ADDING VALUE

1. Missing words

Adding value allows businesses to increase the ______________________ consumers are willing to pay for a good or service.  It can be created by high levels of product design and quality, greater convenience, or a highly ______________________________brand.  Value added is measured by the difference between a product’s sales price and the ______________________ of bought-in materials.  If a customer is happy to pay $40,000 Rp for a cup of coffee whose ingredients only cost a few thousand Ruphia, the value added is very high indeed.  Any business attempting to sell products that have little or no added value is unlikely to make any profit.
Hint: words from – cost, differentiated, price
2. Adding value Choose two ways to add value to each business (draw lines to show your choice):

	Business
	Method of adding value

	2.1 Dry cleaning business

2.2 Exclusive hairdressers
2.3 Health food supermarket
	a) Express, one-hour service

b) Personal consultations and advice

c) Wide choice of organic products

d) Prime location in a trendy part of the city

e) Home delivery

f) An in-store café 


3. Adding value – Data Response
Tangg is a chain of smoothie bars with a number of outlets in Jakarta Drinks are produced fresh in-store in when the customer orders. On average, each 250 ml smoothie contains 10,000 Rp of bought-in fruit and vegetables.  The drinks are sold in recyclable cups, which the business buys from a supplier at a cost of 40,000 Rp per hundred.  The drinks are sold to customers for 69,000 Rp each.  The business has estimated its sales volume to be around 1 million in 2015. Answer the following questions:
3.1 What is the value added by each smoothie produced and sold? Show how you calculated this figure in the space below.
Answer……………………Rp

3.2 What is the estimated total value added for the business in 2015? Show how you calculated this figure in the space below.
Answer ……………………..Rp
3.3 Suggest one way in which Tangg could add further value to the business, allowing it to push the price up by 3000 Rp.

4. Adding value - multiple choice questions. Circle the correct answers
4.1 Which three of the following statements about added value are true?

a) Added value is always equal to the level of profit made by a firm

b) Whether a product’s feature adds value or not depends on what the customer thinks

c) The Lion Air brand adds value because it tells consumers that flight costs are always low.

d) A product’s added value is equal to the difference between its sales price and the cost of the bought-in materials used to produce it.

e) For a product to be successful, it should generate enough added value to cover a firm’s internal costs and generate a profit

f) Manufactured goods add value but services do not.
4.2 Which two of the following are not examples of a sports goods manufacturer adding value to a brand of trainers?

a) Improving design to increase comfort

b) Offer an on-line service where customers can personalize designs

c) Switching to using cheaper materials so that the shoes do not last as long

d) Reducing the number of styles chosen and concentrate on producing those with the highest sales

e) Creating an innovative feature that tones muscles when they are worn

1. ANSWERS – Adding value
1.  price … unique … differentiated … cost … internal … investment
2.1. a) and e)
2.2  b) and d)

2.3  c) and f)
3.1 £3.38

3.2 £3,380,000
3.3 Tailor-make the smoothies to individuals’ tastes – that’ll keep them returning.
4.1 b) d) e)

4.2 c) d) 

