BUSINESS STRATEGY IN LOCAL
GOVERNMENT

Professional 2 examination
8 December 1999

From 10.00 am to 1.00 pm
plus ten minutes reading time from 9.50 am to 10.00 am.

I nstructions to candidates

Answer five questions in total. Question 1 from Section A, two questions
from Section B and both questions from Section C. The marks available
for each question are shown initalics in the right-hand margin.

All workings should be shown. Where calculations are required using
formulae, calculators may be used but steps in the workings must be
shown. Calculations with no evidence of this (for example, using the
scientific functions of calculators) will receive no credit. Programmable
calculators are not permitted in the examinations room.

Formula sheets, statigical tables, graph paper and cash analysis paper are
available fromtheinvigilator, where applicable.
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SECTION A (Compulsory)

Mendip Council’s Education Department has traditiondly seen itsdlf as a provider of high
quality education services for its area.  Its schools have high ratings in the Government’s
school league tables dthough it is currently experiencing a sgnificant rise in the number of
schools expressing an interest in opting out of loca authority control.

The Education Committee has become concerned about the rapidly changing externa
environment in which the Depatment operates. These changes include increased
competition from the private sector, technologica changes in the way teaching materid is
delivered, increased demand for “lifdong learning”, and pressure on budgets leading to a
reduction in resources in red terms. 1t now wishes to consider the various measures it might
take to maintain its srategic postion and to maintain the qudity of teaching within severe
budgetary condraints. It has therefore set up a Working Group to highlight aspects of
drategic andysis and strategy formulation which might be undertaken as part of the Strategic
planning process.

At its firg meeting, the Working Group invites you as Finance Manager to present a paper
outlining the various andytica processes which could be undertaken to assist in the
formulation of drategy. In your initid paper you decide to outline the techniques of PEST
and scenario andlysis.

Requirement for question 1

@ Present a PEST andlyss grid identifying some of the additiond externd
factorswhich are likely to affect the Education Department.

(b) Using gppropriate examples, show the three main steps involved in ensuring
the PEST andysis has strategic vaue to the Department.

(© Define scenario andyss and indicate how this might enable the Department
to develop its strategic planning process.

(d Using the environmental changes outlined in the question and identified in your
PEST andyss, suggest three dterndive future scenarios (or visions) for Mendip
Education Department. Briefly outline the environmenta merits and problems in
each scenario.
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SECTION B (Answer two questions)

Requirement for question 2

@ One gpproach to planning sees planning occurring a three leves within an
organisation. You are required to identify these levels and the type and content of
the planning considered to be appropriate a each levd. 6

(b) Identify five aspects of good practice n planning and criticaly discuss how far the
planning process in an organisation with which you are familiar conforms to these
criteria 12

(18)

Requirement for question 3
@ Explain what is meant by the ‘Baanced Scorecard and how it can assist he
Srategic planning process. 6
(b Outline four perspectives of the balanced scorecard as they would apply in the
public sector and illugtrate each with a practicd example from a loca authority

context. 12

(18)
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Despite recent government reforms, market forces il play asignificant role in the provison
of many public services. Consequently, market andysis can play an important part in the
design and ddlivery of services.

Requirement for question 4

@ Describe the stages through which markets typicaly develop.

(9)] [llusrate the Boston Consultancy Group matrix, defining the product types it
includes and giving examples of each from a locd authority, discussng briefly the
applicability of the matrix to the provison of services by aloca authority.

(© State what is meant by the term ‘market segmentation’ explaining the role it can play

in public service dedgn and showing the way it might be applied in loca
governmen.

BSLGXQ Page 4 of 10 T

10

(18)



Business Strategy in Locd Government December 1999

SECTION C (Answer both questions)

Two years ago, the Printing and Reprographics Department of Redshire Council was
designated a separate business unit (known as “RedRepro”) with responsbility for the
provison of afull range of reprographics services to the Council’s departments. The Unit
may, if it has excess capacity, bid for and provide services to other public sector bodies,
and the private sector. The unit remains responsible to the Centrd Services Committee of
the Council and any financid surplus, planned or actud, on operations must be returned to
the Council.

You are the Management Accountant in the Finance Department, with responghility for
monitoring the Unit’s expenditure and income generated under Service Level Agreements
with other Council departments and outside clients. RedRepro hasthree divisions: Printing;
Photocopying; and Photography.

RedRepro has a drategic plan and within it the following long-term objectives are

incorporated:

1. To provide a high qudity and comprehensive sarvice throughout dl of the Council
departments,

2. To enaure that the Unit makes use of the latest technology in its operations, and

3. To maintain a badanced financid postion.

With increesing pressure on resources in the public sector generdly, RedRepro is
concerned that the Council, as its mgor client, will seek to reduce the Unit's income and
volume of work, and that it may look elsewhere for less expensive providers for some, but
not dl, of its printing requirements. There have dso been complaints from some
departments over the quality of service that is being provided.

Consequently, it has been decided to carry out an analysis of 1998/99 in order to identify

any problems that need to be addressed early on during 1999/2000. The following table
represents the budgeted Trading Account for the year 1998/99.
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Trading Account for Year to 31 March 1999 (Budgeted)

Income £
Category A 418,570
Category B 34,370
Category C 15,960
Total Income 468,900
Expenditure

Direct Labour 215,870
Direct Materials 154,820
Equipment Leasing Costs 31,000
Total Direct Expenditure 401,690
Operating Surplus 67,210
Overheads

(including share of Genera 45,130
Adminigration)

Share of Adminidrative Buildings 15,040
Retained Surplus/ (De€ficit) 7,040
Notes:

1. Category A income is from the Council for generd work.

2. Category B income is from work for other public sector bodies, and the private

sector.

3. Category C is income from high qudity, low volume work mainly related to civic

ceremonies.

(S

materids will be met.

Planned Activity for 1998/99 (Categories A and B)

Category B income was estimated based mainly on the previous year.
It has been assumed that a cost improvement saving target of £6,000 in direct

Unit Cost £ Activity £
Coundl SLA —printing 16 5,389 86,220
Council SLA — photocopying 8.6 25,390 218,350
Council SLA — photography 12 9,500 114,000
Other public sector bodies — printing 145 593 8,600
Other public sector bodies — photocopying 6.8 1,618 11,000
Other public sector bodies - photography 11 562 6,180
Private sector — printing 9 344 3,100

BSLGXQ Page 6 of 10




Business Strategy in Locd Government December 1999

Private sector — photocopying 45 1,002 4,510
Private sector — photography 13 75 980
Totals 44,473 452,940

The following actud Trading Accourt and Activity Statement has been prepared for

1998/99.

Trading Account for Year to 31 March 1999 (Actual)

Income

Category A
Category B
Category C

Total Income

Expenditure

Direct Labour

Direct Materids

Direct Overheads

Total Direct Expenditure
Operating Surplus

Other Overheads

Share of Adminigtrative Buildings
Retained Surplus/ (Deficit)

In terms of activity this represents:

Coundil — printing

Council — photocopying
Council — photography

Public sector bodies— printing

Public sector bodies— photocopying
Public sector bodies— photography

Private sector — printing
Private sector — photocopying
Private sector — photography

Total

£
418,570
23,822
15,960

458,352

216,010
157,320
31,000
404,330
54,022
45,130
15,040
(6,148)

5,400
25,300
9,520
560
1,400
180
160
400
74

42,994

There is soon to be amesting of the Finance Committee, where the Director of Finance will
be required to comment on the financid performance of the unit in the light of the Strategic
plan. In aldition, after the last Committee meeting the Chairman had raised the issue of the

quality of service that RedRepro provides.
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Requirement for question 5

You are required to write a report, suitable for presentation at the next Finance Committee
meeting which:

@ Addresses the issues raised in the strategic plan of the unit. In addition to drawing
the Committee' s attention to significant issues raised by the 1998/99 results, you are
required to make recommendations as to how RedRepro should address ary areas
of concern;

(9)] Makes recommendations as to how the Unit could monitor the qudity of the
servicesit provides, and

(© Identifies the characteristics of budgeting required for it to be an effective tool in
monitoring strategic plans.
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Noland Unitary Council operates on a geographicaly decentralised basis. It has five multi
function area offices — 1 located in the city centre and the other four in smdler rurd towns.
The area offices discharge mogt front line functions and the Council’s stated aim is to use
technology to enhance the level of decentralisation asfar as possible.

A decisdon was taken in 1997 to ingdl a comprehensve information system linked into
databases in al departments, the purpose of which would be to enable front line gaff in all
area offices to ded immediately with queries from the public. The service would include the
provision of persona information such as rent arrears upon production of a‘smart’ card by
the cdler. The use of this was considered essentid to enable a persona service to be
provided with satisfactory security.

Early in 1998, a bespoke IT system was developed by ITI Co, a small software company,
and introduced into each of the five area offices. The system introduced in the city office
differed dightly from the others to cope with the expected minor differences in the nature of
enquiries from an urban as opposed to arurd environment.

Three months after the live date it became apparent that the urban operationd requirements
were sgnificantly different requiring a major reconfiguration of the system. 1Tl Co argued
that any modification of the syssem would be in addition to the origind contract price as they
had delivered what was specified. The council argued that the origina contract was morein
the nature of ajoint venture and that 1Tl Co had an obligation to make the system comply
with dl reasonable demands on it. This dispute carried on for three months. Just as it
seemed that a resolution would be reached ITI Co went into receivership. The assets of 1Tl
Co were eventuadly bought by ITRUS Co who undertook to support the system on a care
and maintenance basis only.

As areault of this, the city office developed changes to the system to cater for its different
needs, by employing consultants. By the end of 1998 each of the five area offices had
made subgtantia changes to the operationd system to the extent that only asmadl core of the
origind functiondity remained the same across dl the offices. The leve of service provided
from each area office was at that stage so different that any atempt to harmonise these was
abandoned despite the Council’s origind priority to provide a uniform level of service
throughout its area.

At this stage there is congderable criticism about the qudity of services provided by area
offices. The Council’s Externd Auditors have stated that they are about to conduct avaue
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for money study into the system. The Council has resolved to address this problem urgently
and in particular to consider carefully future options for IT developments.

You are a member of ajoint working group set up to consider options for remedying the
current problems and have been asked to produce areport for its next meeting which:

1. Sets out how gppropriate options might be generated, evaluated and shortlisted;
and

2. Identifies and eva uates the options available to resolve the current problems.

Requirement for question 6

Prepare a report for the next meeting of the working group as outlined above. Y our report
should:

@ Set out approaches to generating, evauating and shortlisting appropriate strategic
options relevant to the scenario. 15

(b) Identify gppropriate options for dedling with Noland's current IT problems, and
how the options might be evauated. 8

(23)
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