over time, Trevel will
generate a significant quantity of revenue from customers who buy successive
upgrades. The marginal cost of marketing upgrades will be minimal because
registered users will provide Trevel with their email addresses and so they can
be contacted directly. The initial release of the software could even exclude some
desirable features so that there is a designated upgrade path.
Project lead
Strategy and operations should be involved because this is a completely new
direction for Trevel. The implementation of the new strategy of creating and
selling software will require careful planning that is well integrated with the overall
business model of creating music and generating revenue from it. The
Department should have managers who are experienced in considering the
implications of different business strategies and in advising on their successful
implementation. This department is responsible for operations, including
technology, within Trevel and so it would be a suitable department to take overall
responsibility for leadership. Doing so would focus the project on overall
implementation.
Marketing and Business Development should be represented on the project
team. The whole point of this project is to create a new product that will be sold
alongside Trevel’s traditional product range. Marketing will be crucial to make the
project a commercial success. The Marketing Department should be responsible
for defining the key market need that the software will address and in developing
a selling proposition. Involving Marketing in this capacity will ensure that all
communications to the market are consistent and that any synergies with the
sale of music are identified and exploited.
The Finance Department will have to be represented to ensure that the project
is properly funded and implemented with due regard for plans and budgets. The
launch will require expenditure or advertising and promotional activities and
those will have to be budgeted to ensure that Trevel obtains proper value for
money. The ongoing implementation will also have to be studied to ensure that
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the software business is being managed properly and any need for corrective
action is understood and addressed.
Transfer price
The nature of internal trade will have to be determined. Softsono will not have a
product unless it makes use of a resource provided by Trevel. The software takes
a brief extract from an existing music track and adapts it in line with customers’
tastes to create a unique snatch of music. In that case, it could be argued that
value is being obtained from the back catalogue, even though it could be argued
that Softsono is creating a unique snatch of music. The concern that the service
is restricted to Trevel’s back catalogue to avoid complaints of copyright
infringement from other record labels, could reinforce the argument that value is
being derived from the use of the original music.
Determining the amount of the payment is complicated by the fact that the
opportunity costs are difficult to evaluate if, indeed, there are opportunity costs.
Softsono’s sales are dependent on having access to music that can be adapted,
so the opportunity cost of refusing access is either the total loss of sales or the
amounts that would be charged if the rights to use music were purchased from
competing labels. The opportunity cost to Trevel’s existing subsidiaries may be
zero because applying the software to a track will not involve any additional cost.
There could, however, be an argument that hearing snatches of music from
popular tracks will lead to listeners becoming bored with those tracks and so
Softsono might have to make a payment that compensates for potential loss of
revenues.
There does not appear to be an optimal pricing basis. It seems likely that the
transfer price will have to be determined by negotiation or through the imposition
of a pricing mechanism by Trevel’s Board, which would be potentially simpler
than relying on market forces.
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Management Level Case Study February 2020
Marking Guidance
Variant 1
About this marking scheme
This marking scheme has been prepared for the CIMA 2019 Professional Qualification Management Case Study [Feb 2020].
The indicative answers will show the expected or most orthodox approach; however, the nature of the case study
examination tasks means that a range of responses will be valid. The descriptors within this level-based marking scheme are
holistic and can accommodate a range of acceptable responses.
General marking guidance is given below, markers are subject to extensive training and standardisation activities and
ongoing monitoring to ensure that judgements are being made correctly and consistently.
Care must be taken not to make too many assumptions about future marking schemes on the basis of this document. While
the guiding principles remain constant, details may change depending on the content of a particular case study examination
form.
General marking guidance
•

Marking schemes should be applied positively, with candidates rewarded for what they have demonstrated and not
penalised for omissions.

•

All marks on the scheme are designed to be awarded and full marks should be awarded when all level descriptor
criteria are met.

•

The marking scheme and indicative answers are provided as a guide to markers. They are not intended to be
exhaustive and other valid approaches must be rewarded. Equally, students do not have to make all of the points
mentioned in the indicative answers to receive the highest level of the marking scheme.

•

An answer which does not address the requirements of the task must be awarded 0 marks.

•

Markers should mark according to the marking scheme and not their perception of where the passing standard may
lie.
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•

Where markers are in doubt as to the application of the marking scheme to a particular candidate script, they must
contact their lead marker.

How to use this levels-based marking scheme
1. Read the candidate’s response in full
2. Select the level
• For each trait in the marking scheme, read each level descriptor and select one, using a best-fit approach.
• The response does not need to meet all of the criteria of the level descriptor – it should be placed at the level when it
meets more of the criteria of this level than the criteria of the other levels.
• If the work fits more than one level, judge which one provides the best match.
• If the work is on the borderline between two levels, then it should be placed either at the top of the lower band or the
bottom of the higher band, depending on where it fits best.
3. Select a mark within the level
•
•
•

Once you have selected the level, you will need to choose the mark to apply.
A small range of marks may be given at each level. You will need to use your professional judgement to decide which
mark to allocate.
If the answer is of high quality and convincingly meets the requirements of the level, then you should award the
highest mark available. If not, then you should award a lower mark within the range available, making a judgement on
the overall quality of the answer in relation to the level descriptor.
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Summary of the core activities tested within each sub task
Sub Task Core Activity

Section 1
(a)
(b)
Section 2
(a)
(b)
Section 3
(a)
(b)
Section 4
(a)
(b)

Sub task
weighting
(%
section
time)

C. Effect on value chain
A. Revising business model

50%
50%

D. External factors
B. Project management issues

40%
60%

A. Pricing
D. Ratios

40%
60%

E. Goodwill
C. Investment centre

60%
40%
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SECTION 1
Task (a): How would the release of a significant proportion of our back catalogue affect Trevel’s value chain?
Trait
Defining
Level
Descriptor
Marks
changes
No rewardable material
0
Level 1
Offers a brief overview of changes to the value chain
1
Level 2
Offers a clear overview of changes to the value chain
2-3
Level 3
Offers a clear and full overview of changes to the value chain
4
Impacts on
Level
Descriptor
Marks
value chain
No rewardable material
0
Level 1
Offers a limited discussion of the impacts on the value chain
1-3
Level 2
Offers a clear discussion of the impacts on the value chain
4-6
Level 3
Offers a clear and comprehensive discussion of the impacts on the
7-9
value chain
Task (b): Discuss from a business perspective, Anna’s enthusiasm for the launch of fragile and bulky physical

media to replace digital media that can be delivered online.
Trait
Declining
digital

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies a single criterion for evaluating disadvantages of digital to
business model
Identifies some valid criteria for evaluating disadvantages of digital
to business model
Identifies a full selection of valid criteria for evaluating
disadvantages of digital to business model
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Marks
0
1-2
3-4
5-6

4

SECTION 1 (continued)
Trait
Vinyl positives Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies a single criterion for evaluating advantages of vinyl to
business model
Identifies some valid criteria for evaluating advantages of vinyl to
business model
Identifies a full selection of valid criteria for evaluating advantages
of vinyl to business model
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Marks
0
1-2
3-4
5-6

5

SECTION 2
Task (a): Recommend, with reasons, five key external factors that would determine the viability of the proposal to

make the back catalogue available on vinyl.
Trait
Key factors

Level

Reasons

Level 1
Level 2
Level 3
Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Recommends a single relevant factor
Recommends two or three relevant factors
Recommends five relevant factors
Descriptor
No rewardable material
Offers reasonable justification for one recommendation
Offers reasonable justification for two or three recommendations
Offers reasonable justification for four or five recommendations

Marks
0
1
2-3
4-5
Marks
0
1
2-3
4-5

Task (b): Identify and evaluate the key project management issues associated with the launch of Trevel’s back

catalogue on vinyl.
Trait
Initiation and
planning

Level
Level 1
Level 2
Level 3

Execution to
closure

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies issues arising at the initiation and planning stages
Produces a clear explanation of issues arising at the initiation and
planning stages
Produces a clear and comprehensive explanation of issues arising
at the initiation and planning stages
Descriptor
No rewardable material
Identifies issues arising at the stages from execution to closure
Produces a clear explanation of issues arising at the stages from
execution to closure
Produces a clear and comprehensive explanation of issues arising
at the stages from execution to closure
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Marks
0
1-2
3-4
5-6
Marks
0
1-3
4-6
7-9

6

SECTION 3
Task (a): Discuss the factors that we should consider when setting the selling price for vinyl records and please

recommend, with reasons, the pricing strategy we should adopt.
Trait
Optimal
pricing

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers some discussion of pricing strategy or simply describes
available strategies
Recommends a satisfactory pricing strategy with some justification
Recommends a satisfactory pricing strategy and offers full
justification

Marks
0
1-3
4-7
8-10

Task (b): Identify the key accounting ratios that will be affected by this venture and explain whether they will

improve or deteriorate. There is no need to calculate the actual ratios.
Trait
Profitability
ratios

Level
Level 1
Level 2
Level 3

Other ratios

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies profitability ratios and offers some discussion of
movements
Identifies profitability ratios and offers justification for assertions re
movements
Identifies profitability ratios and fully explains and justifies
justification for assertions re movements
Descriptor
No rewardable material
Identifies other key ratios and offers some discussion of
movements
Identifies other key ratios and offers justification for assertions re
movements
Identifies other key ratios and fully explains and justifies justification
for assertions re movements
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Marks
0
1-3
4-6
7-9
Marks
0
1-2
3-4
5-6

7

SECTION 4
Task (a): What challenges would we face in determining the goodwill on the acquisition of 100% of Steampress

Vinyl’s equity.
Trait
Assets

Level
Level 1
Level 2
Level 3

Liabilities

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Discusses some issues relating to the valuation of assets
Offers clear discussion relating to the valuation of assets
Offers clear and comprehensive discussion relating to valuation of
assets
Descriptor
No rewardable material
Discusses some issues relating to the valuation of liabilities
Offers clear discussion relating to the valuation of liabilities
Offers clear and comprehensive discussion relating to the valuation
of liabilities

Marks
0
1-4
5-8
9-12
Marks
0
1
2
3

Task (b): Assuming that we make this acquisition, whether we should leave the resulting subsidiary company to

operate independently as a separate investment centre within the Trevel Group.
Trait
Responsibility
issues

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers an overview of different types of responsibility centre
Offers relevant discussion of the suitability of investment centre
Offers clear and comprehensive discussion of the suitability of
investment centre
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Marks
0
1-3
4-7
8-10

8

Management Level Case Study February 2020
Marking Guidance
Variant 2
About this marking scheme
This marking scheme has been prepared for the CIMA 2019 Professional Qualification Management Case Study [Feb 2020].
The indicative answers will show the expected or most orthodox approach; however, the nature of the case study
examination tasks means that a range of responses will be valid. The descriptors within this level-based marking scheme are
holistic and can accommodate a range of acceptable responses.
General marking guidance is given below, markers are subject to extensive training and standardisation activities and
ongoing monitoring to ensure that judgements are being made correctly and consistently.
Care must be taken not to make too many assumptions about future marking schemes on the basis of this document. While
the guiding principles remain constant, details may change depending on the content of a particular case study examination
form.
General marking guidance
•

Marking schemes should be applied positively, with candidates rewarded for what they have demonstrated and not
penalised for omissions.

•

All marks on the scheme are designed to be awarded and full marks should be awarded when all level descriptor
criteria are met.

•

The marking scheme and indicative answers are provided as a guide to markers. They are not intended to be
exhaustive and other valid approaches must be rewarded. Equally, students do not have to make all of the points
mentioned in the indicative answers to receive the highest level of the marking scheme.

•

An answer which does not address the requirements of the task must be awarded 0 marks.

•

Markers should mark according to the marking scheme and not their perception of where the passing standard may
lie.

•

Where markers are in doubt as to the application of the marking scheme to a particular candidate script, they must
contact their lead marker.

How to use this levels-based marking scheme
1. Read the candidate’s response in full
2. Select the level
• For each trait in the marking scheme, read each level descriptor and select one, using a best-fit approach.
• The response does not need to meet all of the criteria of the level descriptor – it should be placed at the level when it
meets more of the criteria of this level than the criteria of the other levels.
• If the work fits more than one level, judge which one provides the best match.
• If the work is on the borderline between two levels, then it should be placed either at the top of the lower band or the
bottom of the higher band, depending on where it fits best.
3. Select a mark within the level
•
•
•

Once you have selected the level, you will need to choose the mark to apply.
A small range of marks may be given at each level. You will need to use your professional judgement to decide which
mark to allocate.
If the answer is of high quality and convincingly meets the requirements of the level, then you should award the
highest mark available. If not, then you should award a lower mark within the range available, making a judgement on
the overall quality of the answer in relation to the level descriptor.

Summary of the core activities tested within each subtask
Sub Task Core Activity

Section 1
(a)
(b)
Section 2
(a)
(b)
(c)
Section 3
(a)
(b)
(c)
Section 4
(a)
(b)
(c)

Subtask
weighting
(%
sectiontime)

A. Conflict over the business model
C. Balanced scorecard

50%
50%

E. Back catalogue
D. Interpretation
C. Product lifecycle

34%
33%
33%

B. Project
A. Digital sources
E. Transfer prices

34%
33%
33%

D. Impairment
E. Communication concerning losses
B. Future promotions of back catalogue

34%
33%
33%

SECTION 1
Task (a): An evaluation of the argument that it is a bad thing for senior managers to be in conflict over the

business model.
Trait
Problems

Benefits

Level
Level 1
Level 2
Level 3
Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers a limited discussion of problems
Offers a clear discussion of problems
Offers a clear and comprehensive discussion of problems
Descriptor
No rewardable material
Offers a brief acknowledgement of the need to challenge model
Offers a clear acknowledgement of the need to challenge model
Offers a clear and justified acknowledgement of the need to
challenge model

Marks
0
1-3
4-6
7-9
Marks
0
1
2
3

Task (b): An evaluation of the argument that a balanced scorecard for Marketing and Business Development

would help optimise the marketing spend.
Trait
Emphasis

Level
Level 1
Level 2
Level 3

Budgeting

Level
Level 1

Descriptor
No rewardable material
Offers a limited overview of the impact of BSC on emphasis
attached to key matters
Offers a clear discussion of the impact of BSC on emphasis
attached to key matters
Offers a clear and comprehensive discussion of the impact of BSC
on emphasis attached to key matters
Descriptor
No rewardable material
Offers a limited overview of the impact of BSC on the approach
taken to budgeting and planning

Marks
0
1-2
3-5
6-7
Marks
0
1-2

Level 2
Level 3

Offers a clear discussion of the impact of BSC on the approach
taken to budgeting and planning
Offers a clear and comprehensive discussion of the impact of BSC
on the approach taken to budgeting and planning

3-4
5-6

SECTION 2
Task (a): How will Belboa’s back catalogue be accounted for by the Trevel Group at the date of acquisition and

subsequently?
Trait
Assets

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers a brief overview of accounting treatment
Offers a clear description of accounting treatment
Offers a clear description, with justification, of accounting treatment

Marks
0
1-3
4-6
7-9

Task (b): What impact will the valuation attached to Belboa’s back catalogue have for the interpretation of the

Trevel Group’s financial statements?
Trait
Ratios

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers a limited discussion of ratios
Offers a clear discussion of ratios that would be affected
Offers a clear discussion of ratios that would be affected, with good
justification

Marks
0
1-2
3-5
6-8

SECTION 2 (continued)
Task (c): What are the challenges in using the product lifecycle in deciding how best to promote the recordings

in Belboa’s back catalogue in order to generate revenues?
Trait
Lifecycle

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers a limited overview of challenges in using lifecycle
Offers a clear discussion of challenges in using lifecycle
Offers a clear and comprehensive discussion of challenges in using
lifecycle

Marks
0
1-2
3-5
6-8

SECTION 3
Task (a): How should we structure the relaunch of our recently expanded back catalogue as a project?
Trait
Project
Level
Descriptor
Marks
No rewardable material
0
Level 1
Outlines project stages
1-3
Level 2
Recommends a realistic approach to project structure
4-6
Level 3
Recommends a realistic approach to project structure, with good
7-9
justification
Task (b): How could we use big data analytics and other digital sources to determine which back catalogue

albums to invest time and money on promoting?
Trait
Sources

Level
Level 1

Descriptor
No rewardable material
Describes Big Data and Four Vs

Marks

Level 2

Recommends a viable approach to data analysis

3-5

Level 3

Recommends a viable approach to data analysis, with good
justification

6-8

0
1-2

Task (c): What are the challenges associated with setting transfer prices for the use of Belboa’s back catalogue

by Trevel’s streaming companies?
Trait
Transfer
prices

Level
Level 1

Descriptor
No rewardable material
Describes transfer pricing strategies

Marks

Level 2

Offers a clear description of challenges

3-5

Level 3

Offers a clear description of challenges, with good justification

6-8

0
1-2

SECTION 4
Task (a): How will the impairment adjustment affect Trevel’s return on capital employed and gearing ratios in the

short term and longer-term future? I am not looking for any calculations, just an explanation, stating reasons.
Trait
Impairment

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Asserts change with limited justification
Clear explanation of change
Clear explanation of change, with justification

Marks
0
1-3
4-6
7-9

Task (b): How should the decision to recognise an impairment loss on the back catalogue be communicated to

the artists (who will undoubtedly have their business managers study our financial statements carefully) so that
we minimise the risk of losing their support?
Trait
Communication Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Repeats issues to be communicated
Discusses approach to communication
Discusses approach to communication with justification in terms of
commercial issues

Marks
0
1-2
3-5
6-8

Task (c): To what extent does this disappointment suggest that we should not undertake further promotions of

back catalogue recordings?
Trait
Future
promotions

Level
Level 1

Descriptor
No rewardable material
Offers limited insight into implications

Marks
0
1-2

Level 2
Level 3

Offers clear discussion of implications
Offers clear and comprehensive discussion of implications

3-5
6-8
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Marking Guidance
Variant 3
About this marking scheme
This marking scheme has been prepared for the CIMA 2019 Professional Qualification Management Case Study [Feb 2020].
The indicative answers will show the expected or most orthodox approach; however, the nature of the case study
examination tasks means that a range of responses will be valid. The descriptors within this level-based marking scheme are
holistic and can accommodate a range of acceptable responses.
General marking guidance is given below, markers are subject to extensive training and standardisation activities and
ongoing monitoring to ensure that judgements are being made correctly and consistently.
Care must be taken not to make too many assumptions about future marking schemes on the basis of this document. While
the guiding principles remain constant, details may change depending on the content of a particular case study examination
form.
General marking guidance
•

Marking schemes should be applied positively, with candidates rewarded for what they have demonstrated and not
penalised for omissions.

•

All marks on the scheme are designed to be awarded and full marks should be awarded when all level descriptor
criteria are met.

•

The marking scheme and indicative answers are provided as a guide to markers. They are not intended to be
exhaustive and other valid approaches must be rewarded. Equally, students do not have to make all of the points
mentioned in the indicative answers to receive the highest level of the marking scheme.

•

An answer which does not address the requirements of the task must be awarded 0 marks.

•

Markers should mark according to the marking scheme and not their perception of where the passing standard may
lie.

•

Where markers are in doubt as to the application of the marking scheme to a particular candidate script, they must
contact their lead marker.

How to use this levels-based marking scheme
1. Read the candidate’s response in full
2. Select the level
• For each trait in the marking scheme, read each level descriptor and select one, using a best-fit approach.
• The response does not need to meet all of the criteria of the level descriptor – it should be placed at the level when it
meets more of the criteria of this level than the criteria of the other levels.
• If the work fits more than one level, judge which one provides the best match.
• If the work is on the borderline between two levels, then it should be placed either at the top of the lower band or the
bottom of the higher band, depending on where it fits best.
3. Select a mark within the level
•
•
•

Once you have selected the level, you will need to choose the mark to apply.
A small range of marks may be given at each level. You will need to use your professional judgement to decide which
mark to allocate.
If the answer is of high quality and convincingly meets the requirements of the level, then you should award the
highest mark available. If not, then you should award a lower mark within the range available, making a judgement on
the overall quality of the answer in relation to the level descriptor.

Summary of the core activities tested within each subtask
Sub Task Core Activity

Section 1
(a)
(b)
(c)
Section 2
(a)
(b)
Section 3
(a)
(b)
(c)
Section 4
(a)
(b)
(c)

Subtask
weighting
(%
sectiontime)

E. Negotiating compensation
D. Need for provision
C. Charges to responsibility centres

34%
33%
33%

A. NPV of software
D. Business model

50%
50%

E. Goodwill
B. Debt v Equity
C. Managing costs

34%
33%
33%

A. Pricing strategy
B. Project lead
E. Transfer price

34%
33%
33%

SECTION 1
Task (a): Identify the difficulties that we will face in negotiating compensation with Boniac, explaining why these

difficulties might arise.
Trait
Negotiating

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers general points, such as win-win
Discusses realistic challenges
Discusses realistic challenges, with good justification

Marks
0
1-3
4-6
6-9

Task (b): Explain how we should decide whether to make a provision for compensation to Boniac in Trevel’s

published financial statements?
Trait
Provision

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies accounting standard
Offers a logical application of standard to scenario
Offers a logical application of standard to scenario, with good
justification

Marks
0
1-2
3-5
6-8

Task (c): The cost of samples is normally charged to Artists and Repertoire (A&R) for budget purposes, but the

Head of A&R claims that the cost of settling this claim should be charged to our Legal Department instead.
Evaluate the Head of A&R’s claim.
Trait
Charges

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers a limited argument for the charge
Offers a relevant argument for the charge
Offers a relevant argument for the charge, supported with a sound
justification

Marks
0
1-2
3-5
6-8

SECTION 2
Task (a): Discuss the advantages and disadvantages of the use of this software by Trevel and the challenges of

using NPV to evaluate the investment.
Trait
Cash flows

Level
Level 1
Level 2
Level 3

Trait
Required rate

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers some explanation of forecasting problems
Offers a clear explanation of the problems of estimating cash flows
Offers a clear and comprehensive explanation of the problems of
estimating cash flows

Marks

Descriptor
No rewardable material
Identifies the need to determine required rate of return
Offers a clear explanation of difficulties of determining rate
Offers a clear explanation of difficulties of determining rate, with
good justification

Marks

0
1-3
4-6
7-9

0
1
2
3

Task (b): Explain, with reasons, whether the ability to analyse and recommend songs and create new music is

consistent with Trevel’s existing business model?
For
consistency

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies model and makes some comparison
Offers a clear contrast between the models
Offers a clear and well-supported contrast between the models

Marks
0
1-3
4-6
7-9

SECTION 2 (Continued)
Trait
Against
Level
consistency
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies the possibility of there being some synergy
Explains possibility of synergy
Explains possibility of synergy, with some justification

Marks
0
1
2-3
4

SECTION 3
Task (a): Explain the challenges associated with determining the goodwill on the acquisition of Softsono.
Trait
Goodwill
Level
Descriptor
Marks
No rewardable material
0
Level 1
Identifies relevant standard
1-3
Level 2
Offers logical application of standard
4-6
Level 3
Offers logical application of standard, with good justification
7-9
Task (b): Explain how the decision to fund this acquisition with debt rather than equity would affect the

interpretation of the Trevel Group’s statement of financial position.
Trait
Interpretation

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Identifies ratios
Explains how key ratios would be affected
Explains how key ratios would be affected and offers good
justification

Marks
0
1-2
3-5
6-8

Task (c): Explain the challenges that Trevel will face in managing costs at the newly acquired Softsono

subsidiary.
Trait
Managing
costs

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Offers generic arguments relating to new acquisition
Offers clear discussion that takes account of scenario
Offers clear discussion, with justification, that takes account of
scenario

Marks
0
1-2
3-5
6-8

SECTION 4
Task (a): Recommend and justify the pricing strategy that you would recommend for the launch of Theemtoon in

order to maximise the long-term profitability of this product.
Trait
Challenges

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Describes pricing issues
Offers an argument relating to the scenario
Offers an argument relating to the scenario, with good justification

Marks
0
1-3
4-6
7-9

Task (b): Identify, with an explanation, the departments that should be represented on the project team for the

launch of Theemtoon and identify the department that should lead.
Trait
Team

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Discusses team building
Offers clear discussion related to the scenario
Offers clear and comprehensive discussion related to the scenario

Marks
0
1-2
3-5
6-8

Task (c): Explain the problems associated with determining the transfer price for Softsono’s use of fellow

subsidiaries’ music catalogues.
Trait
Transfer price

Level
Level 1
Level 2
Level 3

Descriptor
No rewardable material
Discusses approaches to transfer pricing
Offers clear recommendation relating to the scenario
Offers clear recommendation relating to the scenario with good
support

Marks
0
1-2
3-5
6-8

