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Pre-seen case study for Strategic level

examinations — Papers E3, P3 and F3

For examinations in November 2011 and
March 2012

PRE-SEEN MATERIAL, PROVIDED IN ADVANCE FOR PREPARATION
AND STUDY FOR THE EXAMINATIONS IN NOVEMBER 2011 AND
MARCH 2012.

INSTRUCTIONS FOR POTENTIAL CANDIDATES

This booklet contains the pre-seen material for the above examinations. It will
provide you with the contextual information that will help you prepare yourself
for the examinations.

You may not take this copy of the pre-seen material into the
examination hall. A fresh copy will be provided on each of the examination
days as part of the examination paper.

Section A of each of the three Strategic level papers (E3, P3 and F3) will be
based on this material.

Unseen material will be provided on the examination day; this will comprise
further context and the examination question requirements (a maximum of
four compulsory questions, totalling 50 marks).

You will not be expected to have any knowledge of any other examination
questions or unseen materials based on this pre-seen case study.

Section B of each of the three Strategic level papers (E3, P3 and F3) will
NOT be based on this material.

The examination will last for three hours. You will be allowed 20 minutes
reading time before the examination begins during which you should read
the question paper and, if you wish, make annotations on the question paper.
However, you will not be allowed, under any circumstances, to either begin
writing or to use your calculator during the reading time.
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Pre-seen case study

Introduction CN*S \V- F1 SWU Nanda

M plc is a long established publisher Anewspapers and provider of web media. It is based in
London and has had a full listing on the London Stock Exchange since 1983. The company has
three operating divisions which are managed from the United Kingdom (UK). These are the
Newspapers Division, the Web Division and the Advertising Division.

No
Newspapers Division v h
The Newspapers Division publishes three daily newspapers and one Sunday newspaper in the ° q:?f
UK. The Division has three offices and two printing sites. Between them the three offices edit the
three daily newspapers and the Sunday newspaper. The Newspaper Division has two subsidiary
publishing companies, FR and N. FR is based in France within the Eurozone and N in an
Eastern European country which is outside the Eurozone. Printing for all the Division's
publications, except those produced by FR and N, is undertaken at the two printing sites. FR

and N have their own printing sites. Ngaan¢ la ¥ L alo Gu\*':a, A "M" VR f

Web Division K @p S 2
The Web Division maintains and develops 200 websites which it owns. dome of these websites
are much more popular in terms of the number of “hits” they receive than others. Web material is
an increasing part of M plc’s business. In the last ten years, the Web Division has developed an
online version of all the newspapers produced by the Newspapers Division. * e

c oS T van | Ol &
3639-“'5  Caavertising Division N '7'3 o mw&-‘ S.

The sale of advertising space is undertaken for the whole of M plc by the Advertising Division. Tiﬁ s
Therefore, advertisements which appear in the print media and on the web pages produced by

the Newspapers Division (including that produced by FR and N) and the Web Divjsion
respectively are all handled by the Advertising Division. e S‘-JM;.,\S, S f o &g -
- Q e: -
M‘S Group Headquarters <3IM oY God\ 'Lorw o:& VQM . e *
Y In addition to the three operating dividlons, M plc also hhs a head office, based in the UK, which
M‘ojw is the group’s corporate headquarters where the Board of Directors is located. The main role of

=S M plc’'s headquarters is to develop and administer its policies and procedures as well as to deal
Vi » Lwith its group corporate affairs.

Mission statement Be&:ﬂ SMQQ‘W -+ +016L¢

) $M plc established a simple mission statement in 2005. This drove the initiative to acquire ER in
&Q“‘\ 2008 and remains a driving force for the company. M pic’s mission is “to be the best news media

organisation in Europe, providing quality reporting and information on European and world-wide
£ =k covents. e ” EEE— —_—
o ashe _ \S}foﬂf‘ m\lafd\vc HY
trategic objectives
Four main strategic objectives were established in 2005 by M plc's Board of Directors. These
are to:

~ 1. Meet the needs of readers for reliable and well informed news.
~y 2. Expand the geographical spread of M plc's output to reach as many potential newspaper
and website readers as possible.
2 3. Publish some newspapers which help meet the needs of native English speakers who e).
o live in countries which do not have English as their first language. fq"J
—7 47> Increase advertising income so that the group moves towards offering as many news
titles as possible free of charge to the public.

™M fLc
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Financial objectives
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In meeting these strategic objectives, M plc has developed the following financial objectives

N i. ~N To ensure that revenue and operating profit grow by an average of 4% per year.
c..._;.!_..-? To achieve steady growth in dividend per share. fveo

C—ll____

equity) based on the .parket
et give n Lt
Forecast revenue and operating profit
M plc’s forecast revenue and net operating profit for the year ending 31 March 2012 are
£280 million and g million respectively.
el

Extracts from M plc s forecast income statement for the year endmg 31 March 2012 and forecast

To maintain gearing below 40%, where gearing is calculated as debt/(debt plus

> 12 ¢s

Giverc

value of equity and the book value of debt.
Showr peree

QeAvols
ANVALYS LS

f"'ﬂ:je

statement of financial position as at 31 March 2012 are shown in the appendix.

Comparative divisional performance and headquarters financial information

The following information is provided showing the revenue generated, the operating profit
achieved and the capital employed for each division and the operating costs incurred and capital
employed in M plc's headquarters. This information covers the last two years and also gives a

forecast for the year ending 31 March 2012. All M plc's revenue is earned

on

»L.» &
ket

przjected
Pl€ §
%633

the three divisions.

Mol * 1§ Mwere 142,
News lo¥l 9% Masp in
Newspapers Division Year ended Year ended Forecast for year
31.3.2010 31.3.2011 ending 31. 32012
C‘a;\k g{v € \4{ . Emillion Emillion Emillion P' fo \,
™~ Revenue external Coves (fLe 91 94 S D (- 94 e
Revenue internal transfers S . 90 91 4 ?2, -} d.h
Net operating profit 4 46
Non-current assets 490 548 _‘!_'_f_ %
Net current assets 4 z 9 8 !. (10) ]‘aa -ln26 Z
oUgLe 249 v 25"
Web Divission Year ended Year;ded Forecasr;og'year :;‘? Ty
31.3.2010 31.3.2011 ending 31.3.2012 v
£million £million £million Kk
Revenue internal transfers 55 60 66
Net operating profit |¢ $. R(N*‘A ~T0 13 (7 2853 nv T
Non-current assets 37 40 43
Net current assets 1 1 (2)
Advertising Division Year ended Year ended Forecast for year
31.3.2010‘( 31.3.2011 ending 31.3.2012
Emillion Emillion £million
Revenue external d’fbl"‘ CV“;""Mmz } Qf 180 ':2&1’ 186 'J K Q_r 2 ‘f
Internal transfers $o NVewS * elr 145) C.;-.!f (151) $ (162)
Net operating profit 18 Casts I '
Non-current assets 3 6 7 6( foc ?
Net current assets 1 1 (2) ¢
Headquarters Year ended Year ended Forecast for year
31.3.2010 31.3.2011 ending 31.3.2012
£million £million £million
Operating costs ~ 8 =09 =~10
Non-current assets 37 39 43
Net current assets 1 1 (1 2?
o
: 253
L™ i $H 6Y 23 ~T $23
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Notes:

1. The Advertising Division remits advertising revenue to both the Newspapers and Web
Divisions after deducting its own commission.
2. The Web Division’s entire revenue is generated from advertising.
3. The revenues and operating profits shown for the Newspapers Division include those
earned by FR and N. The converted revenue and operating profit from N are forecast to
2‘025 be £20 million and £4 million respectively for the year ending 31 March 2012. FR is
4 forecast to make a small oEeratmg profit in the year endlng 31 March 2012. The Board

§ R of M plc is aisappomted with the profi as achieved. % 2
less bhow b, % Cloce?

Additional information on each of M plc’s divisions

Newspapers Division

FR is wholly owned and was acquired jn 2008. Its financial statements are translated into British
pounds and consolidated into M plc’'s group accounts and included within the Newspaper ""
Division’s results for internal reporting purposes.

w\‘p\“-\j Shortly after it was acquired by M plc, FR launched a pan-European weekly newspaper. Thd%

newspaper, which is written in English, is produced in France and then distributed throughout
Ve l Europe. M plc’s board thought that this newspaper would become very popular because it
asycC provides a snapshot of the week’s news, focused particularly on European issues but viewed 9“_ b8

L'from a British perspective. Sales have, however, been disappointing. == GCEE

N, which publishes local newspapers in its home Eastern European country, is also treated as

part of the Newspapers Division. M plc acquited 80% of its equity in 2010. At that time, M plc's LU

board thought that Eastern Europe was a growing market for newspapers. The subsidiary has

proved to be profitable mainly because Iocal production costs are lower tpan thosqy the UK ], Cz >

relative to the selling prices. ?M"" e

2
GM\‘ €S CThe Newspapers Division's journalists incur a high level of expenses in order to carry out their
-~ | duties. The overall level of expenses claimed by the Journansﬂ%ﬁbeen ignored by M plc in
0\3&‘& previous years because it has been viewed as a necessary cost of running the business.
However, these expenses have risen significantly in recent years and have attracted the
ttention of M plc’s internal audit department.

NJ

There has been significant capital investment in the Newspapers Division since 2009/10. The RL{ db'!' D
printing press facilities at each of the two printing sites have been modernised. These
modernisations have improved the quality of output and have enabled improved levels of
efficiency to be achieved in order to meet the mcreasing workloads demanded in the last two
years. Surveys carried out before and after the modernisation have indicated higher levels of
customer satisfaction with the improved quality of printing. o
L3
The increased mechanisation and efficiency has reduced costs and led to a reduction in the
number of employees required to operate the printing presses. This has led to some dis- b
satisfaction among the divisional staff. Staff in the other divisions have been unaffected by the e% LYQ
discontent in the Newspapers Division. Staff turnover has been relatively static across the three
divisions, with the exception of the department which operates the printing presses in the
Newspapers Division where some redundancies have occurred due to fewer staff being requxred'-

since the modernisation.
- Si;,' -'.r
Web Division ; '&vJA VesJrons + d\ T%.t fl‘%ﬁ
ar ere is currently

The web versions of the newspapers shorter versions of the printed ones.
no charge for access to the web versions of the newspapers. Revenues are generated from
sales by the Advertising Division of advertising space on the web pages. Some of the websites
permit unsolicited comments from the public to be posted on them and they have proved to be
very popular. The Web Division is undertaking a review of all its costs, particularly those relatlng

! d | :
to energy, employees and website development. G bhi "d J

ofﬁod‘vus* '3 :I Falrle
November 20‘—%%;:1 2012 F{C
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e"“‘j NV s 2o .S'-\ssq'efl\ Mo @fse
The Web Division's management accounting is not sophisticated: for example, although it &er
reports monthly on the Division's revenue and profitability, it cannot disaggregate costs so asw
r"afj produce monthly results for each of the 200 websites. The Division is at a similar disadvantage cq-S"
Le as regards strategic management accounting as it lacks information about the websites’ market
f&"’ e share and growth rates. This has not mattered in the past as M plc was content that the Web \j
b Division has always been profitable. However, one of M plc's directors, the Business
- —> Development Director (see below under The Board of Directors and group shareholding) thinks

g:c,‘ that the Web Division could increase its profitability considerably and wants to undertake a
review of its 200 websites.

Advertising Division
- The Advertising Division remits advertising revenue to both the Newspapers and Web Divisions
F'\OM after deducting its own commission. In addition, the Advertising Division offers an advertising
8 service to corporate clients. Such services include television and radio advertising and poster
campaigns on bill boards. Advertisements are also placed in newspapers and magazines which
dﬁ’ are not produced by M plc, if the client so wishes. An increasing element of the work undertaken

W\ $ . by the Advertising Division is in providing pop-up advertisements on websites,

L] -

r‘ﬁ Planning process Fu\”‘ 'l.al m*m g '-!aﬂ fﬁ* Be a-e‘r*floa S\Vfﬂ

2 | Each division carries out its own planning process. The Newspapers Division operates a rationJl"d' v

model and prepares annual plans which it presents to M pic’s board for approval. The Web q ahy
S-\co.k Division takes advantage of opportunities as they arise and is operating in a growth market, s L3a ¢
5\ unlike the other two divisions. Its planning approach might best be described as one of logical ha:’
s< incrementalism. Increased capital expenditure in 2010/11 helped the Advertising Division to “‘9
O-k achieve a@h 11% increase in revenue in that year. The Divisional Managers of both the Web

S’“‘ . ivision angd the Advertising Division are keen to develop their businesses and are considering

aM""" owth opti including converting thejr businesses into outsource service providers to M plc,
Fcee MQJL%? SREVTIWAEM Neeof dauec;caa“'\
No 1, T (The Board of Directors and group sharefelding Lan -’\S.
-4 M plc's Board of Directors comprises six executive directors and six non-executive directors, 0 '
Ve of whom is the Non-executive Chairman. The executive directors are the Chief Executive, and B“
n\" 3 . the Directors of Strategy, Corporate Affairs, Finance, Human Resources and Business eQd‘(
Development. The Business Development Director did not work for M plc in 2005 and so had no ‘119
art in drafting the strategic objectives. She thinks that objective number four has become out- J >
.N GQ.J dated as it does not reflect current day practice. The Business Development Director has a great %‘f.
deal of experience working with subscription-based websites and this was one of the main
’\7" reasons M plc recruited ner in March 207171, Her previous experience also incorporated the

m( anagenient of progueT portfotios eTahg product development and portfolio rationalisation.
*

% e
here are divisional managing directors for each of the three divisions who are not bogrd Cé& O—>
members but report directly to the Chief Executive. “Tgre t“lou.n:j .qlf v ¢
H>w do boosd I‘-Qg ‘ol ( le,
One of M plc’s non-executive director's was appointed at the insisteice ofthe bank which holds
10% of M pic’s shares. Another was appointed by a private charity which owns a Turther 10% of
“The shares in M plc. The charity represents the interests of print workers and provides long-term
care to retired print workers and their dependents. Two other Nom-executive directors were
appointed by a financial institution which owns 20% of the sharesTn M plc. The remaining 60%
of shares are held by private investors. The board members between them hold 5% of the
v shares in issue. None of the other private investors holds more than 70,000 of the total 140
million shares in issue.

CGOZ- {Yt has become clear that there is some tension between the board members. Four of the non-

executive directors, those appointed by the bank, the charity and the financial institution, have
had disagreements with the other board members. They are dissatisfied with the rate of growth
and profitability of the company and wish to see more positive action to secure M pic’s financial
objectives.

Some board members feel that th s market is declining because fewer people can
make time to read printed publications. Some o -executive directors think that many
people are more likely to watch a television news channel than read a newspaper.
L Dives (R cibe drning TV
C’ 5 November 2011 & March2012 %-ﬂ
ovt M e. > ef
oy o & €S Fox 7
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w"i“ o-‘MJE-ditorial policy L‘ad % C'M*Vﬂ GUO‘V"' rCSMQ}‘;M ? Leq-d

bas eJ M plc's board applies a policy of editorial freedom provided that the published material is within

= the Iaw and is accurate. The editors of each of the publications printed in the UK and France an é}b
. D" \W\ of the websites have complete autonomy over what is published. They are also responsible for f'p
(’\\A\ adhering to regulatory constraints and voluntary industry codes of practice relating to arttcles »
and photographs which might be considered offensive by some readers. Ghb'%
!
There is less scrutiny of the accuracy of the reporting in N's home country than in other )

countries. The Eastern European country in which N is situated has become politically unstable
in the last two years. Much of this unrest is fuelled by the public distaste for the perceived blatant h
corruption and bribery which is endemic within the country's Government and business
Q ' Y, { ommunity. It is well known that journalists have accepted bribes to present only the 'Q'
- \ Government's version of events, rather than a balanced view. There is also widespread
plagiarism of published material by the country’s newspapers and copyright laws are simply
ignored.

Corporate Social Responsibility
’Ed-b A policy is in place throughout M plc in order to eliminate bribery and corruption among staff
especially those who have front line responsibility for obtaining business. This policy was
QA established 15 years ago. All new employees are made aware of the policy and other staff
policies and procedures during their induction. The Director of Human Resources has 40 >
’Td‘o confidence in the procedures applied by his staff at induction and is proud that no action has %
W [a.  ever been brought against an employee of M pic for breach of the bribery and corruption policy.

M plc is trying to reduce its carbon footprint and is in the process of developing policies to limit ,\I
its energy consumption, reduce the mileage travelled by its staff and source environmentaily L4

- friendly supplies of paper for its printing presses. The Newspapers Division purchases the paper qeq'-
Vo it uses for printing newspapers from a supplier in a Scandinavian country. This paper is \f}
dﬁi}h purchased because it provides a satisfactory level of quality at a relatively cheap price. The ~
Scandinavian country from which the paper is sourced is not the same country in which N is v&
situated. \7

Strategic Development

The Board of Directors is now reviewing M plc’s competitive position. The Board of Directors is
under pressure from the non-executive directors appointed by the bank, the charity and the
financial institution (which between them own 40% of the shares in M plc), to devise a strategic
plan before June 2012 which is aimed at achieving M pic’s stated financial objectives.

Strategic level pre-seen 6 November 2011 & March 2012
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APPENDIX 1

Extracts from M plc’s forecast group income statement and forecast statement of
financial position

Forecast income statement for the group for the year ending 31 March 2012

Notes £ million (GBP million)

Revenue 280

Operating costs 20? 7
Net operating profit o I'C@'

Interest income LA *— 3% IN‘"IAJ" 2
Finance costs C (11) & 92- "'?S’aﬂ

Corporate income tax
FORECAST PROFIT FOR THE YEAR 44 r_'w dly )

"2 z“‘?ﬂ'r

Forecast statement of the group financial position as at 31 March 20

£ ittion (GBP million)
ASSETS \@‘
Non-current assets De-ﬂf‘ 8 U C X 641
Current assets d
Inventories Qr Lon 2
Trade and other receivables GQ‘ 8 27 (€C. d‘j ¢
Cash and cash equivalents @‘M ‘ d-' @

Total current assets
Total assets

EQUITY AND LIABILITIES

Equity

Share capital 2 140

Share premium 35

Retained earnings 185

Non-controlling interest 16

Total equity 376

Non-current liabilities @ s 0.2 \' B ‘.ﬂ.*lﬂ q o ¥
Long term borrowings NQQ-J 250 «

Current liabilities g

Trade and other payables 3 ea\vi’f
Total current liabilities ( qb‘h, dﬁu\jf @ 3J S

E::: 233'.1'5'2% liabilities 2‘fi xYUS = &1 5l B3 \(‘),.,
o J. L J
Notes: h":—l‘ by é"r £~(P

The corporate income tax rate can be assumed to be 30%.
There are 140 million £1 shares currently in issue.

The long-term borrowings include £83 million of loan capital which is due for repayment
i on 1 May 2013 and the remainder is due for repayment on 1 April 2019.

Ce - (Le/gs’ﬁat Sheoudd be eq
k End of Pre-seen Material ﬁag GSQS §
.43
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