Revision 6 – Performance Measurement
Question 1

GE Railways plc (GER) operates a passenger train service in Holtland. The directors have always focused solely on the use of traditional financial measures in order to assess the performance of GER since it commenced operations in 1992. The Managing Director of GER has asked you, as a management accountant, for assistance with regard to the adoption of a balanced scorecard approach to performance measurement within GER.

Required:

(a)
Prepare a memorandum explaining the potential benefits and limitations that may arise from the adoption of a balanced scorecard approach to performance measurement within GER.
(8 marks)

(b)
The following information is available in respect of GER for the years ended 31 May 2010 and 2009:

(1)
Summary financial statements

Income statement

	
	2010
	2009

	
	$000
	$000

	Sales
	33,000
	30,525

	Cost of sales
	(14,850)
	(14,652)

	Gross profit
	18,150
	15,873

	Operating expenses
	(8,250)
	(7,293)

	Depreciation
	(3,300)
	(3,300)

	Net profit
	6,600
	5,280


Statement of financial position

	
	2010
	2009

	
	$000
	$000

	Fixed assets (net book value)
	33,160
	29,500

	Net current assets
	9,360
	6,420

	Net assets
	42,520
	35,920

	
	
	

	Financed by:
	
	

	Ordinary share capital ($1 each)
	22,500
	22,500

	Retained earnings
	20,020
	13,420

	Capital employed
	42,520
	35,920


(2)
Other information relating to GER

	
	2010
	2009

	Sales revenue ($000)
	
	

	Existing routes
	25,080
	24,420

	New routes
	7,920
	6,105

	Current assets and current liabilities ($000)
	
	

	Stock
	6,610
	4,950

	Debtors
	2,560
	3,550

	Creditors
	3,960
	3,300

	Other statistics:
	
	

	Number of new routes (planned)
	4
	6

	Number of new routes (actual)
	6
	4

	Number of customer tick enquiries received
	1,375,000
	1,271,875

	Number of customer tickets sold
	1,100,000
	1,017,500

	Number of routes in operation
	36
	30

	Number of routes producing 80% of total income
	20
	24

	Number of trains in operation
	15
	15

	Average number of days in use
	320
	335

	Number of passenger miles
	66,000,000
	61,000,000

	Average train occupancy
	80%
	78%

	Number of times trains were 100% occupied
	120
	39

	Number of train journeys
	4,000
	3,900

	Number of train station ‘stop’
	10,000
	9,500

	Number of late arrivals at train station ‘stop’
	200
	285

	Number of employees
	254
	250

	Number of hours of employee training
	2,159
	2,000


(3)
Each new route introduced required a cash investment in capital equipment of $660,000.

Required:

(i)
Using only the above information, prepare a statement (in columnar format) which shows goals, measures (one of which must be cash flow) and statistics for each of the four perspectives of the balanced scorecard in respect of GER. Your answer should include TWO goals, measures and statistics relating to each perspective of the balanced scorecard.

Insofar as possible you should show statistics for 2009 and 2010.


(9 marks)

(ii)
Suggest THREE other performance measures (not applied in (i)) which might be used to assess the customer perspective of the balanced scorecard of GER.



(3 marks)


(Total 20 marks)

Question 2

The following information relates to Preston Financial Services, an accounting practice. The business specialises in providing accounting and taxation work for dentists and doctors. In the main the clients are wealthy, self-employed and have an average age of 52.

The business was founded by and is wholly owned by Richard Preston, a dominant and aggressive sole practitioner. He feels that promotion of new products to his clients would be likely to upset the conservative nature of his dentists and doctors and, as a result, the business has been managed with similar products year on year.

You have been provided with financial information relating to the practice in appendix 1. In appendix 2, you have been provided with non-financial information which is based on the balanced scorecard format.

Appendix 1: Financial information

	
	Current year
	Previous year

	Turnover ($000)
	945
	900

	Net profit ($000)
	187
	180

	Average cash balances
	21
	20

	Average debtor days (industry average 30 days)
	18 days
	22 days

	Inflation rate (%)
	3
	3


Appendix 2: Balanced Scorecard (extract)

	Internal business processes
	Current year
	Previous year

	Error rates in jobs done
	16%
	10%

	Average job completion time
	7 weeks
	10 weeks

	
	
	

	Customer knowledge
	
	

	Number of customers
	1,220
	1,500

	Average fee levels ($)
	775
	600

	Market share
	14%
	20%

	
	
	

	Learning and growth
	
	

	Percentage of revenue from non-core work
	4%
	5%

	Industry average of the proportion of revenue from non-core work in accounting practices
	30%
	25%

	Employee retention rate
	60%
	80%


Notes

1.
Error rates measure the number of jobs with mistakes made by staff as a proportion of the number of clients serviced.

2.
Core work is defined as being accountancy and taxation. Non-core work is defined primarily as pension advice and business consultancy. Non-core work is traditionally high margin work.

Required:

(a)
Using the information in appendix 1 only, comment on the financial performance of the business (briefly consider growth, profitability, liquidity and credit management).



(5 marks)

(b)
Explain why non financial information, such as the type shown in appendix 2, is likely to give a better indication of the likely future success of the business than the financial information given in appendix 1.
(5 marks)

(c)
Using the data given in appendix 2 comment on the performance of the business. Include comments on internal business processes, customer knowledge and learning/growth, separately, and provide a concluding comment on the overall performance of the business.
(10 marks)



(Total 20 marks)

Question 3
The Accountancy Teaching Co (AT Co) is a company specialising in the provision of accountancy tuition courses in the private sector. It makes up its accounts to 30 November each year. In the year ending 30 November 2009, it held 60% of market share. However, over the last twelve months, the accountancy tuition market in general has faced a 20% decline in demand for accountancy training leading to smaller class sizes on courses. In 2009 and before, AT Co suffered from an ongoing problem with staff retention, which had a knock-on effect on the quality of service provided to students. Following the completion of developments that have been ongoing for some time, in 2010 the company was able to offer a far-improved service to students. The developments included:
· A new dedicated 24 hour student helpline

· An interactive website providing instant support to students

· A new training programme for staff

· An electronic student enrolment system

· An electronic marking system for the marking of students’ progress tests. The costs of marking electronically were expected to be $4 million less in 2010 than marking on paper. Marking expenditure is always included in cost of sales
Extracts from the management accounts for 2009 and 2010 are shown below:
[image: image1.emf]
On 1 December 2009, management asked all ‘freelance lecturers’ to reduce their fees by at least 10% with immediate effect (‘freelance lecturers’ are not employees of the company but are used to teach students when there are not enough of AT Co’s own lecturers to meet tuition needs). All employees were also told that they would not receive a pay rise for at least one year. Total lecture staff costs (including freelance lecturers) were $41·663 million in 2009 and were included in cost of sales, as is always the case. Freelance lecturer costs represented 35% of these total lecture staff costs. In 2010 freelance lecture costs were $12·394 million. No reduction was made to course prices in the year and the mix of trainees studying for the different qualifications remained the same. The same type and number of courses were run in both 2009 and 2010 and the percentage of these courses that was run by freelance lecturers as opposed to employed staff also remained the same.
Due to the nature of the business, non-financial performance indicators are also used to assess performance, as detailed below.
[image: image2.emf]
Required:
Assess the performance of the business in 2010 using both financial performance indicators calculated from the above information AND the non-financial performance indicators provided.
NOTE: Clearly state any assumptions and show all workings clearly. Your answer should be structured around the following main headings: turnover; cost of sales; gross profit; indirect expenses; net operating profit. However, in discussing each of these areas you should also refer to the non-financial performance indicators, where relevant.
(20 marks)
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