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PD Gardens

PD Gardens is a close corporation owned by five family members in Bethany. The business
distributes organic fruits and vegetables to local and international retailers. The products are
packaged in different quantities to meet specific customer expectations.

The internal and external stakeholders have complained about poor communication in the close
corporation. As a result, the business has invested in modern technology to improve the methods
of communication with its stakeholders.

PD Gardens has observed that there is a growing demand for fruits and vegetables in the SADC
market. In one of their meetings, the majority of the members felt that expanding the business by
offering it as a franchise would benefit the business. Some members of the close corporation think
that franchising PD Gardens would only benefit franchisees rather than the franchisor.

Market research is conducted regularly to ensure that decisions are made from an informed basis
of what is happening in the market. A recent study recommended that PD Gardens should also
add value to its distribution process. In the same report it was recommended that a consideration
be made to target the highly competitive South African market. During the discussion of the report
there was a suggestion that price skimming should be used for the new targeted market in South
African. However, this suggestion was not supported by the majority of members.

Appendix 1

Ministry of Finance: Announcement on new tax policy

The Government of Eswatini is happy to notify all stakeholders about a decrease in corporate
tax. The aim of the reduction in the tax rate is to encourage new business ventures and benefit

struggling agricultural businesses due to the drought experienced in the past two years.

Appendix 2

Extract of survey results on PD Gardens quality of distribution channels survey

Q1. Are you satisfied with the quality of Results

distribution offered by PD Gardens

(@) Very satisfied 5%

(b) Fairly satisfied 10%

(c¢) Dissatisfied 35%

(d) Very dissatisfied 50%

Appendix 3
Information on costs and revenue extracted from the PD Gardens’ financial statements.
2018 2019

ltems (E000) (E000)
Gross profit 460 200
Other Income 150 80
Expenses: (fixed & variable costs) 250 180
Current liabilities 30 25
Capital employed 1800 1100
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1 PD Gardens intends to improve its internal and external communication methods.

(@) Explain one reason for internal communication and one reason for external
communication at PD Gardens.

Reason for internal ComMMUNICATION .....inniie e
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PD Gardens conducts primary research to make informed decisions and reduce the risk of
business failure.

(b) Do you think that using primary research is a suitable method for collecting data to check
whether customer needs are satisfied? Justify your answer.
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2 One of PD Gardens’ business aims is to expand.
(a) Explain two possible reasons why PD Gardens would want to expand its business.

(R TEY= 1Yo ] o Nt [P

© ECESWA 2020 6897/02/0/N/2020 [Turn over



6 For

Examiner’s
Use

Some members of the close corporation think that selling franchise licences would only
benefit PD Gardens franchisees.

(b) Do you think that selling franchise licences would only benefit PD Gardens’ franchisees?
Justify your answer.
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PD Gardens’ profit and loss account show that expenses (fixed and variable) decreased in
2019.

(a) Explain one example of a fixed cost and one example of a variable cost that might be
incurred by PD Gardens.
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One of PD Gardens’ members suggested that price skimming should be used in the new
target market (South Africa).

(b) Do you think price skimming would be a suitable pricing strategy for the business in the
new target market? Justify your answer.
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The government of Eswatini has reduced corporate tax to encourage new business start-ups
as well as benefit existing businesses.

(a) Explain one positive effect of reduced corporate tax on PD Gardens and one positive
effect to the government.

PoSitive effeCt 10 PD GalrTENS: ... .covnieieeeeee ettt e e e e et e e e e e e e e e eaeeeeaaeees
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(b) Use information from Appendix 3 to calculate the business’s net profit and return on
capital employed for both years, 2018 and 2019 .

Recommend to PD Gardens’ managers how they might increase the future profitability of
the business. Justify your answer

Net profit 2018 Net profit 2019
ROCE 2018 ROCE 2019
(0701001021 o1 SRR PPRUPPPPPRR
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