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SECTION A

e This sechon is compulsory

* Read the following case study and answer ALL FIVE questions in this section Use
the space provided below each question for your answer

e The total for this section 1s 30 marks

“I am more interested in being a small fish in an ocean than being a big fish in a
small pond,” says Kenyan entrepreneur Maureen Murunga.

A former banker, Murunga ts the founder and CEO of Neo Amadiva, a high-end salon
chain based in Najrobi Earlier this year Dutch-based pnvate equity fund TBL Mirror
Fund bought a minonty stake in the chain for an undisclosed amount This first-of-a-kind
deal in the Kenyan market demonstrates the increasing investor interest in consumer
driven businesses Murunga says welcoming new investors into her business “was a
no-brainer’, adding that the combination of cash injection and expertise will help her to
scale her business much faster “l think | will be making a much more interesting return
[in the future] than «f | hang on to the full ownership of the company ”

Murunga previously worked with Barclays Bank in Johannesburg, but quit her job to
pursue her passion for beauty She tells How we made it in Africa that watching the
documentary Good Hair produced by US comedian Chns Rock helped her to realise the
opportunities in the hair care industry What | noticed was the amount of money we
spend on hair | also noticed that black peopie were mostly consumers but were rarely
involved in the creative side, sourcing, manufacturing and selling of products It I1s
bizarre | did research and looked at other parts of the world and 1t was the same trend
| higured because | loved beauty anyway, it made sense to invest in the industry “In
2010 Murunga bought an existing salon chamn and rebranded it to Neo Amadiva In the
hope that starting with a salon business would give her the insight and learnings needed
to venture into something bigger

“My wision 1s to eventually get to the top of the food chain | am very interested Iin
manufacturing, be it hair or skin care products Manufacturing I1s very capital intensive
and | did not have the finances that would allow me to start from there So | decided to
start from the bottom to gain market experience My Interactions with customers will
eventually translate into products consumers want” After four years of running the
business and despite the difficulies she has faced, Murunga says “the rewards have
been immense” “When you become an entrepreneur you have to be prepared for the
inevitable which 1s nothing 1s guaranteed it's a big rnisk but | have a vision and | am very
passionate about it This 15 not something | am willing to give up on It 1s something |
have to pursue or at least die trying

“I gave myself 10 years to do this There are difficulties but | don't wake up any morning

and feel | have made a mistake | wake up most mornings in a panic, but | don't feel like
[ made a mistake | know what | am doing 1s exactly nght and Neo Amadiva can make a
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difference ” Neo Amadiva targets “the growing aspirational black middle class” in the
region “The product is really affordable  [but] it 1s high qualty services offered in a
space that has good ambiance The people | am really looking at are the generation Y
They are young enough to expenment, they are still trying to find out what fits and they
are not committed to any brands yet “This business is about people,” says Murunga

Expansion plans

Murunga’s vision Is to own and operate 10 stores by 2016 The bigger vision, she says,
IS to have up to 200 franchise branded stores in urban areas across East Afnica She
explains that 1t 1s achievable to have some 70 franchise stores within the next seven
years She notes that TBL Mirror's technical expertise will come in handy in executing
her ambitious expansion plan TBL has brought in Peta Klaassen, the former CE of
Wave, a franchise salon store with 200 branches across Belgium, Netherlands and
Luxembourg, to help Neo Amadiva in product development Murunga reiterates that her
ambitious expansion was achievable, noting that when she quitted her job she never
plan to “sit around and run one salon for the rest of my ife” “I wouldn’t be doing this if it
was not a scalable business | would not leave my job to go set up one shop As
Africans we need to get over the fear of dreaming big We should believe that a small
venture can turn into something really big Java [House] started with one coffee shop
Who would have thought that 14 years later they would be in every mall in Kenya? It s
because they were not building a coffee shop, they were building a brand ”

Dream big

Murunga advises other entrepreneurs in Africa to dream big, be resilient and consistent
and keep an open mind She notes that “beng an entrepreneur 1s volatile” and one has
to be “prepared for a lot of no's but they should not give up knocking” *“I think the
biggest thing 1s you have to be very clear on your vision and define it Some
entrepreneurs waver a lot They are so worrned about making ends meet that they will
change their concept to fit whatever comes their way You have to stand firm in your
dream because you are the biggest advocate of your dream | have to add though, that
you should not be too arrogant not to listen to other people or read the market
Sometimes you can be completely off the mark ”

(Source http //www howwemadettinafrica com/nairobl-salon-owner-sees-big-money-in-
the-beauty-business)
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Question 1.1

Capital-budgeting analysis helps managers to make decisions about long-term
investments Explain the three (3) techniques, commonly used when managers make
capttal-budgeting decisions, to Murunga (6)

[TURN OVER]
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Question 1.2

The financing option that a business pursues may have long-term financial
consequences To make an informed decision a business owner needs to understand
the trade-offs between the different options

12 1 What type of financing did Murunga opt for? (1)

122 Describe any two (2) benefits for her choice of financing and substantiate your
answer with examples from the case study (4)

[TURN OVER]
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Question 1.3

Murunga realised that to become an entrepreneur 1s very nsky Regardless of the
nature and size of a business, nsk management 1S a serious tssue Small businesses
often pay Insufficient attention in analysing potential nsks Explain the basic ways to
manage nsk in a small business in detail (10)

[TURN OVER]




7 MNE3701
MAY/JUNE 2017

Question 1.4

Murunga states, “The product Is really affordable, but rt 1s high quality services offered in
a space that has good ambiance” Identify and descrnbe the pricing strategy that you

think would be followed for this product Motivate your choice with evidence from the
case study (2)

-
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Question1.5
Managing costs can be a complex challenge but there are approaches such as the ABC

method that can help mirimize these costs Describe the ABC Inventory Classification

System and give examples of each category for an tem common 1o a hair salon such
as the one in the case study. {(7)

TOTAL SECTION [30]
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SECTION B

Answer ANY TWO of the following three questions in this section, in the space
provided for each question
Also indicate the numbers of the questions you have answered on the cover of this

book

QUESTION 2

21 The nature of a firm affects its financing sources Describe any three (3} basic
factors that determine how a firm 1s financed (6)

22 Describe B2B, B2C, and C2C businesses and the advantages of each of these
types of businesses (6)

23 Holley and Eilison are sisters whose parents started a stable 15 years ago
boarding pleasure horses Their parents want the sisters to take over the
operation as they would like to retire and the business I1s starting to suffer
Explain what the sisters could do to move the company out of the decline stage
of the product life cycle and provide relevant examples 4)

24 Wilham s analysing his financials and determining a budget for promotional

activiies for his company He has data from last year's budget, past financial
statements, projections for next year's budget as well as a general idea of what
the competition spent last year Explain the four (4) methods that Willam can use
to determine the new promotional budget and what concerns he should be aware
of durnng the process (4)

(20]
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QUESTION 3

31 Incredi sales, the seller provides goods or services to the buyer in return for the
buyer's promise to pay later The major reason for granting a credit 1s to make
sales Discuss the different types of credit that a small business owner can make
use of {8)

32  Briefly describe each stage of the customer decision making process {4)

33 Describe the four (4) stages of small business growth and how management
requirements change as the firm moves through these stages (8)

[20]
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QUESTION 4

41

42

43

Ins and Enn are starting a new company decorating wedding cakes that are
unique In their design and structure Both women are certified chefs and have ten
years of expenence between them Discuss the seven (7) 1ssues that they should
consider in choosing between a general partnership and a private company
Which form would you recommend and why? (9)

To recruit effectively, the small business manager must know where and how to
find qualified applicants Sources are numerous, and it 1S 1mpossible to
generalise about the best source In view of the differences in companies’
personnel needs and quality of the sources from one locality to another

Explain the strengths and weaknesses of any four (4) sources of employees (8)

Discuss the three (3) main considerations in evaluating a channel of distribution

(3)
[20]
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TOTAL SECTION B [40]

TOTAL [70]
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ROUGH WORK PAGE 1
(Will not be marked)
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ROUGH WORK PAGE 2
(Will not be marked)
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