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(a)

The question asks for an assessment of GET’s strategic position. The answer can be formulated in a number of ways. The
following model answer uses an external analysis which forms the basis of the opportunities open to GET and the threats that
it faces. The internal analysis summarises the strengths and weaknesses and includes an assessment of the company’s
financial position. Appropriate models and frameworks would be PESTEL and Porter’s five forces (external analysis) and a
resource audit (mainly used here in terms of financial terms and internal competencies).

External analysis

The political environment is very important to GET as it was the election of the PNR that effectively brought the company into
being with the privatisation of the country’s rail network. The attitude of the government to failing franchisees is also very
significant. There is a chance that these franchises will be terminated and opened to re-bidding, which should be of interest
to GET. However, the stance of the main political opposition has to be monitored and, if possible, influenced. The opposition
initially suggested a re-nationalisation of the network, but have modified their view to taking a larger portion of the company’s
profits. Thus the profitability and perhaps even the continued existence of GET is potentially threatened in the long term.

The government is also enacting more safety legislation which is adding to GET’s costs. Further safety legislation is expected
concerning the relaying of track and all franchisees will be expected to implement any requirements immediately. These are
likely to be costs that GET did not predict when they won the contract and so are almost certain to have an impact on
profitability.

The economic health of Rudos is very important to GET as it affects the demand for its services. In the fourth year of the
franchise no government subsidies were paid and economic recession led to a fall in passenger numbers. GET needs to
monitor the economic health of the country and to bring its passenger number predictions into line with economic indicators.

There is evidence in the scenario that road transport has suffered from a lack of investment under the PNR, resulting in many
of the roads becoming heavily congested. Fuel costs are also soaring, which reflects the increasing scarcity of oil and spiralling
transport and storage costs of distributing that oil. Rail transport offers a congestion-free alternative to road transport,
potentially using power that does not rely on oil. GET needs to reflect this in its strategy and its marketing.

Many industrialised countries have seen the rise of the ‘green consumer’ who makes ethical choices in the selection of
products and services. This will apply to transport, where they may be willing to spend more to use a method of transport
which is more energy efficient. Rail services appeal to this consumer group and GET needs to emphasise this in its marketing.

Finally, the principles of privatisation have spread throughout the world. GET needs to monitor the intentions of other
countries, such as Raziackstan, who are keen to divest themselves of an expensive public service and, at the same time, raise
capital for use elsewhere in the economy. It seems likely that many opportunities will arise in the future.

Within the industry itself, the power of customers is relatively weak, particularly as the potential substitute (road transport) is
increasingly expensive and congested. The nature of the franchise means that consumers have no choice at all within each
franchise section. All rail users travelling through East Rudos must use GET. The long-term nature of the franchise is an
effective barrier to competitors. New entrants are barred until the opportunity arises for them to bid for the franchise.

Internal analysis

The management team of GET has gained important experience in running a newly privatised rail franchise. This team already
had significant operating experience (gained with RudosRail) but they have adapted quickly to the new private sector model.
The company is the most profitable of the new franchises and it is held up as an example of successful privatisation. These
are important internal competences which GET might wish to exploit elsewhere.

The new ticketing system is also an important internal competence. It is so successful that it is used by three of the other
franchise operators. GET is paid on a transaction basis for the bookings that it processes on behalf of these other franchisees.
As well as providing an important internal competence it must also have brought in unexpected and regular revenue which
could not have been foreseen when the franchise was originally won.

The company (GET) reports profitability levels well above industry norms. In 2010 it returned a gross profit margin of 34%
compared with 22% for the industry as a whole. Its operating profit margin of 22% is also significantly higher than the profit
margin for the sector as a whole (10%). Overheads appear to be well controlled.

The company also reports good liquidity levels with a current ratio of 2:93 (compared with 2-1 for the sector as a whole) and
an acid test ratio of 1-55 which is also greater than the industry average of 1-12. The company can easily meet its
short-term liabilities.

The efficiency of the company might be measured in a number of ways. Two potential measures are employee/route kilometre
and revenue/employee. In both these measures, GET outstrips the industry norms. Revenue/employee is over $106,000,
compared with $85,000 in the industry as a whole. Employee per route kilometre stands at 3-27 compared with 4-1 overall,
which means that in these terms the productivity of GET is higher than the Rudos average.

The company has also invested in new trains and its excellent reliability record has meant that it has quickly built up a
well-respected image and brand. This brand is rapidly becoming a significant asset of the company, rated highly by both peers
and customers.
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(b)

A clear weakness is the fact that the company is essentially a one-contract (franchise) company and is vulnerable to external
factors that can affect the profitability and existence of this contract. The management team is experienced in the rail industry,
but has little external perspective. The team would appear unable to bring external ideas and experience from a different
industry or different country. There might be a concern that the team cannot think ‘outside the box’ and this might affect its
ability to secure the long-term future of the company.

The company is highly geared, with a gearing percentage of 75% compared with an industry norm of 48%. This reflects the
way that the company was initially funded. This might be of concern to their bank if the country is heading into economic
difficulties.

Despite its profitability, its Return on Capital Employed (ROCE) is low (2:63%) compared with the industry average (4-5%)
and this must be of concern to shareholders.

Tutorial note: A number of financial ratios are calculated above. Marks will be given where legitimate alternative values are
calculated, reflecting different ways of defining the ratio. These alternative values may lead to different conclusions, and
again credit will be given for this. It is recommended that candidates explicitly show how each ratio has been calculated.
The rationale for the ratios given is shown below.

Gross profit margin = Gross profit/sales revenue = 110/320 = 34%

Operating profit margin = Net profit before tax and interest/sales revenue = 70/320 = 22%

Current ratio = Current assets/current liabilities = 585/200 = 2-93

Acid test ratio = (Current assets — inventory)/current liabilities = 1-55

Revenue/employee = Sales revenue/number of employees = $106,312

Employees/route kilometre = Number of employees/route kilometres = 3:27

ROCE = Net profit before interest and tax/capital employed (Share capital + reserves + long term loans) = 70/2660 =
2:63%

Gearing % = long term liabilities/(share capital + reserves + long term liabilities) = 2000/2660 = 75%

Tutorial note: This model answer is structured around the criteria of suitability, acceptability and feasibility, but this is not
required by the question. Answers that take a different approach will be given appropriate credit.

Report name: An assessment of the proposed strategy of GET
Author: Anne Examiner
Report date: 11 November 2010

Introduction

| have been asked to provide an independent assessment of the proposed strategy of GET to acquire SOFR and the franchise
to run the railway services of Raziackstan. My evaluation will use an assessment of the suitability, acceptability and feasibility
of this strategic direction.

Management summary

There are powerful suitability and acceptability arguments for pursuing this strategy. However, funding and risk issues may
mean that a more conservative strategy might be preferred, perhaps waiting until the failing franchises in Rudos are offered
for sale.

Suitability

Suitability is concerned with whether a proposed strategy addresses the circumstances in which an organisation is operating
— its strategic position. In the context of this part question, does the proposed strategy of GET, to bid for the rail franchise in
Raziackstan and purchase SOFR, correctly respond to influences in the external environment and exploit its internal
competencies? As Johnson, Scholes and Whittington ask, does the ‘rationale of the strategy make sense?

There are obvious ways in which the proposed strategy makes sense. Firstly, it provides GET with an opportunity to exploit
its acknowledged competencies in running a newly privatised railway. GET has an experienced and respected management
team, together with a computerised booking system which is recognised by its peers as effective and successful. The contract
in Raziackstan provides an opportunity to quickly implement tested management practices and supporting operational
Processes.

GET is currently a one-contract company, with a limited life span if it fails to win the Rudos franchise when it is offered again.
The acquisition of the Raziackstan contract appears to reduce its dependence on the Rudos franchise and perhaps offers the
company greater longevity.

Furthermore, acquiring contracts outside Rudos also appears to make sense. Although the opposition political party in Rudos
has slightly modified its stance, it still remains a potential long-term threat to both the existence and profitability of the
franchise. In contrast, Raziackstan offers greater political certainty, at least in terms of its commitment to rail privatisation. It
also has less stringent employment and safety legislation and so the expensive implications of recent legislation in Rudos will
not be incurred.

GET might also be relatively confident about increasing profits in Raziackstan by bringing the rail network up to the efficiency
levels it has achieved in the East Rudos franchise. At present, the number of employees employed per route kilometre (5-33)
is greater than at GET and revenue per employee significantly less ($22,500 revenue/employee) If GET can cut staffing in
Raziackstan to achieve similar levels of productivity as it currently achieves, then profits will improve without the need to raise
ticket prices.
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(c)

The acquisition of SOFR appears to allow the company to spread its risk, buying a company which is in a market which
should be expanding as the country begins to upgrade its neglected rail network. GET may also find synergies between SOFR
and its franchise operation in Rudos.

However, it must be recognised that the key functionality of its software (allowing franchise cross-charging and Internet
booking) is less important in a country where the whole of the railway system will be allocated to one operator and less than
20% of the country’s population has access to the Internet. The software application may be an important asset of GET, but
it is not of great significance in this particular situation.

Acceptability
The acceptability of a proposed strategy is concerned with the expected performance outcomes of a strategy in terms of return,
risk and stakeholder reactions. A consideration of risk is very important here.

There are a number of mismatches that need to be considered. Firstly, GET has experience of operating a rail franchise where
it has total control over the track and the trains. In Raziackstan there will be a different model. Punctuality, safety and
efficiency will depend on both the railway (running the trains) and the state (maintaining the tracks). Conflicts of interest and
responsibility are likely. GET has no experience of working under these terms.

Secondly, GET has no experience of managing outside Rudos. There are clear indications in the scenario that both the social
and industrial culture of Raziackstan is very different.

For example, railway employees perceive that a ‘railway job is a job for life’ and it seems likely that there will be a clash
between the management culture of GET and the organisational culture of both the railway operation and SOFR. The apparent
improvements in productivity may be hard to achieve. The risk is even greater at SOFR because GET has no obvious internal
competencies to bring to bear. It has no experience of running an engineering company, let alone one in an overseas country
with a different culture and expectations. Stakeholders in Rudos may also be concerned that the management of GET might
be distracted from running the East Rudos franchise, resulting in reduced performance.

Feasibility

Feasibility is concerned with whether an organisation has the resources and competences to deliver a strategy. Financial
feasibility is considered under this heading, identifying the funds required and the sources of those funds. This will be an
issue for GET. Although it does have some cash, the company is already highly geared and this was identified as a potential
weakness in the previous analysis. The franchise in Rudos was financed by the Bank of Rudos, but it seems unlikely that it
would wish to increase its exposure, particularly to an investment in a distant country. The financial infrastructure of
Raziackstan is immature and so also seems unlikely as a source of funding for GET. There are also potential financial and
commercial risks that the government could change its strategy on railway privatisation and GET cannot be sure how profitable
or secure its investment in Raziackstan will be in the medium to longer term. Resource deployment considers the feasibility
of specific strategies by identifying the resources and competences needed for a particular strategy. For example, is it feasible
for GET to establish expertise in engineering, particularly in another country where it has no experience of managing at all?

Conclusion

At first sight, the bid for the Raziackstan rail franchise and the associated purchase of SOFR appears to be a reasonable
strategy. However, more detailed analysis suggests that the rationale is not as strong as it could be and there are many risks
involved. Eventually, it comes down to the company’s ability to find funds and its appetite for risk. In the long term it may be
better for the company to await the outcome of the audit report on the failing franchises in Rudos. Bidding for these might
be a more profitable and less risky strategy.

Tutorial note: The answer given here considers CSFs and KPIs as discussed by Johnson, Scholes and Whittington, and the
balanced business scorecard as defined by Kaplan and Norton. Other interpretations exist and these will also be given credit
if used appropriately in the answer.

Johnson, Scholes and Whittington defined critical success factors (CSFs) as ‘those product features that are particularly valued
by a group of customers and, therefore, where the organisation must excel to outperform competition.” In the context of the
case study scenario, the competition is represented by alternative forms of transport (car, bus or aeroplane) or indeed perhaps
the decision not to travel at all. The marketing message of GET stresses safety and punctuality. These are likely to be important
to the customer, although other aspects of service provision might be as important, for example: convenience (timetabling),
cleanliness and security. The relative importance of CSFs is likely to vary with the market segment (the group of customers).
For example, business travellers may value punctuality, while leisure travellers might value cleanliness and security. Rail
companies (such as GET) will have CSFs concerning financial performance and passenger numbers.

CSFs are normally measured through key performance indicators (KPIs). These are targets that the organisation has to
achieve. Acceptable punctuality is usually defined by a percentage of trains that have arrived at the scheduled arrival time or
before. A certain amount of latitude is usually allowed — for example, in the United Kingdom a train is deemed to have arrived
on time if it arrives at its planned destination station within five minutes (i.e. 4 minutes 59 seconds or less) of the planned
arrival time. For longer distance operators a criterion of arrivals within 10 minutes (i.e. 9 minutes 59 seconds or less) is used.
Critics of this approach have also suggested that it encourages train companies to be conservative in their train timetabling,
so ensuring that they meet the target. Safety can be measured in terms of accidents or fatalities per thousand kilometres
travelled. Cleanliness might be measured by the number of complaints received about litter and dirtiness. Security might be
measured by the number of criminal offences committed on the railway.
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(a)

The balanced business scorecard was established to help focus companies on non-financial, as well as financial measures
of performance. The customer is one of its four perspectives and so this links directly to the critical success factors defined
above. However, the other three perspectives of the scorecard are a rich source of KPIs and so many companies have KPls
for financial, internal business processes and learning and growth. Here are some examples from the perspective of GET:

—  Financial: A target return on capital employed

— Internal business process: asset utilisation — trains should be used for a target number of hours per day. Utilisation of
assets is important.

—  Learning and growth: targets for increasing qualifications in the workforce

Although Johnson, Scholes and Whittington focus their definition of a CSF on the customer, other definitions are much wider.
John Rockart originally defined CSFs as:

‘The limited number of areas in which results, if they are satisfactory, will ensure successful competitive performance for the
organisation. They are the few key areas where things must go right for the business to flourish.’

In practice many organisations use the term CSF for other elements of the balanced business scorecard, even though these
are not directly evaluated by the customer when they are making their purchase decision. The concern, here, is that internal
CSFs will only be valued by internal stakeholders and not by the customers that they serve.

A consideration of CSFs highlights the significance of Raziackstan’s decision to split track provision from rail travel provision.
It is easy to envisage a situation where safety is compromised by poor track maintenance and track faults lead to poor
punctuality. The Rudos model seems much clearer, where responsibility is for everything within the franchise.

The culture of an organisation can be explored from a variety of perspectives and through a number of frameworks and
models. No specific model or framework is required by the question so a variety of appropriate approaches are acceptable.
This model answer uses selected elements of the cultural web.

Stories are told by employees in an organisation. These often concern events from the history of the organisation and highlight
significant issues and personalities. In the context of iCompute, there is evidence of stories that celebrate the earlier years of
the organisation when founder Ron Yeates had an important role. ‘Ron used to debate responsibility for requirements changes
with the customer.” In contrast modern management is perceived as weak, giving in too easily in negotiations with customers.
Not only is this perceived weakness affecting morale, but it also appears to be affecting profit margins and this is an important
consequence for the organisation.

Symbols include logos, offices, cars, titles and the type of language and terminology commonly used within the organisation.
The language and symbols of technology appear to dominate at iCompute. Software developers constantly scan the horizon
for new technological opportunities. They embrace these technologies and solutions and, as a result, continually distract the
organisation. As soon as a technical direction or solution is agreed, or almost agreed, a new alternative is suggested causing
doubt and delay. One of the managers claimed that the company was ‘in a state of constant technical paralysis’. This paralysis
has implications. Furthermore, technological objectives can quickly outweigh business and financial objectives, to the
detriment of the company as a whole.

The perceived inability of managers to effectively participate in technological discussions is derided by software developers
who suggest that they are technically out of touch. Ownership and understanding of up-to-date mobile phones is perceived
to be important, particularly by the software developers who are an important and powerful group within the organisation.

Finally, the language of the manager who suggested that support should be outsourced is very illuminating. Support calls are
not from customers but from ‘incompetent end users, too lazy to read user guides’. Re-focusing managers on customers
appears to be long overdue.

Routines and rituals concern the ‘way we do things around here’. At iCompute this involves long working hours and
after-work social activities such as football, socialising and playing computer games. The latter of these reinforces the
technical focus (discussed in symbols) of employees. The routines and rituals of the organisation are largely male-oriented
(football, computer games) and would probably exclude most females. This would almost certainly contribute to the
company’s inability to recruit and retain women employees. Furthermore, long working hours and after-work activities will
also alienate employees who have to get home to undertake family commitments or simply do not wish to be ‘one of the lads’.
This must contribute to almost one-third of all employees leaving within their first year at the company. The consequence of
this culture is an expensive recruitment and training process.

The control systems of the organisation include measurement and reward systems. Within iCompute technical expertise is
only rewarded to a certain organisational level. To earn more, technically adept employees have to become managers.
Evidence appears to suggest that many are unsuited to management, unable to deal appropriately with their former peers.
These managers also seem anxious to show that their technical expertise is not diminishing, emphasising the importance of
technology as a symbol within the organisation. Consequently, they often try to demonstrate this expertise (for example,
through programming) but are unaware that this brings derision rather than respect. The absence of measurement systems
has recently been recognised by management within the company. This has led to the initiation of an in-house project to
improve time recording. However, software developers within the company see this as an unwelcome initiative.
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(b)

(a)

Paradigm and discussion

Initially, iCompute was an entrepreneurial organisation with a significant work ethic based on long hours, technical innovation
and competitive management. Although the organisation has superficially matured, the stories told by employees and the
recruitment and retention of similarly minded people, has led to the continuation of a male-oriented, technologically focused
workforce managed by unprepared and unsuitable managers. Managers’ reaction to conflict is to avoid it (agreeing with
customers over requirements), outsource it (software support) or put in formal computer systems to control it (the
implementation of a time recording system). The failure to recruit and retain female staff appears to be a direct consequence
of the organisational culture of iCompute. The ‘work hard, play hard work ethic’ is only suitable for employees with certain
objectives, characteristics and minimal childcare responsibilities. This culture needs to change if the company is to employ a
more balanced and representative workforce that is focused on business rather than technological objectives.

The question does not suggest an appropriate framework to use in the candidate’s answer. This model answer uses the
Harmon process-strategy grid as its reference point. However, credit would be given for any appropriate alternative framework.

The primary purpose of the Harmon process-strategy matrix is to ensure that organisations focus their process redesign efforts
in the most appropriate areas. The grid has two axes. One is concerned with process complexity and the other with strategic
importance. For each quadrant of the grid Harmon suggests appropriate solution options. For example, straightforward
commodity processes with low process complexity and low strategic importance should be either outsourced or automated,
using a commercial off-the-shelf software package. Elements of this grid can be applied to the three high level process
applications identified at iCompute.

Advice on legal issues Bespoke systems development is risky. There is evidence in the scenario of litigation between iCompute
and two of its customers. Contracts have to be carefully worded and advice taken to head off or manage legal disputes.
Although iCompute is considering moving this process in-house, it seems unlikely that it will be able to afford, attract or
motivate an internal legal team. Advice on legal issues could be classified as a process of high complexity and low strategic
importance on the process/strategy matrix. Consequently, it seems that continuing the outsourcing arrangement should be the
preferred option. The current supplier employs experts who keep up-to-date in an increasingly complex field. They can also
advise on employee legislation.

Software support is provided by the company to support both its bespoke and package solutions. This used to be organised
in-house, but was outsourced a year ago. Subsequent customer feedback has been poor, but even without this feedback, it
could be argued that outsourcing was a poor decision. Service is one of the primary activities of Porter’s value chain. It directly
influences the customer’s perception of the supplier and the likelihood of a repeat purchase. In the context of iCompute,
feedback from end users to their managers is likely to influence future software purchasing decisions. Consequently, not only
is support relatively complex (as acknowledged by the manager who made the outsourcing decision) but it is also of strategic
importance to iCompute. This suggests that iCompute should bring support back in-house, perhaps by the use of an
automated system.

Time recording The management of iCompute requires much more detailed time recording information, showing how long
employees have worked on certain tasks and projects. Some contracts are on a time and materials basis and time recording
data is required for accurate and prompt billing. However, most contracts are on a fixed price basis and better internal
information is required on which to build quotes for this type of work. The company has decided to develop software in-house
to support this high level process. This appears to be a questionable decision for at least three reasons. Firstly, it uses
resources which could be employed on external fee-earning contracts. Secondly, accurate time recording is a key requirement
in many professions (lawyers, accountants, etc) and it seems highly likely that a range of off-the-shelf packages would be
available to fulfil their needs. Finally, it could be argued that the application is a relatively simple low-value process in the
process-strategy matrix and so should be carried out either through a software package or an outsourced solution.

A post-project review takes place once the project has been completed. In fact, it can often be the last stage of the project,
with the review culminating in the sign-off of the project and the formal dissolution of the project team. The focus of the
post-project review is on the conduct of the project itself, not the product it has delivered. The aim is to identify and
understand what went well and what went badly in the project and to feed lessons learned back into the project management
standards with the aim of improving subsequent project management in the organisation.

A post-implementation review focuses on the product delivered by the project. It usually takes place a specified time after the
product has been delivered. This allows the actual users of the product an opportunity to use and experience the product or
service and to feedback their observations into a formal review. The post-implementation review will focus on the product’s
fitness for purpose. The review will not only discuss strategies for fixing or addressing identified faults, but it will also make
recommendations on how to avoid these faults in the future. In this instance these lessons learned are fed back into the
product production process.

A benefits realisation review also takes place after the product has been delivered. It is primarily concerned with revisiting the
business case to see if the costs predicted at the initiation of the project were accurate and that the predicted benefits have
actually accrued. In effect, it is a review of the initial cost/benefit analysis and any subsequent updates made to this analysis
during the conduct of the project. It may be part of a post-implementation review, although the long-term nature of most
benefits means that the post-implementation review is often held too soon to properly conduct benefits realisation. In fact, it
can be argued that benefits realisation is actually a series of reviews where the predicted long-term costs and benefits of the
business case are monitored. Again, one of the objectives is to identify lessons learned and in this case to feed these back
into the benefits management process of the organisation.

19



(b) Post-project review at HomeDeliver
The following issues could have been raised at the HomeDeliver post-project review. They are presented here with lessons
learned that should be fed back into the project management process.

The late allocation of HomeDeliver order administrators full-time to the project. Initially, employees were allocated
part-time to the project. However this hampered project progress as these administrators also needed to undertake their
normal operational duties. Consequently, the project began to significantly slip. Even though selected order
administrators were added full-time to the project it was too late and the software was delivered two months behind
schedule.

Lessons learned: it is likely that deadlines will slip if appropriate employees are not allocated full-time to the project.

The failure to consult catalogue supervisors and agents.

There is evidence in the scenario that internal stakeholders were identified and consulted throughout the project.
However, external stakeholders, such as the catalogue supervisors and agents, were not consulted at all. This meant
that they had little understanding of the software prior to its implementation. It also meant that their requirements were
not taken into consideration when developing the software. Hence the need to amend an order was not included in the
software solution.

Lessons learned: ensure that stakeholder analysis includes both external and internal stakeholders and make sure that
external stakeholders are included in the requirements gathering process where appropriate.

The scope of implementation, implementing all supervisors and agents immediately. In retrospect, implementing all
supervisors (and their agents) was too ambitious and risky. It would have been wiser to establish a pilot project where
only selected supervisors and agents used the new system. Experience from this pilot could have been used to modify
the software and fix faults and omissions before rolling out to the rest of the organisation. The scope should have been
defined in the project initiation document and this should have been risk assessed.

Lessons learned: the risk assessment of the scope of projects is important and project managers should look to mitigate
risk by reducing scope.

Post implementation review at HomeDeliver
The following issues could have been raised at the HomeDeliver post-implementation review. They are presented here with
recommendations that should be fed back into the software development process.

Faults and omissions in the computer software. The omission of the order amendment facility has already been
considered. However, the failure of the software to work with a popular browser needs investigating. Testing should
consider a range of browsers. The post-implementation review should also consider why these faults were not found
before the software was released. A possible reason is that the software was tested by full-time employees of
HomeDeliver in a controlled office environment. It was not acceptance tested by the part-time, home-based agents who
were actually going to use the software. These people were likely to be less familiar with computer applications and
were also likely to use a wide variety of hardware and software.

Lessons learned: acceptance testing should be undertaken by real business users in the hardware and software
environment they are actually working in. Testing across multiple browsers must be considered.

Faults in the documentation. The documentation supporting the implementation was both inappropriate and
inappropriately distributed. Distributing the user manual as a PDF file raises at least two issues. Firstly, whether the
email, and its attached file, had actually been received by the agent. A significant number of them claim that they did
not receive the email. Secondly, it seems unreasonable to expect self-employed agents to print out a large, colour manual
at their own cost. A failure to print out and study the manual probably contributed to agents being unable to use the
software to enter multiple orders for one household. Spelling and functionality faults in the manual undermine
confidence in both the documentation and the software it supports.

Lessons learned: documentation must be carefully inspected before software release and its physical distribution should
be carefully considered. Distributing documentation electronically may seem easy and cheap, but it may have important
unanticipated consequences.

Training of employees. It was perceived that the software was easy to use and so no formal training was given to agents.
However, this missed the opportunity to find early faults (for example, not running under a certain browser). The inability
of many agents to claim that the system could not support multiple orders from one household also suggests that the
software was not as easy to use as its developers claimed.

Lessons learned: As well as imparting skills, training provides an opportunity to build rapport with users and to identify
possible issues and faults with the software at an earlier stage.

(c) The potential benefits to HomeDeliver of the new electronic ordering system might include:

Staff savings from the reduction or elimination of order administrators at HomeDeliver. This benefit should be relatively
easy to quantify.

Staff savings from reduced catalogue supervisor costs. In the new system, supervisors appear to have significantly less
work and so each supervisor should be able to co-ordinate more agents. However, supervisors are currently rewarded
on the basis of how many agents they administer. So savings could only be made if this contractual arrangement was
changed.
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(a)

—  Improved cash flow, because money is now sent daily rather than at the end of the week. Improved cash flow will reduce
borrowing costs or increase investment income. This benefit should be relatively easy to quantify.

—  The system should lead to the customer receiving their goods more quickly. Orders are entered at the end of the day,
not in the week after the order has been placed. This is a benefit for the customer, not HomeDeliver. However, it could
be argued that improved customer service may lead to more customers and, because there is less elapsed time between
order and delivery, to fewer cancelled orders. It would be relatively difficult to quantitatively predict both of these benefits
in advance.

This part of the question is concerned with factors that will influence ATL's pricing of its e-learning product. It can be answered
from a number of perspectives and credit will be given as appropriate. This model answer focuses on four main areas. Firstly,
the pricing objectives of the company, the overall goals that describe what ATL wants to achieve through its pricing efforts.
The second area is the customer; the value of the product to them and how many products they are likely to buy at what
price. The third area is the costing approach used and finally, different pricing strategies are considered. It is argued that all
of these areas will need to be taken into consideration when determining the final price (or prices) of the e-learning product.

Pricing objectives

Pricing objectives need to be aligned with the organisation’s corporate and marketing objectives. ATL positions itself as a
premium quality training provider, where conventional courses with above average prices still sell because of high quality
training delivery. The company may wish to directly reflect this in its pricing of the e-learning software. However, other
objectives must be borne in mind and may be more appropriate in the context of the e-learning product; for example, targeting
market share or creating cash flow to develop products for the intermediate and advanced levels qualifications. ATL is an early
mover in the field and it may wish to establish barriers to entry based on price and market share.

Determining customer demand and the ability to buy

ATL has at least three distinct customers in mind. The price sensitivity and demand from each of these is difficult to assess.
The first is an individual consumer (B-C) purchasing over the Internet from anywhere in the world. ATL believes that a
significant number of these customers will come from less wealthy countries. It is sure that these customers will be very
sensitive to price, but has no feel for this demand elasticity or for total demand except that they believe it to be ‘very large'.
The second differentiated customer is the large companies of Eothen. It has targeted the e-learning product at the top 500
companies and has obtained data on current training spend (Figure 1). This can be used to help establish a price (see part
(b)) that companies are willing to pay by estimating the price elasticity of demand for courses. Depending on price elasticity
over a particular range of prices, it may be worth either increasing or reducing prices to increase revenues and profitability.

Individual candidates from companies do not pay for the e-learning product themselves. So the transaction is business to
business (B-B) and it is the price that the business is willing to pay that is relevant here. E-learning is taking off in Eothen
and demand can be estimated from the figures given in Figure 2. However, it is also likely that businesses will expect
discounted prices for multiple purchases. Finally, the third customer group also reflects a different channel of communication.
This is the third-party reseller who has traditionally brokered course places and now wishes to offer e-learning services. They
will need to make a margin and so ATL will have to factor this into its pricing decision.

Costing assumptions and policy

Costs need to be understood, not only continuing costs, but the company’s attitude to recovering the costs it has already
incurred in the development of the product. One of the benefits of e-learning, from the perspective of ATL, is the low variable
cost of each sale. This should give ATL greater price flexibility, with the implication that ATL could set its prices to maximise
its revenues as most of its costs are fixed in the short term. The employment of dedicated support staff is an overhead cost
directly associated with the supply of e-learning. However, it is difficult to predict these costs as not only are they related to
demand for the product, but they will also be determined by the product experience. If the product is easy to use and is
effective in preparing users for the examination, then there may be very few support calls. It is likely that such support costs
will be stepped, with volumes reaching threshold values that require another member of staff to be added. Therefore support
is likely to behave as a stepped fixed cost.

The cost of the product also needs to reflect other costs associated with e-learning, such as promotion and product
enhancement. It might also be expected to contribute to the overheads of ATL as a whole; finance, human resources,
administration etc.

The costs of product development have already been incurred and can be considered as a sunk cost. However, by exploring
a range of margins and costing approaches, ATL might attempt to explicitly recover its investment in the product.

Selection of a pricing strategy
A pricing strategy is, according to Dibb et al, an ‘approach designed to influence and determine pricing decisions’. There are
many different pricing strategies, some of which will contradict each other. At ATL the most relevant are summarised below.

Negotiated pricing is an accepted convention in the company’s traditional market and so may also be relevant in pricing the
e-learning package. Secondary market pricing may also be a significant consideration. One of the reasons for the development
of the e-learning package was to target overseas candidates who had considerably less disposable income. Local pricing must
be an important consideration. Negotiated and secondary market pricing are both examples of a differential pricing policy. A
psychological pricing policy might also influence the pricing decision at ATL. For example, reference pricing might be used
to compare the price of the e-learning product with the conventional classroom alternative. Bundle pricing may also be
attractive; bundling in the examination fee, after negotiating a reduction in fee from the Institute.
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(b)

Any pricing decision can usually be quickly flexed to reflect actual trading conditions. It is a flexible and convenient way of
adjusting the marketing mix. ATL can adjust prices quickly; other components of the marketing mix do not really have this
flexibility.

The two analyses (Figures 1 and 2) both use linear least squares regression and correlation to express the relationship
between two variables. Figure 1 considers the relationship between the dependent variable (y), average training budget per
employee per year, and gross profit of the company (x — the independent variable). The hypothesis is that the average training
budget per employee depends, to some extent, on the profitability of the organisation. An understanding of this relationship
might help ATL determine the price that the corporate customer is willing to pay for its product. This is an important part of
the pricing process. In Figure 2, least squares regression is used to establish a trend line in the data. In this instance time is
the independent variable and e-learning sales the dependent variable. The trend line could be used by ATL to help establish
the future demand for the product, another important part of the pricing process.

Least squares regression fits a line of best fit through the data. The regression equation (y = a + bx) can then be used to
predict values of y from values of x. The strength of the linear relationship between the two variables is measured by the
correlation coefficient (r). The value of r ranges from —1 (perfect negative correlation), through O (no correlation) to +1 (perfect
positive correlation).

Government statistics predict that the average gross profit of the top 500 companies will be $50m next year. Entering this
value into the equation for Figure 1 suggests an average training budget spend of $813 per employee. This is less than one
conventional course place ($950) at current course prices. In the sample data set the ten companies recorded an average
annual gross profit of $86m, giving a predicted average spend of $955. This suggests that there will be pressure on prices
in the coming year (particularly for conventional courses) and that e-learning may be a very attractive option. The data
provides useful input into understanding the price corporate customers will be willing to pay to fulfil their training needs.

In Figure 2, demand for the e-learning products overall can be estimated by extrapolating the trend line. For example, it
suggests that demand in the fourth quarter of 2011 (period 14) will be about $4:06m. Extrapolation of data is problematic
because it concerns predicting values outside the scope of the sample.

However, care has to be used in interpreting the data. The limitations of the technique itself have to be recognised. The
technique fits a straight line ((y = ax + b) is the equation of a straight line), when perhaps a curved line would be more
appropriate. This is particularly noticeable in Figure 2, where sales appear to be disproportionately increasing in the last four
quarters of the data. A simple scatter diagram would show an upward curve in the last part of the time series. Furthermore,
the correlation between the variables is a statistical measure; it does not imply meaning or proof of a causal link. High
coefficients may be due to each variable being independently related to a third variable, sometimes called a control variable,
such as interest rates, or are just due to pure chance. Conventionally, the coefficient of determination has been calculated for
expressing the strength of a relationship. The coefficient of determination is r squared, in the case of Figure 1, 0-64; which
suggests that 64% of variability in average training spend per employee is due to gross profit. 36% is attributable to other
factors.

The representative nature of the sample used in Figure 1 also needs consideration. Figure 1 is based on a sample of only 10
of the 500 top companies in the country. This is a relatively small sample and so a significance test would have to be
undertaken on the results. The theory of this is beyond the syllabus, but the principle, which is being wary of basing decisions
on small and perhaps unrepresentative samples, is not.
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Professional Level — Essentials Module, Paper P3

Business Analysis December 2011 Marking Scheme
1 (@) 1 mark for each appropriate point up to @ maximum of 20 marks.
(b) 1 mark for each appropriate point up to a maximum of 16 marks.
1 mark each for report structure, style, and fluency up to a maximum of 4 professional marks.
(c) 1 mark for each appropriate point up to a maximum of 10 marks.
2 (a) 1 mark for each appropriate point up to a maximum of 13 marks.
(b) Up to 1 mark for the suggested framework.
Up to 4 marks for each high level process.
Up to a maximum of 12 marks for this part question.
3 (a) 1 mark for each relevant point up to a maximum of 2 marks for each type of review and up to a maximum of 6 marks for
this part question.
(b) 1 mark for each relevant point up to a maximum of 6 marks for each type of review. Two types of review, giving a maximum
of 12 marks for this part question.
(c) 1 mark for each relevant point up to a maximum of 7 marks.
4 (a) 1 mark for each appropriate point up to a maximum of 15 marks.
(b) 1 mark for each appropriate point up to a maximum of 10 marks.
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