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1. General Comments

(a) It is essential that candidates answer all the questions as set.

(b) Where illustrative figures or information are asked for in a question, or their
use is implied in the data, then they must be shown in the candidate’s
answer.

(c) Evasion of the terms of the question on the grounds that the situation
depicted in the Case Study is unlikely to have arisen or occurred, or is
improbable in concept, should be penalised.

(d) Working papers submitted with answers should be scrutinised and used to
test the candidate’s line of argument in unfinished work and as a guide to the
method by which the candidates have utilised their acquired knowledge to
deal with the various aspects of the Case Study.

(e) Detailed calculations are set out in the appropriate attached appendices. It
must be emphasised that these are not ‘model answer’ figures but are based
upon what are judged to be the ‘best’ assumptions made in answering the
question. Candidates should not therefore be judged on whether they got
the figures ‘right’, but on how they reached their figures and how reasonable
are their assumptions and arguments.

2. Synopsis of case

The Nunsuch Leisure Arena [NLA] project aims to provide state of the art sports
and fitness facilities for Nunsuch, a rapidly expanding town within the county of
Utopia, which forms part of the Republic of Atlantis. Nunsuch District Council
[NDC] and Utopia County Council [UCC] have formed a Joint Board, a separately
accountable local government body, which has responsibility to provide and
operate the NLA.

Phase 1 was opened on 01 April 2007 and comprises a health and fitness suite
(with a target of 1,345 Fitness Club members to be achieved by March 2011) and
an athletics track. Construction of Phase 2 is due to start in April 2008 and it is
due to open to the public on 30 June 2009. Phase 2 will include a multi use
sports hall, hockey and rugby pitches, club rooms, and bar and catering facilities.
Tenders for the construction of Phase 2 have recently been invited.

Capital finance is being provided by the Atlantis State Lottery Board, by various
other public bodies and private sponsors, and by the two local authorities.

Both local authorities have agreed to contribute to the running costs of the NLA.
The projected size of their contributions was set out in a Medium Term Financial
Plan (MTFP) approved in March 2007, but there is concern that the MTFP figures
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may understate the extent of support that will actually be required. In particular,
it appears that recruitment of members for the Fitness Club (the main source of
trading income) is falling below target and that the average monthly fee per
member is turning out lower than anticipated.

The Joint Board has eleven members in total and is responsible for directing the
NLA’s affairs within the available funding. Members are appointed on the
following basis:

0 Utopia County Council - three members

0 Nunsuch District Council - three members

0 Sport Atlantis - one member

o0 Co-opted persons - four members

The current Chairman is Councillor Sam Arkand, who is a nominee of Nunsuch
District Council.

All members of the Joint Board are required by law to act in the best interests of
the NLA when they are dealing with NLA business.

The Joint Board has placed operation of the NLA in the hands of a leisure
management company, Body and Soul Leisure [BSL], under a seven year
contract, running from the opening date of Phase 1. BSL’s remit extends to
promotion of all sections of the NLA, as well as day-to-day operations. It
employs the Arena’s operational staff, collects the trading income and pays most
of the running costs as agent for the Joint Board.

The Joint Board takes direct responsibility for:

= Monitoring the service delivery and financial performance achieved by BSL,
which provides monthly operational management reports to the Board.

= Future development plans.

= Capital expenditure and funding transactions.

= Maintaining good relations with sponsors.

= Negotiation of revenue support from the two local authorities.
*= Insurance arrangements.

= Major maintenance works.

The Joint Board has made three part-time appointments, a Chief Executive (Jack
Carter), a Treasurer (Sarah Yavo) and a Secretarial Assistant. However, Ms Yavo
has recently left her post to move to another part of Atlantis and the Joint Board
expects that it may take some months to recruit a suitable replacement. It has
therefore been agreed that UCC’s Assistant Director of Resources (Technical), Val
Ensia, will be seconded on a part time basis to act as Interim Treasurer and
financial adviser to the Joint Board until a new appointee is in post.

The candidate is Alex Andrea, Senior Accountant (Technical) with UCC, who will
be assisting Ms Ensia with various aspects of her NLA responsibilities over the
coming months, including preparation of reports for the Joint Board.
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Question 1 (19 marks)

The Interim Treasurer has received a letter from Councillor Anne Twerp, a
member of UCC, who has just been nominated to membership of the NLA Joint
Board. An urgent reply is necessary and the candidate is asked to prepare an
initial draft for review by Ms Ensia.

Councillor Twerp represents the district of Eldorado situated thirty miles from
Nunsuch. It is clear that she regards the NLA project with a considerable degree
of antipathy, apparently on the grounds that it is unreasonably drawing resources
away from leisure facilities in the rest of the county.

Whether through naivety or otherwise, Councillor Twerp appears to believe that
Ms Ensia has been appointed to her interim role so that she can restrain spending
on the NLA project for the benefit of UCC, and the Councillor offers her assistance
to this end. She is particularly scathing about the role of the Joint Board’s
Chairman, Councillor Arkand, who has been a long-term promoter of the NLA
scheme and is a nominee of NDC.

In preparing the reply, candidates need to address the above issues and also
respond to four specific questions raised by Councillor Twerp. These questions
relate to various aspects of the case material, i.e. forecasts of catering profit/loss,
management and administration costs, choice of contractor for Phase 2, and the
loan facility granted by UCC to assist with the funding of Phase 2.

An important element in the reply will be to outline to the Councillor her own
responsibilities as a Joint Board member and also Ms Ensia’s role as Interim
Treasurer. These elements will clearly require particular tact and diplomacy. To
answer this question effectively, candidates will also need to demonstrate their
ability to précis the essential points rather than merely reproducing case material
at length.

Question 2 (27 marks)

The tenders for construction of Phase 2 are received on 13 November 2007 and
are due to be considered at a special meeting of the Joint Board on 11 December.

Four tenders are received. Three of them are of the conventional type involving a
main contractor. Of these, Hercules Construction has put forward the lowest
tender price, which is however still £104,000 in excess of the pre-tender
estimates considered by the Joint Board. The other two conventional tenders are
ruled out of further consideration on grounds of cost. Although Hercules are
reported to be sound and competent contractors, they would come with a
reputation for exploiting to the full any opportunities to levy extra charges during
the course of the contract.

The fourth tender is put forward by Gulliver Associates a firm of project
managers. They claim that they could deliver Phase 2 at a price that is £208,000
within the pre-tender estimates, by employing smaller firms as contractors for
different elements of the work. UCC’s Principal Auditor (Contracts) provides
candidates with advice as to the greater range of risk that this type of
arrangement would involve.
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Candidates also need to consider the available funding for Phase 2 and the
conditions that are attached by the various funding sources. A significant
element of funding (from the Utopian Enterprise Board) remains uncertain despite
the confidence expressed by the NLA’s Chief Executive.

The information in the case allows candidates to construct quarterly cash flows
for capital payments and receipts for both the Hercules and Gulliver options. The
Hercules option would involve the Joint Board in going back to the two local
authorities to seek extra funds, while the Gulliver option would result in
temporary cash outflows, which could not be financed within the limits of the
loan facility made available by UCC.

The candidate is asked to include the following detailed requirements in the
report to the Joint Board:

(a) A brief introduction setting out the purpose of the report, the progress of the
scheme, and a note of the overall capital costs and funding for those
elements of the scheme (both phases) that have already been spent or
committed to date.

(b) A summary of the approved/expected sources of funding for the further
planned spending on Phase 2. In this section, candidates are asked to set out
the current status of each contribution and any conditions that are known to
apply, including comments and conclusions as to the degree of difficulty in
meeting such conditions.

(c) Details of the tenders received, showing:

i. the estimated costs (in £'000s), of proceeding with the Hercules and
Gulliver offers, as compared with the previous treasurer’s October 2007
projection, and

ii. the allocation of the resulting cost variances to the two local authorities.

(d) An annex showing the quarterly cash flows of payments and funding that will
apply for both the Hercules and Gulliver options, including the use that will
need to be made in both cases of the UCC loan facility.

(e) Details of the financial approvals that would need to be obtained in both
cases before either the Hercules or Gulliver bids could be accepted.

(f) A discussion of the potential benefits and risks arising from the Hercules and
Gulliver bids, explaining the importance that that should be attached to each
of them.

(g) The candidate’s conclusions and recommendation to the Joint Board as to
how it should proceed.

Question 3 (36 marks)

Membership fees from the Fitness Club will form the largest source of income for
the NLA, being due to grow to £468,000pa by 2010/11. Although Phase 1 has
only been open for seven months, there is already worry that income from the
Fitness Club is falling short of expectations and apprehension as to what
consequences this could have for future deficits.
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At the Joint Board meeting on 23 October, the Chairman and members expressed
concern over this issue and the Chairman undertook to examine the issues and
report back personally to the next ordinary meeting of the Board.

Although the Chief Executive still felt that the problem represented only a
“temporary blip”, he instructed Body and Soul Leisure (BSL) to review the
position and advise on possible marketing and pricing options to improve matters.

The Chairman reiterated his concerns in a letter to Ms Ensia, quoting relevant
benchmarks for typical performance of fitness clubs that he’'d obtained from a
recent article in “Sport and Leisure World”.

Two responses are received from BSL’'s MD. In the first he mentions general
issues that can affect membership recruitment and the average level of fees at
different locations. In the second, he suggests three options for the Board to
consider involving additional marketing effort, special offers, or an improved
service level, giving information on possible additional income in each case.

The Chief Executive is sceptical about the efficacy of these proposals. He notes
that the MD has omitted various items of cost from his analysis of the three
options.

The candidate is requested by Ms Ensia to prepare a comprehensive briefing note
for the Chairman setting out:

a) A comparison between the MTFP projection of membership fee income and the
income targets that would have resulted if the “typical growth pattern”
(benchmark) reported in Sport and Leisure World had been applied, together
with any comments as to why the NLA may not be expected to exhibit such a
“typical growth pattern”.

b) A statistical analysis to demonstrate whether there is any significant
difference between the typical breakdown of membership between the various
categories as reported in Sport and Leisure World and the actual breakdown
observable at the NLA, including conclusions from this analysis (requiring the
candidate to carry out a Chi? test).

c) Details of:

» The cumulative shortfalls of membership numbers and income up to 31
October 2007 as compared with the levels allowed for in the MTFP.

= The average monthly income per member up to October 2007.
= The monthly membership attrition rate up to 31 October 2007.

»= Any specific known factors that may have had influence on recruitment levels
at the NLA, together with comments on the average monthly income per
member and membership attrition rates.

d) A revised projection of membership fee income over the four years of the
MTFP, based on the actuals to 31 October and the information from BSL. The
candidate is asked to show the variances from the MTFP figures, and explain
any reservations about the results.
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e) A projection of the financial implications of each of the three options put
forward by BSL to improve membership recruitment, together with the
candidate’s evaluation of each of these options.

f) A note of any other budget headings in the MTFP that may be affected by
increased membership levels, apart from those mentioned by BSL and the
Chief Executive. (Candidates are not expected to quantify these items.)

g) The candidate’'s conclusions about these membership issues and a
recommendation as to which, if any, of BSL’s options should be adopted.
Candidates are not expected to explore whether some combination of the
three options may be desirable.

Question 4 (18 marks)

At its meeting on 23 October, Ms Ensia advised the Joint Board that the Medium
Term Financial Plan (MTFP) needed to be revised so that UCC and NDC could be
provided with realistic information for inclusion in their own financial plans. An
update report will need to be provided for the Joint Board’s next ordinary meeting
in January 2008, but, at this stage, Ms Ensia asks the candidate to prepare a
preliminary discussion paper for her personal consideration setting out the
relevant issues.

The discussion paper is to include a revised MTFP income and expenditure
projection, and a revised table showing the contributions required from the two
authorities.

A Budget Priority Working Party of NDC is recommending unilateral changes to
that authority’s contribution and the candidate is asked to advise on the impact of
this proposal and its potential consequences for the relationship between the Joint
Board and the two authorities.

The candidate is also asked to assess whether savings could reasonably be made
by reducing provisions for depreciation, for future major repairs and for the
creation of a working balance.

Finally, throughout the case, it is evident that there is a tense relationship
between the Chairman and Chief Executive of the Joint Board, while the
effectiveness of BSL as management operators is also in some doubt. The
candidate is asked to provide an assessment of these relationships.
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3. Question 1

Aims

a) To test candidates’ understanding of the issues raised in the letter from the
Councillor Twerp;

b) To test candidates’ ability under severe time pressure to recognise and
analyse the facts and figures relevant to the issues raised;

c) To test candidates’ skill in presenting this information in a clear, concise and
relevant draft reply for the Interim Treasurer’s signature.

Assessment

a) Explanations of:

e the high priority accorded to the NLA project by UCC

e the respective roles of (i) members of the Joint Board and (ii) the
Treasurer to the Board

e the relative financial inputs to the project from UCC and NDC, as
detailed in the October 2007 capital costs and funding statement and
in the MTFP

¢ the weighting of the board representation of the two authorities.

(8): A-8.

(i) the high priority accorded to the NLA project by UCC

UCC took the major role in bringing the NLA into existence, following a
county wide review of leisure facilities, which identified Nunsuch as
suffering from severe under-provision compared with the rest of the
county.

The successful creation and launch of the NLA are key elements in two
sections of UCC’s overall Corporate Plan (“Striving for a Better Utopia”),
these being the Sports Development Strategy and the Regeneration
Strategy.

(ii) the respective roles of members of the Joint Board and of the Treasurer to
the Board

the role of a member of the Joint Board is to participate in the direction of
the NLA’s affairs in accordance with the stated objectives of the Joint
Board and within the available funding. The objectives are as set out in
the pre-seen material.

some candidates may also decide to reproduce the direct responsibilities of
the Joint Board as listed in the pre-seen. This list might, no doubt, prove
helpful to Councillor Twerp, but it should not be viewed as essential to this
part of the answer.

all members of the Joint Board are required by law to act in the best
interests of the NLA when dealing with NLA business. Councillor Twerp
should therefore be considering issues before the NLA Joint Board on their
own merits.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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the role of the Treasurer is to provide the NLA with financial management
and accounting expertise, to maintain effective financial control on behalf
of the Joint Board and to give independent financial advice to the Board

although she has been seconded from UCC, the Interim Treasurer will be
accountable on NLA business to the Joint Board, not to UCC.

specifically, she will have no part in reporting to UCC or its committees
about any matters concerning the NLA

(iii) the relative financial inputs to the project from UCC and NDC as detailed in

the October 2007 capital costs and funding statement and in the MTFP

The relative contributions of the two authorities are:

Capital: UCC - £4.89 million; NDC - £0.55 million, (of a total capital cost
of £10.3 million). UCC is also making available an interest free loan
facility of up to £0.9 million during the construction of Phase 2.

Revenue: The contributions from the two authorities were to be allocated
on the following basis:

PS iii

PS vi

PS vi

MF6 &
14

PSv &
Vi

2007/08 2008/09 2009/10 2010/11
Utopia County Council 50% 50% 45% 40%
Nunsuch District 50% 50% 55% 60%
Council

As NDC was facing serious problems in setting its budget for 2007/08,
UCC agreed to make an additional revenue deficit contribution of £150,000
for that year only.

In return for its making this extra contribution, UCC stipulated that its
remaining contributions for the Medium Term Financial Plan (MTFP) period
must not exceed the levels shown in the MTFP by more than 4% in any
one year. NDC agreed to accept this arrangement.

The two authorities further agreed that, for the five years following the
MTFP period, any further requirement for revenue support will be met 40%
by UCC and 60% by NDC.

In cash terms, the amounts of revenue support anticipated in the MTFP
are:

PS vi

PS vii

2007/08 2008/09 2009/10 2010/11
£'000 £°000 £'000 £°000
Utopia County Council 390 221 189 96
Nunsuch District 240 221 230 144
Council
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e The revenue support contributions of the two authorities may be subject to
amendment because of the pending review of the MTFP (to be considered MF4
at the January 2008 meeting of the Joint Board)

e Although NDC’s capital contribution to the NLA is much lower than that of MFE13
UCC, this outcome was the result of an agreement between the two
authorities under which NDC contributed the major share of the cost (over

£3.5 million) of the Nunsuch Parkway regeneration project.

e NDC'’s share of revenue support costs is growing and will amount to 60% PS v
of the total from 2010/11 onwards.

e The Joint Board has just been advised that NDC’s Budget Priority Working

Party is proposing that that authority’s contributions are also capped at no

S . MF 26
more than 4% above the MTFP levels, in view of its adverse government
grant settlement. The potential implications of this proposal are yet to be
reported to the Joint Board.
(iv) the weighting of the board representation of the two authorities.
e The arrangement by which UCC and NDC each nominate three members to
the eleven member Joint Board was arrived at following a joint meeting of MF15
the two cabinets.
b) Responses to the specific questions posed by Councillor Twerp.
(8):C-3; A-5.
e Bar and catering facilities. The MTFP shows deficits on bar and catering
as follows: PS viil
2009/10 2010/11
Catering Suite £000 £000
Gross profit 45 97
Staff costs & operating expenses 75 108
Deficit (30) (1))
These figures had been drawn up on a cautious basis, because of the need
to build up the necessary volume of business to achieve an overall profit. MF5

However, following consideration of specialist advice, the Board has

decided to seek tenders for a five year franchise, with an estimated
income of £6,000 for 2009/10 and £12,000 for 2010/11.
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¢ Management and administration costs. Items that could come within
these headings for 2007/08 are included in the MTFP as follows: PS vii
£'000
BSL administration costs 12
BSL management fee 78
Joint Board staffing costs 52
Joint Board - other management & admin 28
costs
170
Management roles are shared between BSL and the Joint Board, not
duplicated.
The BSL costs are incurred in relation to the day-to-day management of PS iii
the NLA'’s operations and that BSL were awarded their contract following
consideration of competitive tenders.
The Joint Board costs represent the costs of corporate governance and in "
particular the cost of discharging the responsibilities listed in the pre-seen F(;LS_,!'
material, i.e i
o0 Monitoring the service delivery and financial performance of BSL,
which provides monthly operational management reports to the
Board.
0 Future development plans.
o0 Capital expenditure and funding transactions.
0 Maintaining good relations with sponsors.
o0 Negotiation of revenue support from the two local authorities.
o Insurance arrangements.
0 Commissioning major maintenance works.
e Phase 2 tenders — it would be inappropriate to comment to Councillor
Twerp on the tenders received or the content of the confidential tender
report in advance of the special meeting of the Joint Board on December
11" (which will be sent out to her in due course as a member of the Joint
Board).
The response should therefore be limited to advising her that:
o the four organisations asked to tender by the Joint Board had all ME 4 &
previously been vetted by UCC acting on behalf of the Joint Board 19

o four tenders were opened on 13 November, three from potential
main contractors and one from a firm of project managers

o all of these tenders are currently being analysed, taking into
account the tender prices and other relevant factors

o a full report will be made to the special meeting of the Joint Board
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o0 the Councillor will be able to ask questions at that meeting about
the suitability of any of the firms that are bidding.

If Councillor Twerp still expects to be absent on holiday on December 11,
she may want to forward her comments and questions about the Phase 2
tenders to the Chairman, or to brief another board member to speak on
her behalf.

e UCC loan — the loan facility allows for a maximum of £900,000 to be
drawn by the Joint Board as required to cover any fluctuations in capital
cash flow.

Construction of Phase 2 is due to start in April 2008, so the loan should
not be required prior to then. The loan must be repaid by 30 September
2009 and UCC's interest costs are 5% per annum. Therefore, even if the
full amount of the facility were drawn for the whole period, the maximum
interest cost to UCC would be £67,500 (£900,000 x 5% x 18 months).

However, the period for which the loan will be required may be expected
to be much less than the maximum allowable, so the interest cost to UCC
should also prove in the event to be much lower.

Candidates should avoid getting entangled in issues regarding the impact
of particular tenders on the borrowing requirement and ability to repay, as
all of this will be covered in the report on Phase 2 tenders to the special
meeting of the Joint Board.

c) Conclusions, presentation, usefulness, format, tact and general readability.
(3):P-3

The ability of candidates to produce a draft reply to the Councillor that is
polite, informative and constructive, yet also firm where necessary is a most
important aspect of this question. To achieve this result, candidates will need
to demonstrate their ability to precis the relevant points, rather than to
reproduce case material at full length.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation

MF14,
PSi




Nunsuch Tutorial Guide, November 2007
Page 12

4. Question 2

Aims

(a) To test the candidates’ ability to locate, analyse and process financial and
related data in the context of a report to the Joint Board on the tenders
received for a major capital project, including funding and cash flow
considerations and comments on the results;

(b) To test candidates’ competence in drafting a report to the Joint Board.

Assessment

a) A brief introduction setting out the purpose of the report, the progress of the
scheme, and a note of the overall capital costs and funding for those
elements of the scheme (both phases) that have already been spent or
committed to date.

2):A-2
e A description of the purpose of the report and its contents.
e A brief note of the facilities included in Phases 1 and 2 of the project.
e Phase 1: health and fitness suite and athletics track.

e Phase 2: multi use sports hall, hockey and rugby pitches, club rooms,
bar and catering facilities.

PSi
e A note of the timescale for the project, including the opening date for Phase
1, and the intended dates for start of construction and completion of Phase 2.
e Phase 1: opened for business, 01 April 2007.
e Phase 2: start on site due April 2008; due to open to the public on 01
July 2009.
e A note of the overall capital costs and funding for those elements of the
scheme (both phases) that have already been spent or committed to date.
Actual Committed Total
Expenditure £'000 £'000 £'000
Preliminary & general costs 724 45 769
Phase 1 4,933 241 5,174
Phase 2 (initial fees) 116 51 167 ME6
5,773 337 6,110
Funding
Already received 5,758
Firmly committed 352
6,110
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b) A summary of the approved/expected sources of funding for the further

planned spending on Phase 2. Candidates are asked to set out the current
status of each contribution and any conditions that are known to apply and to
include comments and conclusions as to the degree of difficulty in meeting
such conditions.

(5):A-3,R—2

Sources of funding, including current status and comments/conclusions are as
set out in the table in Appendix Al.

Candidates may note that total expected funding for balance of Phase 2
(£4,201,000) is already £19,000 less than total expected costs (before
consideration of the current tender figures).

82% of funding can be considered to be assured (although subject to detailed
conditions in some cases) and 18% expected, but not assured.

The memorandum of 09 November from the Chief Executive leaves significant
doubts over the contribution of £650,000 from the Utopian Enterprise Board,
despite the Chief Executive’s expressed confidence. The Interim Treasurer
also refer to the unreliability of the UEB in her e-mail of 25 October 2007.

The UCC loan facility should prove very useful in covering variations in cash
flow, but it is regrettable from the Joint Board’s viewpoint that it is fully
repayable by 30 September 2009. This could cause problems if there are any
delays to the completion date, which could delay release of other funding for
the project.

Details of the tenders received, showing (i) the estimated costs of proceeding
with either the Hercules or Gulliver offers, as compared with the former
Treasurer’s October 2007 projection, and (ii) the allocation of the resulting
cost variances to the two local authorities.

3):Cc-3
As set out in the table in Appendix A2

The receipt of tenders A and B should be noted, but with the comment that
they are ruled out of further consideration on cost grounds.

Note: For suggested calculations see Appendix A2, but note comments in 1 (e)
above (page 1).

d) An annex showing the quarterly cash flows of payments and funding that will

apply for both the Hercules and Gulliver options, including the use that would
need to be made in both cases of the UCC loan facility.

(7):Cc-7
As set out in the table in Appendix A3 & A4

Note: For suggested calculations see Appendix A3 & A4, but note comments in 1
(e) above (page 1).
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e) Details of the financial approvals that would need to be completed in both

f

cases before either the Hercules or Gulliver bids could be accepted.
(3):A-3
Utopian Enterprise Board — confirmation in writing needed from the UEB that

this grant has been approved, including endorsement by the Ministry of
Regeneration (applies to both Hercules and Gulliver)

Grantalot (Lottery Board) — return of claim form by 16 January 2008, incuding
NLA commitment to Sports Development Plan and acceptance of other
Grantalot conditions (applies to both Hercules and Gulliver)

Joe Hannesburg Trust — the NLA needs to respond to the conditions set out in
the Trust’s letter of 29 October 2007 and obtain written confirmation that the
Trust is satisfied with the NLA’s responses (applies to both Hercules and
Gulliver).

UCC and NDC (Hercules) — the Hercules tender would involve estimated costs
of £123,000 in excess of available funding. In the absence of any other
additional funding, UCC and NDC would need to be asked if they would be
prepared to share the extra costs (£102,500 UCC; £20,500 NDC).

Although the Hercules bid does not involve the UCC loan facility of £900,000
being exceeded, it comes close to that point in quarter ending 31 March 2009.
A small change in cash flows could therefore cause a problem in this respect
and this aspect needs to be drawn to the attention of the two authorities.

UCC and NDC (Gulliver) — while the Gulliver tender would appear to produce a
substantial saving, it would still require a larger loan facility from UCC to
make it viable, so UCC approval would be needed. In view of the greater
risks involved with Gulliver (see section (f) below), it would be advisable to
consult both authorities about this aspect if the Board were minded to choose
Gulliver. Note that any benefit from capital cost savings would accrue to UCC,
and not be shared with NDC.

A discussion of the potential benefits and risks arising from the Hercules and
Gulliver bids, explaining the importance that should be attached to each of
them.

(3):A-3
Hercules
Benefits

Established main contractor with good reputation for timely completion of
contracts

Risks
Costs are already over budget at tender stage.

NLA may need to alter Phase 2 design - contractor has reputation of being
keen to pursue opportunities to claim for additional payments.

Gulliver
Benefits

Lower estimate at tender stage — if brought to fruition, could save £208,000
against budget — opportunity to make good some previous economies?

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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Should be able to accommodate some design changes when letting individual
contracts.

Expect to use smaller local firms (but perhaps these firms would also do sub-
contract work for Hercules?)

Risks

Gulliver haven’t worked in the Utopia area before — may not be familiar with
local construction environment

Managed project arrangement - no firm price at tender stage

Risk that individual contracts may prove more expensive than allowed for by
Gulliver (but also possibility of savings) — note that demand for construction
services in Utopia area is currently high, leading to upward pressure on prices.

Could be difficult to pin down responsibility between project managers and
individual contractors, if problems arise (with potential for delays and
additional costs).

Joint Board could incur additional monitoring costs if Gulliver are appointed.

Most serious risk (lack of firm price) is with Gulliver.

Gulliver is 7.22% cheaper than Hercules, but UCC Principal Auditor
recommends that Gulliver should only be chosen if margin of saving is at least
8%.

The candidate’s conclusions and recommendations to the Joint Board as to
how it should proceed.

@):R-2

It is clear that no tender should be firmly accepted unless/until the funding
issues in (e) above have been cleared.

While the Gulliver bid is well within budget, it cannot be implemented within
the limits of the UCC loan facility.

There are significantly greater risks with the Gulliver bid, and it doesn’t quite
meet the 8% lower cost margin recommended by UCC’s Principal Auditor.

There is no “right” recommendation — candidates may consider that pursuing
the lower cost projected by Gulliver warrants accepting a greater degree of
risk, providing the Joint Board understands the extent of risk involved. On
the other hand, they may feel that the security of having Hercules as main
contractor is more important, perhaps alongside a search for further savings.
What is important is that they should set out logical arguments in support of
their choice of recommendation.

Any recommendations put forward in favour of not proceeding with Phase 2,
re-tendering, etc should be considered on their merits, but any such
recommendations should take into account potential abortive costs and the
risk that some of the already approved funding could be put in jeopardy.

Presentation, usefulness, format, tact and general readability.

:P-2

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation

MF20

MF19

MF20

MF23

MF19 &
23

MF23

MF24

App
A2

MF24
App A2




Nunsuch Tutorial Guide, November 2007
Page 16

5. Question 3

Aims
a) To test the candidate’s ability to locate, analyse, process and critically

appraise financial and related data relating to membership recruitment to the
NLA’s Fitness Club

b) To test candidates’ competence in drafting a briefing note appropriate to the
needs of the Chairman.

Assessment

a) A comparison between the original MTFP projection of membership fee
income and the income targets that would have resulted if the “typical
growth pattern” reported in Sport and Leisure World had been applied. Use
the MTFP average membership income rate of £30.00 per month. Include any
comments as to why the NLA may not be expected to exhibit such a “typical
growth pattern”.

(4):C-2,A—-2

e Calculations as set out in the table in Appendix B1. App B1

e The MTFP fee income projections are more conservative than the typical
growth pattern reported in Sport and Leisure World. Using the S&LW figures
would have increased the target income by £94,000 over the four years.

MTFP S&LW Income
difference
£'000
End of Year 1 (31.03.08) 60.6% 65.0% 1
End of Year 2 (31.03.09) 79.9% 90.0% 35
End of Year 3 (31.03.10) 93.3% 100.0% 41
End of Year 4 (31.03.11) 100.0% 100.0% 16
94

e The MTFP projections were based on an extensive study of local market ME9
conditions — the S&LW benchmarks would reflect conditions nationally and we

don’t know how accurate and well researched they may be.

e There are a great many factors affecting demand at a particular site, such as| \g12
the age composition of the local population, the average disposable income in MF3 & 4
the area, lifestyle preferences, traffic congestion, the strength of the

competition and ease of access to other facilities. Even the weather and
sporting events, etc, can have an effect in the short term.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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e The NLA’s marketing drive for group membership has been running behind ME17
schedule.

e The NLA has outstanding fitness facilities, but Nunsuch is not a particularly
wealthy district, compared to other parts of Utopia. This may result in a| MF12
slower take up of membership.

Note: For suggested calculations see Appendix B1, but note comments in 1
(e) above (page 1).

b) A statistical analysis to demonstrate whether there is any significant
difference between the typical breakdown of membership in the various
categories as reported in Sport and Leisure World and the actual breakdown
observable at the NLA, including your conclusions from this analysis.

(5):C—4,R-1

e Calculations (Chi? test) as set out in the table in Appendix B2
e The results of the test indicate that there can be confidence at the 95%

App B2

level (but not at 99%) that the observable membership pattern at the NLA
is significantly different from the pattern as reported nationally.

e It is clear from the figures in Appendix B2 that the low level of group
members at the NLA is the main factor here, reinforcing the position MF17
stated by BSL that their marketing drive for group members is running

behind schedule.

Note: For suggested calculations see Appendix B2, but note comments in 1 (e)
above (page 1).

c) Details of:

e The cumulative shortfalls of membership numbers and income up to 31
October 2007 as compared with the levels allowed for in the MTFP.

e The average monthly income per member up to October 2007.

e The monthly membership attrition rate up to 31 October 2007 (as a
percentage of the number of members at the start of each month.)

e Any specific known factors that may have had influence on recruitment levels
at the NLA, together with your comments on the average monthly income per
member and membership attrition rates.

(6):C-3,A—3

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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The shortfalls of membership numbers and income are summarised in the
following table:

MTFP Actual Shortfall Shortfall
(%0)

Average no. of 465 432 33 7.1%
Members for

October

No. of members 505 468 37 7.3%
(31 October)

Income for £13,950 £12,200 £1,750 12.5%
October

Cumulative £60,690 £55,940 £4,750 7.8%
income

Average monthly income per month - calculations as set out in the table in
Appendix B3.

Attrition rate to 31 October 2007 - calculations as set out in the table in
Appendix B3.

The specific factors noted under (a) above are again relevant here:

0 Special promotion offered by a competitor (Fitness Fast) in September
2007.

The effect of the Intercontinental Cup football in August 2007.

Group membership drive fell behind schedule — now stated to be under
way again.

The position in relation to average income per member appears still to be
deteriorating — a calculation of average income per member shows a
deterioration from £28.81 in April to £28.24 in October, indicating that recent
recruitment has relied more on discounted memberships.

There is no evidence to indicate that this downward trend is necessarily at an
end. On the contrary, the intention to promote group memberships at
discounted rates could further depress average income per member.

The benchmark put forward by Sports and Leisure World is that the attrition
rate in the early months should typically amount to 5% of the number of
members at the start of the month. Elsewhere in the case, BSL appear to
consider that a 6% attrition rate is unexceptional.

The NLA’s attrition rate was below the benchmark figure during May — August
2007. Since then it has increased to 5.8% in September and 6.6% in
October.

There appear to be issues about customer service which may be contributing
to the poor attrition rate:

o0 The Chief Executive’s comments about “a small group of moaners”.
This indicates that complaints may not always be addressed seriously.

0 The Chairman’s comments about some leavers feeling that they had
been treated in an “off hand manner”.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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0 The Chairman’s comments about BSL needing to provide “a more MF15 &
attentive and committed customer service”, together with similar 29
comments from the Chief Executive.

e Clearly, the current rate of attrition could increase the shortfall of membership
income if not dealt with. Candidates may wish to propose the commissioning
of a structured survey of members’ views about the facility and its service
standards, and, in particular, a survey of recent leavers.

Note: For suggested calculations see Appendix B3, but note comments in 1 (e)
above (page 1).

d) A revised projection of membership fee income over the four years of the
MTFP, based on the actuals to 31 October and the information from BSL.
Show the variances from the MTFP figures and explain any reservations that
you may have.

(4):C-2A-2

e Calculations as set out in the table in Appendix B4. Overall membership fee App B4
income is now forecast to be £80,000 lower over the four years than had been

projected in the MTFP.

e Reservations:

0 The revised figures rely on membership numbers recovering to 815 by
31 March 2008 and then meeting the original MTFP targets. The only
evidence put forward in support of this by BSL is that there has been a
good response from local firms to group membership offers. As the MF17
number of members was 7.9% below target as at 31 October 2007, &

BSL'’s view looks optimistic.
, . - . : App B3
0 The increasing attrition rate also puts in doubt the achievement of the

target membership numbers.

0 BSL also state that they think average membership income has now
stabilised at £28.24 per month. There is no evidence put forward to
support this. Against the original target of £30.00 per month, the

average actually achieved has fallen from £28.81 in April to £28.24 in
October, indicating a growing reliance on discounted memberships.
What is there to show that this downward trend will not continue?

0 The additional group memberships relied on by BSL are likely to be
offered at discounted rates, which is likely to drive down further the
average monthly fee.

o If the average figure of £28.24 per month proves to be too optimistic,
then the subsequent estimates for periods up to 31 March 2011 will be
overstated.

Note: For suggested calculations see Appendix B3 & B4, but note comments in 1
(e) above (page 1).

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation



Nunsuch Tutorial Guide, November 2007
Page 20

e) A projection of the financial implications of each of the three options put
forward by BSL to improve membership recruitment, together with your
evaluation of each of these options.

(10):C-7,A—3

e Calculations for the three options as set out in the table in Appendix B5, Apps B5,
B6 & B7. B6 & B7

e The net benefit up to 2010/11 from option 1 is estimated at £42,200;
option 2 - £36,100; option 3 - £24,900. Candidates are not expected to

undertake a DCF exercise to compare the three options — such an exercise
should not affect the ranking of the net benefit between the options.

e Evaluation:

All options

e The income figures are only valid so long as the projected figures
for basic membership growth and income per member are valid as
per BSL’s predictions.

e The benefits held out for the three options rely entirely on
assertions from BSL without any back up evidence. More evidence
is required, preferably from independent sources.

e Tackling the customer service issues referred to under (c ) above MF15 &
could perhaps have a similar beneficial effect on recruitment and 22
retention of members but with minimal extra costs.

Option 1 — additional marketing

¢ Given that there are substantial existing provisions for marketing in
the MTFP, why should a relatively modest increase of £10,000 pa
have the extent of benefit shown?

e Priorities for spending the existing budget should be re-examined to
see if it can be used to greater effect.

¢ No allowance appears to have been made for the costs of recruiting
and training the Fitness Coach.

Option 2 — special offer

e Again there is no supporting evidence to validate the effect of such
a special offer.

e All new members (joiners) receive the benefit of the free
membership, not just the additional recruits — this is therefore a
high cost option.

e The beneficial effect will reduce year by year because of
membership attrition — it appears to be too expensive to continue
the special offer for the final two years of the MTFP.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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Option 3 — improved service

Notes:

e It would appear to be somewhat doubtful that the recruitment of
one additional employee would make such a significant difference
to the standard of service offered to all Fitness Club members.

e Has sufficient consideration been given to the possibility that
membership cost may be more important to existing members than
than higher standard of service? After all, the Chief Executive
states that the NLA is already “generally acknowledged” to be the
best equipped in the whole of Utopia.

e No allowance appears to have been made for the costs of recruiting
and training the Fitness Coach.

For suggested calculations see Appendix B5, B6 & B7, but note

comments in 1 (e) above (page 1).

f) A note of any other budget headings in the MTFP that may be affected by
increases in membership levels and usage, apart from those mentioned by
Nick O’Seer and the Chief Executive. (Any such items can be studied in
more detail later, so do not attempt to quantify them now).

(2):A-2

e Possible additional cost items with increased number of fithess members:

Building maintenance — additional wear and tear
Cleaning and grounds maintenance — extra cleaning and litter
picking

0 Administration — extra costs of bank charges, producing and
distributing member information, higher telephone costs, etc

o Depreciation — equipment may need earlier replacement if it is
more intensively used

o Insurances — higher premiums?

e However, there is also the possibility of greater income from:

0 Higher Fitness Suite sales

o0 Greater catering sales, once the Catering Suite is open on
completion of Phase 2

g) Your conclusions about these membership issues and a recommendation as to
which, if any, of BSL’s options should be adopted. It is not necessary to
consider at this stage whether some combination of the three options may be
desirable — to be discussed later. B):R-3

e Conclusions:

(o}

The MTFP projections were prepared on a more conservative basis than
the industry norm quoted in Sport and Leisure World, the difference
amounting to £94,000 over the four year period.

There is also a significant difference in the breakdown of membership
categories, with group memberships being relatively underrepresented
at the NLA.

There are some specific factors which may have affected member
recruitment (as described above). The member attrition rate is now
higher than the industry norm as quoted by S&LW and may have been
affected by customer service issues.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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0 On the basis of the revised income and membership assumptions now
put forward by BSL, the membership fee income levels allowed for in
the MTFP appear to overstate the likely position by £80,000 over the
four years, but BSL's assumptions may still be significantly over
optimistic.

0 There are significant reservations in respect of each of the three
options put forward by BSL to improve membership recruitment, as set
out in (e) above.

e In view of the reservations listed in section (e) above, it would probably be
safer to conclude that none of the three improvement options should be
adopted without considerably more evidence being obtained as to their likely
effectiveness.

e The alternative approach of reviewing the use of the existing marketing
budget and tackling customer service issues appears to have considerable
merit.

e However, candidates may obtain merit from recommending any of the three
options, providing that they have cited reasonable grounds for making their
choice.

h) Presentation, usefulness, format, tact and general readability.
2):pP-2

e Although this briefing note is addressed to the Chairman, candidates can
demonstrate a tactful approach by ensuring that a copy is also provided for
the Chief Executive.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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6. Question 4

Aims

a) To test the candidate’s ability to locate, analyse, process financial and related
data so as to be able to prepare revised forecasts of the local authority
contributions that will be required to support the NLA during the MTFP period.

b) To test the candidate’s ability to analyse the relationships between the various
bodies involved in the operation and funding of the NLA, and the management
relationships within the NLA.

c) To test the candidate’s competence in setting out these issues in a discussion
paper for the Interim Treasurer.

Assessment

a) A table showing revised income and expenditure for each year of the MTFP
period, allowing for the effect of all of the known variances.

(3):C-3

e The variances are as set out in Appendices C1 and C2. Candidates can amend
the table at PS viii to show the revised position. A full statement of the revised
estimates would clearly represent a more useful response to this part of the
question than a simple list of variances.

e |If candidates have calculated incorrect projections of fitness club membership
income for Question 3, section (d), the incorrect figures may be repeated in
their answers for this section. If so, “double jeopardy” should be avoided in
awarding marks for this section.

e Some candidates may decide, as a matter of prudence, to reduce projected
income levels, because of the reservations about membership fee income
noted in section 3 (d) above. Such an adjustment should not be penalised, if
reasonable in scale.

Note: For suggested calculations see Appendix C, but note comments in 1 (e)
above (page 1).

b) A table showing the revised financial support requirement from the two
authorities, (before considering NDC'’s letter of 26 November).

(3):C-3

e Revised requirement as set out in Appendix C3. Candidates can amend the
table at PS vii to show the revised position.

¢ Allocation as follows:
0 Agreed percentage basis of contributions as per table in Pre-Seen.

o UCC later agreed to pay an additional £150,000 lump sum for
2007/08.

o In return, it was agreed that UCC’s contribution should be capped in
each year at no more than 4% above the totals shown in the MTFP.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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0 This capping mechanism comes into play in 2008/09 and 2010/11. As
a result the total contributions of the two authorities are as follows:

uccC NDC
Original MTFP £896,000 £835,000
Revised MTFP £947,000 £895,000
Revised MTFP after capping £922,000 £920,000

0 The estimated additional contribution costs up to 2010/11 are
therefore £27,000 for UCC and £84,000 for NDC. (These figures may
also work out at £26,000 and £85,000 as a result of roundings).

0 The implications of this change are serious for NDC in view of its
difficult financial position and the significance of the NLA contribution
as a proportion of its spending.

Note: For suggested calculations see Appendix C, but note comments in 1 (e)
above (page 1).

c¢) The amounts of any funding shortfalls for the Joint Board that could be
expected to result if the recommendations from NDC’s Budget Priority
Working Party were to be impemented. (2):Cc-2

0 Revised requirement as set out in Appendix C3.

o |If the NDC proposal were to be implemented, that authority’s
contributions would be reduced by £54,000 over the MTFP period. A
revenue shortfall of £54,000 would therefore be projected for the Joint
Board (£28,000 for 2008/09 and £26,000 for 2010/11).

Note: For suggested calculations see Appendix C, but note comments in 1 (e)
above (page 1).

d) Your assessment of whether any of the current MTFP provisions for future
maintenance, depreciation and working balance could reasonably be reduced,
together with a note of the potential implications of so doing.

2):A-2
e Over the four years, the NLA will be setting aside £287,000 as
contributions to the Major Repairs Reserve, £247,000 for depreciation of

furniture and equipment, and £80,000 towards the creation of a working
balance.

e Major Repairs Reserve - provision could be re-examined, but reducing
provision could lead to the NLA leaving itself without sufficient funds to
maintain the facilities properly. There could then be knock on
consequences for its future attractiveness, usefulness and capacity to
generate income. Reducing provision could also jeopardise the Joe
Hannesburg Trust capital contribution.

e Depreciation — depreciation provision is required to comply with standard
accounting principles, to recognise the use of capital assets. The method
and amount of provision (including the assumed useful life of the relevant
assets) could be re-examined. However, reducing provision without
proper grounds would be unacceptable and could leave the NLA without

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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adequate cash resources in the future to replace worn out items — this
could then in turn jeopardise income, e.g. from the Fitness Club.

Working balance — desirable that the NLA does maintain a working
balance, so that it has some capacity to deal with unforeseen costs or loss
of income. However, these contributions could be dispensed with if the
two authorities were prepared to agree that alternative means of support
would be made available, e.g. should unbudgeted expenditure become
unavoidable.

The wider implications as you see them for relationships between the Joint
Board and the two funding authorities if NDC confirms the action proposed by
its Working Party, together with your assessment as to how the Joint Board
can seek to create a better understanding with the two authorities over
future revenue support.

):A-2

The NLA has been progressed as a joint project contributing towards the
objectives of both authorities, and enjoying the commitment and support
of both of them.

The two authorities are jointly responsible at law for any revenue deficits
incurred by the Joint Board and in the absence of agreement as to their
respective contributions, an arbitrator would need to be appointed with
binding powers as provided for in the Joint Board’s founding documents.

However, such a step would clearly have undesirable implications for the
management of the NLA, for the cohesion of the Joint Board itself and it
could undermine the confidence of BSL and other third parties in their
dealings with the Joint Board.

It is therefore highly desirable that all three parties (UCC, NDC and Joint
Board) meet at a senior level to discuss the problem over contributions
arising from the NDC Working Party’s proposal. Preferably, this needs to
happen before NDC’s Cabinet considers the Working Party’s proposal.

It is clear that both sets of members are seriously concerned about the
Joint Board’s support requirement, and will presumably look to the Joint
Board to put forward measures to improve its “bottom line”.

Whilst we know that NDC’s budget problems are serious, it could be the
case that UCC is facing an equally difficult situation. Therefore, it would
be simplistic to assume that NDC’s proposal should automatically be
endorsed.

Your assessment of the effectiveness of current management arrangements
within the Joint Board and of the state of the relationship between the Joint
Board and BSL. (4):A-4

There are clearly some significant problems in relationships within the
Joint Board and between the Chairman (Clir Arkand) and Chief Executive
(Jack Carter).

The Chairman is totally committed to the NLA, e.g. in relation to
fundraising, but this level of commitment appears to have made it difficult
for him to retain objectivity on management issues.

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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e He has adopted a very “hands on” role, particularly in relation to the MF2, 7 &
Fitness Club membership issue, to the exclusion of the Chief Executive. 22

This is obviously creating difficulties in his relationship with the Chief

Executive and in the Joint Board’s relationship with BSL.

e He appears to have become somewhat remote from local authority
financial concerns (e.g. his failure to attend the NDC Working Party & 26
meeting), oversensitive to any criticism of the project. He is viewed by

MF2, 7

some as being dictatorial in his manner.
¢ He may be withholding support from the Chief Executive, which is having
a demoralising effect.

MF 15 &
22

e Other Board Members may not be acting as team, and demonstrating MF2
their responsibilities towards the Joint Board as well as to their
nominating authorities.

e The Chief Executive’s original appointment was influenced by his great
experience of development projects. Has he been able to adjust his
priorities now that much of his role concerns the development of the NLA’s PS iii &
operations? It is not apparent that at the time of his appointment he MF22
possessed any qualifications or experience of specific relevance to leisure

centre management. Has he received any training to assist him to adapt
to his changing role?

e He appears to be concentrating on capital development issues at the
expense of operational matters. According to the Chairman, he is
ineffective in dealing with BSL. Does this indicate that he has a “comfort & 22
zone” that is influencing his time allocation? Equally, it is possible that he

MF 7, 15

cannot reasonably be expected to cover an increasing workload within his

contracted hours.
e He also appears to be complacent in various respects — Fitness Club MF 9, 13

membership recruitment, membership attrition and customer satisfaction, &15

and also in relation to the Utopian Enterprise Board grant application.

e In relation to BSL, it may be noted that they were chosen on the basis of PS iii,
“their enthusiasm and commitment”. However, this may now be in doubt, ME 16
given the indifferent membership figures, apparent customer service & 17
issues, and failure to promote group memberships.

e They also appear to lack objectivity, e.g. in their belief that average ME 17
monthly membership fees will not decline further and their confidence that

modest additional marketing spending will result in considerable &18

membership growth.
e It may also be noted that Cath Mandoo has spent some time “off site” MF 12
doing other work for BSL, even though she is their site manager. Was this PS iii
period of absence agreed with Jack Carter? It should be noted that BSL

had previously undertaken that their Site Manager would be based full-
time at the NLA.

e Nevertheless, it may be noted that BSL have been very effective in at least MF 3
one other respect, i.e. the successful organisation of the Junior Athletics

Finals.

e Candidates are not specifically asked to set out a proposed course of
action relating to the above issues, but should be given credit for any
sensible proposals.

g) Presentation, usefulness, format, tact and general readability.

:P-2

Key to marks: C — Calculations, A — Analysis, R — Conclusions and Recommendations, P - Presentation
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