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Scenario 
 
 
You are the employed consultant of CeeCee a quoted company 
 
Prepare a report that prioritises, analyses and evaluates the issues facing the board of CeeCee.  
You should make recommendations where appropriate. 
 
 
 
Read all the information provided before you begin 
 
Note:  Today’s date is 15 May 2010. You should write your report as at 15 May 2010. 
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Celebrity marketing 
Juliette Lespere is again trying to change the way CeeCee is marketed; she insists that in the 
clothing market celebrity endorsement sells and has proposed that CeeCee contracts with Kool, a 
well known and popular European singer of rock music.   
 
Carla is not impressed, she says `I have rejected many of these ideas in the past; we are doing 
well despite the recession. Word of mouth is all that counts.’  
 
Juliette considers this her last attempt to change the marketing strategy of CeeCee. She says 
`CeeCee is doing well on the back of good quality products and service, but with a more visible 
marketing presence it could do much better.’ 
 
Kool’s agent has proposed a choice of payment methods: 
 

1. Kool would accept a fixed payment for a series of photo-shoot opportunities. This 
fixed payment is to be €50,000 with a bonus of €150,000 should incremental 
sales reach €2m. Juliette thinks that the probability of sales exceeding €2m is 
only about 0.1. 
 

2. Kool could provide the photo-shoot for free and be paid instead on a royalty 
basis, earning 5% of all incremental sales revenue. 

 
You have been asked to calculate the payments to Kool if incremental sales were between 
€1,200,000 and €2,000,000 in steps of €200,000 and to estimate the breakeven sale value, 
showing where both payment methods are equally costly. 
 
IT failure 
At the end of 2009, CeeCee invested €10m in a new online sales system. The system was 
designed and developed by an outsourced IT company (ProveIT) with support from seconded 
staff from CeeCee’s own IT department.   
 
Sales have been growing well. However, during a recent external audit check there was found to 
be a significant discrepancy in the figures for website sales made and the amount of cash 
received through the secure payment system used. 
 
Diane Innes has discovered that when customers had attempted but failed to pay for ordered 
goods (perhaps because their credit or debit card had been refused) the system still processed 
the order. She has indicated that this issue had gone on for three months before detection by the 
external audit team.   
 
This did not affect every sale, only those where payment problems were present. Diane thinks 
that 50,000 orders have been processed without payment at an average transaction value of 
€120. An outside agency has offered to attempt to collect this money and would charge €14 per 
customer and a success fee of 5% of the amounts recovered. The agency also feels that it will be 
able to collect from only 60% of these customers, since they obviously had payment issues to 
start with. 
 
The CeeCee finance department could collect the money itself but feels that only 45% of the 
money will be recovered by its already overstretched staff. 
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The problem has been traced to an error in the programming by the outsourced IT team. ProveIT 
has stated that it was one of CeeCee’s seconded staff that made the error and that the problem 
should have been found before three months sales had been made. Consequently it is refusing to 
compensate CeeCee. 
 
The programming error has been corrected and because of this no changes have been made to 
the control systems within CeeCee. 
 
Expansion into a jewellery range 
Carla Celli is keen to launch a new range of jewellery. CeeCee has sold accessories for some 
time but Carla believes that the clientele would buy better quality pieces of jewellery if they were 
on offer at the time of buying CeeCee’s clothing. 
 
The market for jewellery has proved, remarkably, recession resistant over the past few years, but 
the better quality department stores and mid range jewellers have become complacent by not 
upgrading the shopping experience. Nor have they invested in exciting and more contemporary 
ranges. Carla believes that these competitors can be beaten. 
 
Carla accepts that each shop will have to put aside about 150 square metres of space to give the 
new jewellery the appropriate presence in the shops, in order to encourage sales. She feels that 
the smaller shops could not support this new product range and so only the 320 medium or larger 
stores will introduce it. 
 
Carla has produced the following data for your assessment of the five year project. The finance 
team has not been asked to comment on these figures as Carla wanted your views. 
 

 Each shop fitted will require toughened glass display cabinets and enhanced security at a 
cost of €15,000 per shop, payable immediately. 

 Staff training (for existing staff) will be needed of €2,500 in the first year of operation and 
€1,000 each year thereafter, on a per shop basis. 

 Working capital of €6,000 will be needed in each shop immediately and a further €4,000 
at the start of year two. This will be the only working capital investment needed and the 
full €10,000 per shop will no longer be needed at the end of the five year project. 

 Sales per shop will be €6,000 in year one and €26,000 each year after that. 

 Gross margin on jewellery is 95%. 

 Carla estimates that there will be some lost sales of other products due to the loss of 
sales space and dedicated staff for those products. The lost sales value will be 25% of 
the sales gained on jewellery (based on the sales figures above) although the gross 
margins on such sales is only 60.1%. 

 A discount rate of 12% is considered acceptable and all cash flows except where stated 
will occur at the end of the relevant year. 

 
Distributor’s strike 
CeeCee outsources its distribution needs to a large international distribution business EIT. EIT 
promises and is contracted to deliver products from the large distribution centre in Northern 
Europe to the various shops managed by CeeCee with 36 hours of despatch. This is clearly 
important given the fast fashion model employed by CeeCee. 
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EIT has in the past been able to maintain on-time delivery and CeeCee has been happy with the 
service provided.   
 
EIT has recently suffered the deaths of three drivers, all caused by accidents on the roads as 
drivers were delivering to customers. The newspapers have carried stories on each of these 
accidents and there has been increased rumour that the poor maintenance of the vehicles was 
the cause of the problem. 
 
EIT is a unionised business and the union has taken a very hard line. It alleges that the 
maintenance programmes had been cut back and in some cases ignored by EIT management in 
order to deliver on time to CeeCee and others. The union leader has been quoted as saying `All 
that matters to EIT is profit, well now they are going to pay!’ 
 
The union has held a legal ballot of its members and ordered a `work to rule’*. A work to rule is a 
situation whereby employees work but only in strict accordance to the terms and conditions of 
employment agreed. This means that no union driver will drive a vehicle until it has been fully 
serviced and repaired. The work to rule is to begin immediately. The union is demanding a full 
service and repair for all of EITs 5,000 vehicles. The union has agreed that as each vehicle is 
given a clean bill of health then it can be driven by a union driver and deliveries can recommence 
using that particular vehicle only.   
 
EIT has contacted CeeCee and indicated that there will be severe disruption to deliveries to 
shops as follows: 
 
In the first five weeks of the `work to rule’ there will be no deliveries at all to CeeCee shops. EIT 
also has a contract to deliver for a major multinational corporation and is being forced by it to fully 
honour their contract, meaning that there will be no spare capacity for CeeCee in this period. In 
the following five weeks CeeCee will get full deliveries in half of its shops. 
 
EIT expect the vehicles to be fully operational after ten weeks. 
Diane Innes and her team have calculated that the shops will suffer from lost sales across all 
products as follows: 
 

Weeks % sales lost 
per shop 

1 10% 

2 20% 

3 30% 

4 40% 

5 50% 

6 60% 

7 70% 

8 80% 

9 90% 

10 100% 
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She has asked that you calculate how much sales and profit the work to rule could cost CeeCee, 
assuming that it lasts for ten weeks as stated above and using the average figures for the number 
of shops in 2010. Diane thinks that gross margins will return to 2008 levels in 2010 and that most 
other costs are fixed in the short term. She also thinks that the on-line sales will be equally 
affected as these sales also get distributed from the shops. 
 
Child labour accusations 
CeeCee has been informed by a local Asian agent that a substantial number of the Asian 
suppliers have been using child labour to manufacture garments for CeeCee. This has not been 
made public as yet and indeed the agent thinks that the child labour issue is so commonly 
reported that many newspapers have grown bored of the story. The agent didn’t think that 
CeeCee could do much about the issue but felt that it should be made aware of it. 




