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Buying Diamonds Online

Mark Vadon, looking for an engagement ring for his flancé, was completely turned off
when a jeweller advised him to pick a ring that “spoke” to him At home he went to his
computer looking for websites dealing with diamond rings and found a site run by Doug
Williams, an independent Seattle diamond wholesaler Willlams had discovered that by
listing bastc information about purchasing diamonds, he attracted men like Vadon

After buying a diamond ring from Williams, Vadon flew to Seattle to talk to hum about
business Both men were impressed with the other Williams was blown away by Vadon's
research and knowledge of the subject Furthermore, Vadon was impressed that
Willams, with two helpers, could not answer all the calls they were getting Vadon
surmised that If there are a lot of guys out there like tum, this could be a winner Over
dinner he struck a deal with Willams to buy his business, went back to Calfornia, raised
$57 million from venture capitalists and closed the deal in May 1999 Vadon's venture not
only survived the dot-com explosion, it has thrived ever since

Vadon used the money to bulld a full-service e-commerce website (bluenile com) and to
assemble teams to handle varnious business activittes Within six months, Blue Nile
generated $14 million in sales Vadon’s focus 1s on marketing to men rather than women
He feels that educated men making good incomes would be drawn to a website offering
more Insight into selecting fine jewellery His aim is to educate the customer, make him
feel comfortable and sell as cheaply as possible

If Blue Nile were a traditional bricks-and mortar jeweller, Vadon says, it would take 150
stores and 1000 employees to sell $125 million worth of goods “Our overhead is low and
we pass that savings on to our customers We don’t understand why anybody would trade
anywhere but with us’ His approach appears to be working In January 2004, Forbes
magazines named Biue Nile the Favourite Online Jeweller for the fifth consecutive year

[Adapted from Byrd, M J & Megginson, L C 2013 Small Business Management An
Entrepreneur's Guidebook 7" edition McGraw Hill New York |
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Question 1.1

Product-oriented and service-oriented operations are similar, in that they change tnputs

into outputs Complete the foliowing table for Blue Nile by providing two examples of
each of the following (6}

INPUTS

PROCESSES

OUTPUTS

Question 1.2

Explain the four (4) methods of determining how much a small business should spend on
promotion (8)

[TURN OVER]
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Question 1.3

In marketing, distributton encompasses both the physical movement of products and the
establishment of intermediary relationships to achieve product movement

1 3 1 What type of distnibution channel ts being used by Blue Nile? (1)
1 3 2 Briefly explain the major considerations n structuring a distnbution channel with
specific reference to the scope of physical distribution (7)
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Question 1.4
1 4 1 Define market segmentation (1)

1 4 2 Descnbe the segmentation vanables that were used in the case and motivate your
answer with an example from the case study (3)
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Question 1.5
Identify and describe the pricing strategy that you think Blue Nile 1s using and motivate
your answer with evidence from the case study (4)

[TURN OVER]
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QUESTION 2

21

As a small business manager, you have to understand the following financial terms

and know how to make the calculations involved Calculate the following amounts,
using the information provided in the table below

(10)

1 Net fixed assets (1)

2. Current habilities nm

3 Total assets (1)

4 Total debt (1)

5 Current ratio, and evaluate the financial performance of the business in

terms of its current ratio (3)

6 Debt ratio, and evaluate the financial performance of the business Iin terms

of its debt ratio (3)
Gross fixed assets R95 000
Accounts payable R20 GO0

Retained earmings R120 000

Accumulated depreciation R20 000
Long-term loan R15 000
Mortgage bond R30 000
Inventory R70 000
Short-term loan R20 000
Accounts receivable R50 000
Cash R10 000

22 Only a few small businesses focus on proper capital budgeting analysis Instinct

and intuition are two inaccurate vanables in capital budgeting analysis Discuss

the four (4) reasons why small businesses generally neglect to use theoretically
sound financial management methods (4)

23 The forecasting process requires that an entrepreneur exercise good judgement In
planning, particularly when such planning forms the basis for raising capital
Discuss any six practical suggestions about good judgement when making
financial projections (forecasts) (6)
[20]
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QUESTION 3

31

32

33

One of the responsibilities of a small business owner Is to evaluate and introduce
new products in the market This responsibility requires the setting up of processes
for developing new products Explain in detail the four stage structured approach
to the new product development process (8)

Thand! is a new customer at Edgars, a retaler Upon applying for credit the
consultant, asked Thandi to fill out a customer profile questionnaire In order to
collect data to buld a customer database Discuss any six (6) categores of
informatton that will be included in the questionnaire for such a database (6)

Sales promotion serves as an inducement to buy a certain product while typically

offering value to prospective customers Sales promotion includes any promotional

technique, other than personal seling or advertising, which stimulates the

purchase of a particular good or service

Discuss the four (4) most widely used sales promotional tools {6)
[20]
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QUESTION 4

41

42

43

44

Managing costs can be a complex challenge but there are approaches such as the
ABC method that can help minimise these costs Describe the ABC Inventory
Classification System and give examples of each category for a food item common
to a restaurant (N

Entering the entrepreneurial environment 1s a high-nsk decision The entrepreneur
therefore has to incorporate effective risk management in the management of a
business Briefly discuss the five (5) steps required to develop and implement a
rsk management programme (5)

Define business risk and explain its two (2) dimensions (3)

Compensation and incentives are important for motivating employees to improve
productivity and in attracting employees to the business Expiain the various
employee compensation and incentive packages or plans that an employer can
consider to remunerate employees (5)

[20]
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TOTAL SECTION B [40]

TOTAL [70]
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