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Pre-Seen	Analysis	of	BES	for	MCS	/	Gateway	
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note:	text	highlighted	refers	to	possible	issues	that	can	come	up	in	the	unseen	scenario.	

Introduction	to	MCS	May	2017	

For	the	May	2017	exam,	the	managerial/gateway	case	study	is	all	about	a	large	company	called	
BES,	in	a	country	called	E	and	they	deal	with	single	price	products	commonly	referred	to	as	Dollar	
shops.			

BES	falls	into	the	category	of	variety	shops.	A	variety	store	(also	pound	shops,	dollar	store	and	
other	names)	is	a	retail	store	that	sells	a	wide	range	of	inexpensive	household	goods.	

The	concept	of	the	variety	store	originated	in	North	America	with	Woolworth	Brothers	in	1879	but	
today	SPP	(Single	Price	Point)	stores	are	all	over	the	world	and	are	growing	at	a	rapid	rate.	

Your	Job	Description	

First	it	is	necessary	for	you	to	understand	your	role	in	this	company.	For	next	few	weeks	till	the	
exam	you	must	have	the	mind-set	of	working	in	this	company	as	the	Financial	Manager	and	your	
immediate	boss	is	your	Finance	Director	Maria	Isabella.	Your	role	will	be	to	oversee	the	
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management	accounting	function,	preparation	of	group	budget	and	supervising	regional	finance	
managers.		

Another	role	for	you	is	to	assist	the	FD	on	special	projects.	Now	you	can	see	from	this	role	you	will	
not	have	too	much	to	do	with	the	preparation	of	financial	statements	of	the	group,	but	may	be	
required	to	analyse	the	financial	statements	specifically	certain	ratios.	In	our	case	studies	we	do	
not	need	to	get	indulged	in	heavy	calculations.	Essentially	your	role	will	be	to	do	with	management	
accounting,	budget	preparation	and	supervising	the	two	regional	finance	managers.	

BES	Background	&	Business	model	

The	BES	group	operates	in	a	fictitious	country	called	E	and	we	are	not	told	in	which	part	of	the	
world	E	is	located.	But	we	know	the	currency	of	country	E	is	E$,	which	is	weakening	against	US	$	all	
the	time.	In	case	studies	we	must	always	remember	we	work	in	this	company	and	thus	should	refer	
to	the	company	always	as	our	company	rather	than	saying	BES	all	the	time.	

This	company	was	established	about	22	years	ago	and	by	the	time	we	sit	for	this	paper	the	last	
financial	statements	prepared	up	to	31st	December	2016	will	be	5	months	old.	BES	was	listed	about	
5	years	back	and	being	a	listed	company	need	to	comply	with	Corporate	Governance	principles	
applicable	to	country	E.	We	need	to	remember	that	BES	is	not	based	in	UK	and	thus	it	is	not	
necessary	to	comply	with	UK	Corporate	Governance	Code.	Since	you	are	working	there	and	since	
you	are	CIMA	affiliated	you	need	to	be	mindful	that	at	all	times	you	are	bound	by	CIMA	Code	of	
Ethics.	Being	a	listed	company	complying	with	IFRSs	is	a	necessity.		

We	are	now	in	2017	and	by	end	December	there	are	240	BES	retail	shops	including	5	retail	shops	of	
our	neighbouring	country	X,	which	were	opened	in	2016.		

Pricing	

BES	sells	all	products	at	E$	1.		In	the	present	trend	especially	after	recession	era,	many	even	the	
affluent,	have	perceived	these	SPP	outlets	as	providing	value	for	money.	

The	productivity	of	SPPs	is	measured	by	the	formula:	Shoppers*No	of	Trips*	Basket	size.	

We	have	no	idea	of	the	parity	rate	between	US	$	and	E	$	and	thus	it	is	difficult	to	compare	average	
earnings	of	E$	7.50	per	hour	and	say	whether	the	country	is	a	rich	country	or	not.		As	per	the	
Chairman’s	report	the	average	price	of	a	shopping	basket	has	grown	by	3.6%	to	reach	E$	4.70	
during	2016.		

The	traditional	super	markets	have	introduced	their	own	E$	1	products	aisles	and	this	would	surely	
be	a	big	competitive	threat	to	BES.	Because	in	traditional	super	markets	you	have	the	whole	range	
of	the	customer	requirements	whilst	dollar	shops	such	as	BES	are	rather	restricted	in	the	range	
they	could	offer	mainly	because	they	need	to	sell	all	products	at	E1	$.	Thus	super	markets	will	now	
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gain	a	competitive	edge	because	within	super	market	structure	they	have	BES	concept	too	in	place	
(Two	in	One).	

Our	company	BES	sells	three	categories	of	products	and	average	store	carry	2,000	products.	

	 	 	 					No	of	products	 					%	of	inventory	 					profit	margin	
 Branded	Products	 	 700			 	 	 35%	 	 	 48%	
 Unbranded		 	 	 900	 	 	 45%	 	 	 42%	
 Own	branded	(BES)	 	 4000	 	 	 20%	 	 	 28%	

The	largest	profit	margin	is	on	own	branded	products	(48%)	and	third	party	branded	products	
(28%)	have	the	lowest	margin.	Thus	strategically	it	will	be	wise	for	BES	to	sell	as	much	of	their	own	
branded	products	as	possible.	One	constraint	these	departmental	stores	face,	is	the	floor	area.	At	
present	average	sales	per	square	meter	of	BES	is	E$	400.	Typical	revenue	for	2016	per	store	is	E$	
1,852,500.	The	average	floor	area	occupied	by	a	store	is	4,631.25	square	meters.	Therefore	it	is	
strategically	important	to	utilise	the	floor	area	to	get	the	maximum	profit	margin.	

The	dollar-channel	strategies	companies	have	adopted	so	far,	have	had	varying	degrees	of	success.	
The	most	effective	strategy	was:	“reduce	costs	through	innovations	in	operations	and	supply	
chain	for	existing	national	brands”.	“Point-of-sale	promotions”	and	“offer	unique	package	sizes	of	
products	sold	through	the	dollar	channel”	rounded	out	the	top	three	strategies.	

Through	these	strategies	the	productivity	formula	shoppers*no	of	trips*average	basket	size	can	be	
improved.	

Suppliers	

BES	strategy	is	to	purchase	only	a	maximum	of	5%	of	value	of	products	from	each	supplier.	Thus	
with	2,000	products	the	company	may	be	dealing	with	about	40,000	suppliers	and	this	surely	is	a	
gigantic	task	for	the	procurement	department!!!	

Since	there	is	a	lack	of	marketing	and	merchandising	opportunities	within	these	Single	Price	Point	
retailers,	for	suppliers	it	becomes	all	about	the	product.		

As	a	result	of	this,	within	this	segment,	suppliers	must	focus	on	the	distribution	of	their	product	
and	the	value	to	shoppers.		In	order	to	create	value	to	shoppers,	suppliers	must	focus	on	quality	
and	size.		In	doing	this,	some	suppliers	have	created	tiered	brands	for	different	retailers	so	that	
they	can	distribute	their	low	price	bottom	tiered	brand	in	these	stores	and	simultaneously	avoid	
the	concern	of	altering	their	brand	image.	

Distribution	

At	present	BES	operates	through	two	large	warehouses	located	in	the	north	and	south	of	country.	
In	my	view	it	may	be	a	good	idea	to	have	more	warehouses	so	they	can	reduce	the	cost	of	
distribution.	This	could	be	tested	in	one	of	the	variants	of	the	exam.	As	management	accountant	
you	may	have	to	comment	on	the	viability	of	additional	warehouse	costs	against	savings	on	
distribution.		
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BES	operates	delivery	through	their	own	fleet.	Today	with	specialised	fleet	operators	working	on	
large	economies	of	scale	at	times	it	may	be	good	to	evaluate	and	see	the	costs	of	outsourcing	the	
distribution	against	operating	the	own	fleet.	This	could	be	another	testing	point	in	one	of	the	
variants.	The	advantages	and	disadvantages	of	outsourcing	could	be	tested	here.	

Retail	

BES	is	apparently	the	largest	SPP	retailer	in	E	country	and	the	next	nearest	competitor	is	VES.	By	
the	way,	in	terms	of	revenue	VES	is	just	one	third	of	the	size	of	BES.	One	of	the	critical	success	
factors	(CSF)	for	companies	such	as	BES	is	to	continuously	monitor	changing	shopping	habits	and	to	
adjust	the	range	of	products	offered	so	they	could	work	on	the	formula	shoppers*no	of	trips*	
average	basket	size	to	increase	the	revenue.	Introduction	of	a	customer	loyalty	card	may	be	on	the	
cards	in	one	of	the	unseen	variants.		

It	is	vitally	important	to	have	products	that	will	attract	every	sphere	of	socio-demographic	groups	
so	that	they	could	target	family	shoppers.	In	my	view	another	segment	of	customers	that	get	
attracted	to	these	SPP	outlets	are	tourists.	They	purchase	gifts	and	souvenirs	and	one	of	the	more	
convenient	places	to	visit	is	SPP	outlets.	Why	not	a	SPP	store	in	the	Airport?	

Looking	into	the	future	

The	way	to	go	forward	for	BES	is	to	open	more	outlets	in	carefully	selected	locations	so	that	sales	
will	realistically	increase	without	shifting	revenue	from	one	store	to	another	and	also	in	accordance	
with	Ansoff	theory	to	move	into	new	markets	as	they	have	already	done	by	moving	to	country	X	in	
2016.	One	factor	they	need	to	look	at	is	to	optimize	profits	per	square	meter.	As	all	sales	are	done	
at	E$	1	and	average	sales	is	E$	400	per	square	meter,	it	is	a	matter	of	how	much	profit	you	can	
make	per	square	meter.	The	average	GP	margin	has	been	very	consistent	around	37%	for	past	4	
years	despite	sales	increasing	by	about	45%	over	past	4	years.	In	one	of	the	variants	they	might	
raise	the	issue	of	replacing	one	product	with	a	lower	GP	margin	and	using	the	same	floor	space	for	
another	product	with	a	higher	GP	margin.	Now	we	need	to	be	careful	here.		We	need	to	evaluate	
the	volume	of	sales	of	low	margin	product	and	volume	of	sales	of	high	margin	product	and	decide	
the	course	of	action.	

Market	Position	

Big	SPP’s	such	as	Dollar	Tree	has	a	Direct	to	Consumer	site	where	shoppers	can	both	purchase	
online	or	do	Site	to	Store.		They	are	creating	a	clear	connection	between	their	stores	and	e-
commerce	business	as	they	promote	Dollar	Tree	Direct	both	at	checkout	and	on	the	shelf.		This	
effort	is	particularly	targeted	to	teachers	as	they	comprise	one	of	the	main	shopper	segments	of	
these	single	price	point	stores.	At	present	BES	does	not	intend	to	offer	online	channel	of	sales	but	
this	may	be	an	area	they	need	to	keep	an	eye	to	have	that	competitive	advantage.	In	one	of	the	
variants	it	may	be	about	moving	to	e-commerce	and	working	on	a	new	project	of	website	
development	and	a	NPV	analysis.	



	 Management	Case	Study	|	May	2017	 	PRE-SEEN	ANALYSIS	
	 	

	 Page			5	
	
	

https://PracticeTestsAcademy.com/MCS	

Brand	Analysis	

Pre-seen	details	four	types	of	retail	traders	namely:	

 SPP	retailers,		
 LADs	(Limited	Assortment	Discounters),		
 VGMs	(Value	General	Merchandising),	
 SV	(Specialist	Value)	retailers.		

The	direct	competition	to	BES	will	be	from	LADs.	However	as	of	now,	in	LADs	only	a	small	
proportion	of	revenue	comes	from	SPP	sales	and	thus	they	may	not	worry	establishments	such	as	
BES	who	are	at	the	upper	end	of	SPP	market.	

A	good	thing	BES	has	done	is	the	customer	survey,	which	basically	reveals	three	main	reasons	for	
shopping	in	value	retailer	as	Affordability,	Range	of	products	and	to	a	lesser	degree	the	location.	So	
thus	the	CSF	factors	are	to	offer	a	range	of	products	at	the	affordable	prices.	One	of	the	limiting	
factors	for	BES	is	its	inability	to	offer	a	range	of	goods	due	to	price	constraint	of	E	$	1.	Many	of	the	
large	SPPs	have	overcome	this	constraint	by	offering	multi	price	points.	This	could	be	the	change	
that	BES	needs	to	do	and	could	be	expected	in	one	of	the	variants.		

SPP’s	such	as	Family	Dollar,	has	multiple-price	points,	but	a	majority	of	their	items	cost	over	$1.00	
with	their	highest	priced	item	costing	$10.00.	While	this	allows	more	variety	and	ultimately	more	
choices,	it	starts	to	go	against	the	mindset	that	consumers	have	when	shopping	in	these	dollar	
value	retailers,	which	is	essentially	to	buy	items	with	pocket	change.	

Another	SPP	store	Dollar	General	also	has	multiple	price	points,	but	has	most	of	their	items	costing	
over	$1.00.	Though	advertised	as	a	dollar	store,	it	sells	products	costing	up	to	$60.	The	main	issue	
with	this	large	range	of	prices	is	that	consumers	would	start	pitting	Dollar	General	against	large	
value	retailers	such	as	Wal-Mart	and	Target.	For	future	BES	may	have	to	think	whether	they	need	
to	shift	their	policy.	

SPP	store	Dollarama,	however,	seems	to	have	taken	an	approach	that	includes	the	positive	aspects	
of	its	competitors	decisions	without	having	much	downside	to	it.	It	uses	a	multiple-price	point	
strategy	and	has	a	majority	of	items	costing	$1.00	or	less	with	its	highest	priced	item	costing	only	
$3.00.	

Customer	preferences	seem	to	be	shifting	towards	buying	the	products	at	SPPs	and	filling	the	
balance	through	super	markets.	Thus	if	BES	can	introduce	multi	price	points,	who	knows,	their	
sales	could	increase	radically.	

Strengths	

Even	though	customer	base	for	BES	is	largely	lower	income	groups,	the	trend	is	now	shifting	
towards	other	socio	economic	groups	mainly	due	to	economic	factors.	As	per	the	article	in	pre-
seen	it	reveals	that	discount	stores	are	attracting	increasing	numbers	of	professional	people	as	
customers	and	is	partly	attributable	to	ongoing	concerns	about	the	economy.	This	article	suggests	
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that	E	country	is	going	through	some	economic	difficulties	too.	With	the	strong	brand	name	of	BES	
our	company	is	in	a	great	position	to	exploit	this	segment	of	the	market,	which	will	surely	increase	
the	average	basket	size.	

Organisational	Structure	

BES	is	structured	with	two	regional	offices	in	North	and	South.		No	idea	is	given	as	to	who	is	
managing	the	5	stores	in	country	X	and	also	the	split	of	235	stores	between	North	and	South.	The	
competitor	VES	seem	to	have	more	stores	in	North	and	seem	to	be	moving	towards	West	and	
South.	Most	of	BES	stores	are	located	in	town	centres	where	as	VES	see	to	be	having	a	50%	of	
stores	in	retail	parks	and	shopping	malls.	What	about	a	takeover	of	VES?	Something	for	one	of	the	
variants	in	the	exam.	

Financial	Statements	

The	financial	statements	of	BES	are	consolidated	financial	statements.	I	wonder	how	many	
subsidiaries	are	there	and	how	the	subsidiaries	are	made	of.	The	consolidated	financial	statement	
does	not	have	any	non-controlling	interest	and	thus	most	likely	all	subsidiaries	are	fully	owned	by	
the	parent.	Each	regional	office	has	a	distribution	centre	with	an	own	fleet	to	distribute	goods	to	
the	respective	stores.	Like	VES	can	we	have	a	West	regional	office	too?	

There	are	seven	executive	directors	including	CEO	and	the	Finance	Directors	responsibility	includes	
budgeting	on	which	you	will	play	a	key	role	and	also	cash	and	treasury.	Considering	average	basket	
size	as	E$	4.70,	it	is	most	likely	that	most	of	the	sales	is	cash	sales	and	it	is	very	unlikely	that	lot	of	
credit	card	sales	is	happening.	However	with	the	emergent	sector	of	professionals	shopping,	credit	
cards	may	be	accepted.		Looking	at	the	board	structure	it	appears	there	is	not	much	focus	on	
marketing	at	this	stage	of	the	company.	There	are	5	NEDs	including	the	Chairman	and	may	be	they	
might	want	to	raise	NEDs	to	a	higher	number	in	accordance	with	good	corporate	governance.	

Coming	back	to	the	financials	it	is	clear	that	the	company	has	steadily	increased	its	revenue	over	
the	past	4	years	keeping	the	GP	margin	intact	around	37%	and	inline	profits	too	have	grown	very	
steadily.			
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Operating	margin	has	increased	between	2015	and	2016	slightly	and	company	performance	seems	
very	consistent.	Surely	as	one	would	expect	in	a	variety	store	the	CA	to	CL	ratio	is	always	less	than	
one	and	in	this	case	it	is	0.60	and	this	should	be	acceptable	considering	that	many	suppliers	
provide	goods	on	credit.	Gearing	worked	as	NCL	divided	by	NCL+	Equity	stays	around	40%	mark	for	
BES.	ROCE	for	2016	is	13.7%	compared	to	12.8%	of	previous	year.	

 2016 2015 
GP margin 37.13% 36.97% 
Operating margin 15.25% 14.85% 
Quick ratio (CA to CL) 0.60 0.62 
Gearing [NCL/(NCL+Equity]) 39.90% 39.16% 
ROCE 13.7% 12.8% 
Inventory days 18.02 days 17.12 days 
	
One	interesting	feature	is	the	inventory	day’s	work	out	to	about	18	days.	(13.8*365/279.5)	I	
believe	most	of	the	items	in	these	outlets	may	be	items	they	have	got	on	consignment	basis.	The	
payable	period	for	2016	is	difficult	to	calculate	as	current	liabilities	may	include	items	such	as	tax	
payable	and	interest	payable.	The	trade	and	other	receivable	figure	also	seem	to	be	very	small	
because	almost	all	sales	will	be	on	cash	basis	except	may	be	few	staff	sales	on	credit	basis.	

When	compared	with	the	nearest	competitor	VES	their	GP	margin	is	21.5%	and	this	could	be	
expected	as	they	only	sell	branded	products	with	lower	GP	margins.		Operating	margin	is	just	3.4%.	
In	my	view	if	BES	can	acquire	VES	stores,	they	could	improve	profitability	very	much	and	will	have	
the	synergy	benefits.	Look	for	a	possible	acquisition	proposal	in	the	unseen	with	raising	of	funds	
issue.	

 BES ‘16 VES ‘16 
GP margin 37.13% 21.5% 
Operating margin 15.25% 3.4% 
Quick ratio (CA to CL) 0.60 0.60 
Gearing [NCL/(NCL+Equity]) 39.90% 50.29% 
ROCE 13.77% 5.70% 
Inventory days 18.02 days 22.91 days 

Goals	and	the	Chairman’s	statement	

BES	has	some	very	strong	goals	and	also	very	strict	Ethics	statement	and	a	disciplinary	code.	Do	
expect	few	questions	on	breach	of	ethics	and	disciplinary	issues	in	the	unseen	in	one	of	the	
variants	at	least.	Look	for	a	NPV	analysis	of	an	expansion	project	to	some	other	country	too.		
In	addition	to	the	risks	mentioned	in	pre-seen	one	of	the	biggest	risks	that	Bes	faces	is	the	risk	of	
depreciation	of	E	$	against	US	$.	With	selling	price	fixed	at	E	$	1	for	all	products	their	margins	will	
be	squeezed	with	E	$	depreciation.	Can	we	shift	to	home	currency	purchasing?	
James	Kotter	Chairman	in	his	report	states	about	relocation	and	modernizing	central	warehouses.	
Clearly	an	issue	in	the	unseen	will	be	raising	finance.	With	gearing	at	40%	the	option	may	be	to	go	
for	a	rights	issue?		



	 Management	Case	Study	|	May	2017	 	PRE-SEEN	ANALYSIS	
	 	

	 Page			8	
	
	

https://PracticeTestsAcademy.com/MCS	

During	2016	share	price	seem	to	have	fluctuated	and	the	peak	share	price	is	in	June	2016.	If	the	
same	trend	continues	in	2017	then	now	may	be	the	appropriate	time	for	a	share	issue.	Be	on	the	
lookout	for	this	in	one	of	the	variants.		

I	strongly	feel	one	of	the	great	synergies	to	be	achieved	is	through	a	takeover	bid	for	VES.	50%	of	
their	stores	are	located	in	shopping	malls	and	surely	those	floor	areas	could	be	better	utilized	by	
BES	by	displaying	a	wide	range	of	products	and	will	make	access	to	retail	parks	and	shopping	malls	
much	more	easily	to	BES	as	a	measure	of	expansion.		

The	share	prices	seem	to	have	fluctuated	virtually	every	month	of	2016	reaching	a	low	dip	in	
October	2016.	May	be	the	market	is	a	semi	strong	market	reacting	for	quarterly	announced	profits	
of	BES.		However	it	seems	June	2016	has	been	the	best	month	for	share	price	movements.	One	
good	feature	is	that	share	price	on	a	point	to	point	has	risen	from	310	cents	in	Jan	2016	to	340	
cents	in	January	2017.		

Company	appears	to	have	paid	a	dividend	of	E$	32.6m	during	2016	and	this	could	have	helped	
them	to	raise	the	share	price	through	signalling	effects.		(Opening	RE	150.8	+	Profits	for	the	Year	
42.1	-	160.3	=	E$	32.6m	Dividends).	

Looking	at	the	budget	given	for	the	2016	typical	store	it	appears	they	are	the	actuals	the	company	
has	achieved	for	2016.	Revenue	1,852,500	*	240	=	E$	444.6	million.	There	may	be	shops	doing	
better	than	the	average	and	other	doing	worse	than	the	average.	I	am	sure	all	these	shops	may	be	
working	on	profit	centre	basis	or	investment	centre	basis.	In	unseen	we	may	have	more	
information.	
		
The	profit	margins	as	per	the	costing	information	given	is:	
Branded	Goods					 (741,000	-	533,520)	/	741,000	 	 =	28%	
Unbranded	Goods	 (787,313	-	462,486)	/	787,313	 	 =	42%	
Own	Branded	Goods		 (324,187	-	168,577)	/	324,187	 	 =	48%	
Total	 	 	 (1,852,500	-	1,164,583)	/	1,852,500	 	 =	37%	
	
In	our	product	wise	analysis	we	saw	out	of	2,000	products	35%	is	branded,	45%	is	unbranded	and	
20%	is	own	branded.	
	

The	analysis	of	turnover	value	shows:	
Branded	goods			 E$	741,000	 	 	 40%	
Unbranded	goods	 E$	787,313	 	 	 43%	
Own	Branded	 	 E$	324,187	 	 	 17%	
	
Thus	it	seems	40%	of	our	sales	value	is	made	up	of	low	margin	products	and	60%	of	our	sales	value	
brings	margins	over	42%.	The	strategy	should	be	to	increase	more	of	our	own	products	with	our	
strong	reputation.	
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The	average	cost	of	borrowing	appears	to	be	around	8.25%	per	annum.	

With	the	strong	Ethics	statement	and	disciplinary	codes	we	could	expect	some	variants	focusing	on	
breach	of	ethics	and	disciplinary	breaches	etc.	

I	don’t	see	too	much	to	learn	from	VES	business	model	except	to	know	that	our	model	is	more	
profitable	and	sustainable	in	the	long	term.		The	only	thing	we	can	get	out	of	this	picture	is	to	have	
access	to	their	stores	through	an	acquisition	so	we	could	replicate	our	model	there	to	greater	
advantage.		

From	the	news	clippings	there	are	few	things	to	learn.	

1. E$	1	spectacles	is	an	innovative	product	that	has	been	introduced	in	the	recent	past	and	it	
opens	the	stores	for	many	other	products	specially	OTC	pharmaceutical	products.		

2. The	Police	called	to	store	opening	article	shows	we	need	to	be	ethical	in	our	sales	gimmicks	
and	should	not	be	too	ambitious	too	boost	sales	through	cheap	form	of	propaganda.	

3. The	next	article	doctors	and	dentists	visiting	BES	shows	the	emerging	potential,	which	need	
to	be	exploited	through	very	professional	approach	to	marketing	and	advertising	to	attract	
this	segment	to	BES	stores.	

Risk	factors	

As	to	the	risk	factors	described	in	the	pre-seen	we	may	add	the	risk	of	exchange	fluctuation	and	
also	controls	over	cash	and	inventory	and	also	pilferages	and	shoplifting.	We	need	to	work	risk	
mitigation	strategies	for	all	these	risk	factors.	
	


