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Question 1
@
@)  Stock tumover = (Average value of stock / Cogt of goods
s0ld) x 365
= {[(17.4+ 17.0) x 05] / 995} x 365
= 631days

The gock turnover period is the average length of time that items remain in stock
before being sold — assuming opening and closing stock levels are typical.

(i)  Debtor converson period = (Average value of debtors/ Annud sdes)
x 365
= {[(29.7 + 28.0) x 0.5] / 157.5} x 365
= 66.9 days

The debtor converson period is the time taken by debtors to pay — assuming
opening and closing debtor balances are typical.

(i)  Operating cyde = Stock turnover period + Debtor
conversion period

63.1 days + 66.9 days

130.0 days

The operding cyde is the average length of time between purchasng stock and
receiving payment from customers to whom it is subsequently sold.

(v)  Creditor converson period = (Average vaue of creditors/ Goods
purchased) x 365

{[(216.0 + 15.5) x 0.5] / 9.9} x 365
= 575days

The creditor deferrd period is the time taken by the organisttion to pay its
creditors.

V) Cash converson cycle = Stock turnover period + Debtor turnover
period — Creditor converson period
63.1+66.9 - 57.5days

725 days

The cash converson cydle is the time taken from buying in goods for sde onto the
cugomer, through to the receipt of paymentt, less the time dlowed to the
organisation by its creditors.

2

% mark for correct calculation using closing balances only
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(b)

(©

Liquidity can be thought of as the cash (or assats which can be readily
conveted into cash) avalable to meet the mauring obligaions of the
busness. These obligations can include trade creditors, taxaion and interest
payments. Clearly, to remain in busness North Kyle Supplies plc will need
to maintain a degree of liquidity.

However, maximidang liquidity will be done a the expense of profitability.
Profitability is important to provide its shareholders with a return on their
invesment. It will dso adlow for surpluses that can be reinvesed in the
business without the need to seek externd funding

Therefore, there is a need to trade off the extent to which an organisation
uses current ligbilities as a source of finance and the effect of this on
profitability and liquidity. North Kyle Supplies plc will wish to assess the
risks involved in their waking capitd management policy and rdae thee
to the overd| drategy of the organisation.

1 mark for each relevant point made up to a maximum of 5 marks

The effect of increesng North Kyle Supplies plc's creditor converson period
will be to reduce its cash converson cycle and, hence, reduce its investment in
working  capitd. This will have a number of immedige beneficid
CONSEgUENCES.

It can reduce its funding need.
Any further growth in sales will require proportionately less finance.

However, a number of adverse consequences will emerge. Firgt, it is likdy to
prove unsugtainable as companies and organisations often trade on the basis of
30 days credit. Increesng the terms of trade beyond this may mean suppliers
refuse to trade with North Kyle Supplies plc. At present, North Kyle Supplies
plc is trading on the bass of 57.5 days which is high agang an average of 50
days for UK companies, dthough it is difficult to judge as the terms of trade are
not stated.

By “squeezing’ its trade creditors, North Kyle Supplies plc is effectivdy
financing itsdf usng these organisations funds. In many cases this will place
thele suppliers in finencdd didress possbly forcng the organistion into
liquidetion.

A number of ways of remedying the lae payment problem have been
introduced, with varying degrees of success. Theseinclude:

Confederation of British Industry’s (CBI) prompt payment code in 1992.

A voluntary British sandard for late payers, BS7890, introduced in 1996.

The ‘Late Payment of Commercid Debts Act’ giving creditors, the right to
charge interest on overdue accounts.

1 mark for each relevant point made up to a maximum of 5
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Question 2

(& Thethree main methods of acquiring an information system are:

bespoke development
purchase an off-the-shelf system

end-user development

The most likely scenario is purchase an off the shdf sysem. This is the case
given such an organisation is unlikdy to have a bespoke sysem developed, or
utilise enduser development. However, it might license a sysem developed for
another University — a hybrid postion between off-the-shelf and bespoke.

1 mark each for identifying the three main methods

1 mark for identifying “ off-the-shelf”

1 mark for suitable justification (other reasonable answers with a justification accepted)
up to a maximum of 5 marks

(b) Potentidly a new information management system could reduce cogts and / or
increese income. Other benefits could indude improved service to dients.

Staff cost savings for exanmple the automation of a manud process will
reduce the need for staff who were previoudy part of the process.

Other cogt savings the introduction of new technology could reduce
communication coss and dso the need for pgper based documents,
reducing printing and Setionery cods.

Improved information for managers. managers may have access to more
timdy and rdevant information as a result of the introduction of new
systems.

Improved information for dients and the public.  universties have a duty
to provide information to the public and its sudents  The Internet
provides a means of providing upto-date informaion a low cogt of
publiction. An example might be dlowing sudents online access to how
their goplication is being processad.

Risk reduction: the provison of more timdy and accurae information
made available to a wider range of managers may make them more aware
of catan risks For example, a sysem which maintains a log of Internet
dgtes means tha managers can take action againg daff making
ingppropriate use of the Internet.
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Increesed revenue improved sysems such as the Internet enable public
sector organisations to better market ther services For example, a
universty might be abile to maket consultancy services increasing
utilisation of these services and increase revenue,

Other reasonable answers accepted.
1 mark for introduction

2 marks for each example

up to a maximum of 8 marks

(© When congdering the introduction of a new informetion system it is important
to congder the benefits. It is dso advisdble to try to quantify those benefits in
Lme - way. This is paticulaly important when consdering severd
dternatives or when scarce resources are being competed for. Using the
examples above:

Saff savings It would be necessary to estimate how many staff hours
might be saved by the introduction of new technology. This could
involve cregting a dummy run using the new technology or observing the
new technology a work at another site.

Other cogt savings an assessment would need to be made of the current
postion and to assess how daff might behave once the new technology
has been introduced. For example the introduction of e-mal might
encourage deff to print out the documents themsdves smply pasing a
central cost onto alocal cost.

Improved information for managers an assessment would need to be
mede of the control benefits of providing managers with access to
improved information. This benefit might be difficult to assess

Improved informaion to public / dudets  this might be difficult to
quantify as it is primaily a quditative benefit. However, the risk of not
doing S0 is tha potentid Sudents or better qudified students may choose
to dudy a another inditution and the universty may nat fully explait its
aumni network.

Risk reduction: information that reduces risk, may in the example above
prevent the Universty being subject to a fine and reduce gaff time wasted
through misuse of the internet.

Increesed revenue  the marketing impact of the new information systems
would need to be assessed, perhagps on the basis of the experience of other
“early adopters’.

Other reasonable answers accepted
1 mark for introduction

2 marks per example

up to a maximum of 7 marks
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(d) The finance depatment will have a number of concerns with regard to the
design and development of the system. These include:

IFMXM3

Many sysems will be concerned with transaction processng and as
sysems producing financid information. The Chief Accountant will wish
to ensure that the system has adequate controls.

The finance department will dso be concerned to ensure that financid
information isfit for purpose and is effective.

The Chief Accountant has a respongbility to provide financid information
and advice and will be concerned a the desgn of financid information
and the criteriato be consdered.

The finance depatment may dso make a direct contribution to sysems
design through the use of spreadsheets and relationa databases.

Also, information sysems can be expensve. The Chief Accountant will
be concerned that new information systems developments provide vaue
for-money.

Control of the project management of the information systems
devel opment.

Legd issues.

Other reasonable answers accepted.
1 mark for each relevant point made up to a maximum of 5
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Question 3

@

System
Environment

> Input > Process > Output >

() An openloop control sysem is one in which there is an atempt to reech the
system objective.  However, there is no atempt to modify the process or its
input once the process has started. Opertloop systems dso have no mechanism
for ensuring gods are met once the system is underway. Open-loop systems are
genadly inadequate in organistiond settings because of the complexity of
organisationd systems and their environments.

An example of an openloop sysem is a legd system. Legiddion is amended,
crested and gpplied and is influenced by a vaiety of factors, incduding public
opinion. However, it can ds0 be argued tha the introduction of legidation @n
influence public opinion and behaviour.

1 markfor definition, 1 mark for description, 1 mark for example. Maximum 3 marks

(i) ClosedHoop sysems in contrast with openloop sysems employ a control
mechanism. This control can take the form of:

Feedback control, where the output is monitored and compared to the
desred output. Corrective action is teken if a deviation exigs. Feedback
control systems provide a reatively chegp method of control and ae an
effective method of bringing back a system under contral.

Feedforward control, where the environment and system processes are
monitored to provide corrective action if it is likdy that a sysem god will
not be met. Feedforward systems incorporate a predictive dement in the
feedback control loop. The predictive dement overcomes the timedday
disadvantages associated with feedback systems.

Examples include budgetary control and stock control systems, which work to a
planned sdes leve of materid usage rate.

1 mark for definition, up to 2 marks for description, up to 1 mark for example
Maximum 4 marks
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(i) Pogtive feedback usudly occurs due to a badly condructed feedback loop where
continued inputs lead to deerioration in sysem peformance rather then its
improvement. The problem causing the pogtive feedback might be anywhere in
the feedback loop (eg an inadequate sensor or incorrect dandard). Systems with
postive feedback increesngly become out of control. In some circumstances
however, such as peformance related pay, postive feedback is intended to
improve performance. Postive feedback is intended to push the system further
inthe direction it is dreedy going.

Negative feedback occurs in systems with correctly condructed feedback loops
where deviations from the required sandard are properly identified. Changes
are then made to the inputs of the system to bring the performance of the system
back to the required standard. Systems with negetive feedback will perform to
the criteria specified in the sysem’'s standard.  With negative feedback, the
system is being correctly controlled. The emphasis in negetive feedback is to
reverse the trend.

®)

1 markfor each relevant point made (no more than three marksfor each description)
up to a maximum of 5

The Information Systems Department was an example of a closed (or semi-closed)
sysem. Such systems have little interaction with their environment. The Department
has been dependent on a drategy developed by a Board of Directors taken from a

farly homogenous group (long-ganding employees).

Closed systems tend to experience an incresse in entropy. Entropy is characterised
by increesad uncertainty and disorganisation.  In the context of Carlton, this could
lead to organisationd failure.  This entropy may be countered by bringing in new
informetion from outdde the ambient environment.  The agppointment of a new
Information Systems Director has provided this negative entropy. The “breath of
fresh ar” refers to the new inputs and ideas, which have made the Department more
open. This openness has increased the level of interaction of the Department with its
environment and improved its business performance.

2 mark for each systems concept identified 2 marks for general explanation
up to a maximum of 3

(15)
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Question 4
(@ Benchmarking can be thought of as
“The process of searching for, and achieving, excdlent levels of performance’

This is achieved through a systematic comparison of performance and processes
in different organisations, or between different parts of the same organistion, to
lean how to do things better. Its purpose is to continuoudy improve
performance by identifying where changes can be made, in what is done and
how it is done.

A benchmark is a measure that can be used to compare performance. This
comparison can indicate where a review of processes might be worthwhile.
Benchmarking involves usng benchmak information to seek  continuous
improvemert.

The benefits of such an exercisewill include:

A knowledge of inputs outputs and impacts dlowing meambers to better
asxss ther peformance and possibly congruct more efficient bids to seek
funding support

Share information across the group, increasing the learning curve effect

Act as amechanism for guidance

Simulate organisationa and individua leaming

Stimulate commitment to organisationa gods

Bring together those responsble for desgning, usng and ddivering the
various dements of the systems and the performance

However, benchmarking can result in perverse and detrimentd behaviour as a
reult of peformance measures derived from benchmarking exercises.
Overemphasis upon measures may aso encourage the wrong sort of behaviour
as people concentrate on ways of maximising efforts to get the ‘correct’ result.
If implemented, the Chief Executive may find it problematic to find common
measures of input, output and impact between projects.

2 marks for description of benchmarking

% mark for each relevant point made
up to a maximum of 6
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® O

1SO9000. To gain 1SO9000, organisations must:

Review and document their systems
Have these systems subjected to an externa ingpection
Once vdidated, the organisation is subject to regular externd audit
to retain cartification
Other reasonable answers accepted
1 mark for identification
up to 1 mark for each relevant point up to a maximum 3

(i) Theadvantagesare asfollows:

IFMXM3

Qudity management standards support a quality approach and are an
integral eement of 1SO9000

Qudity standards focus on key systems

They assure consstency and documentation

They require regular review interndly and externdly

They Sgnd to customersthey are committed to quality

Essentid for competing in certain markets

Qudity sandards are accepted nationdly and internationally

Disadvantagesinclude:

They concentrate on systems and procedures rather than outcomes
Qudity dandards are essentialy bureaucrdtic, with an emphasis on

documentation and assurance
Sceptics may regard aquaity standard as “window dressing”

% mark for each relevant point (maximum 1%2 marks advantage/disadvantage)

up to a maximum of 3

(15)
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Question 5
@
O
B
A 2 H
|
3 \12 »(O— O
8 8

Critical pgth=A CFH |
Project duration = 42 days
Cog of normd activities= £ 32,400

7 marks for networking analysis
1 mark each for critical path, duration and cost
up to a maximum of 10 marks

®)

Crashing the network involves the reduction of overal project time. Some of the activities
may be speeded up by putting more resources into them. This process takes into account the:

Criticality of activities
Arrangements for bringing about reductions

Resourceimplications
1 mark for definition

2 marks for explanation for how this might be achieved
up to a maximum of 3 marks
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(©
Options appraisal

Option I:
Reduce Activity F by 3 days at acost of £1,500

Overdl cost = £33,900
Duration of project = 39 days
No new criticd peath

Option I
Reduce activities B and | by one or two days each a a cost of £500 per day, or D by one or
two days a a cost of £400 per day.

B and D do not lie on the criticd path. Reducing activity | by two days means.

Overdl cogt = £33,400
Duration of project = 40 days

Conclusions

Both options meet the time condraints — but not the cost condraints - set by the
project. Option Il is the more cost effective. However, Option | alows scope for one
day's unforeseen delay. The decision to sdect option | or |l is therefore dependent on
the confidence the department has in the forecast durations.

2%> marks for identifying the position for each of the options (ie 5 marks for options
appraisal). 3 marks for conclusion
Up to a maximum of 8 marks

@

Another means of representing the project would be by means of a Gantt chart. Gantt
chats show the duraion of padld and sequentid activities in a project as horizonta
bars on a chat as a means of summarising a project plan. Such a plan shows how
many activities can be undertaken in pardld & any one time. Other vaiants of
network andyss include PERT charts where the fixed activity durdion is substituted
with adaigicd didtribution.

1 mark for identifying Gantt chart
3 marks for identifying attributes, discussion of Gantt chart
up to a maximum of 4 marks

(25)
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