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Atlantic Steel Company (ASC)

The current situation
ASC is a public limited company which produces steel. It was privatised in November
2005 after 35 years of state ownership and control. Since privatisation, the profit-
focused objectives of the shareholders and the directors they elected have led to
many changes within the business. Table 1 summarises some of these changes
following privatisation.

Table 1: ASC data comparing 2005 with 2010

© UCLES 2011

2005 (before | 2010 (after
privatisation) | privatisation)
Annual labour productivity 600 tonnes | 940 tonnes
per worker per worker
Number of steel works 20 14
Total staff employed 44000 32000
% of staff belonging to a Trade Union 78 48
Average ASC wage as % of industry average wage 89 105
% of total output exported 23 45
Average price of ASC steel as % of average
; . 82 98
industry price

The company accountant is forecasting profit before tax (net profit) for the 2011
financial year of $35m. In 2005 ASC lost $45m despite substantial Government
subsidies.

Long-term plan and corporate objectives

One of the first actions made by the new directors was to establish a five year plan
for ASC. This contained the long-term objectives of the business and details of the
main strategic decisions needed to achieve them.

Long-term corporate objectives are:
*  Achieve 2.5% global market share in steel by 2011
*  Become one of the five most efficient steel producers in the world.

Strategic decisions include:
¢ Close least efficient steel works
e Acquire, through takeovers, smaller competitors with good productivity records.

Fluctuating global demand for steel

Steel is used in many industries such as construction, car manufacturing and
shipbuilding. There are seasonal changes in demand for steel in some countries due
to poor weather conditions affecting output in major industries. The ASC marketing
department uses the moving average method and other techniques to forecast these
seasonal demand changes. These forecasts are used by both the human resources
and the operations management departments.
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Cyclical demand changes are more difficult to predict. Global demand for steel
increased steadily during the 10 years to 2008. In that year demand rose by 11 % to

1.22 billion tonnes. However, the global recession cut demand for steel by 15% in

2009 and demand fell again in 2010. ASC, like all of the world’s steel makers, has 30
been greatly affected by this cyclical demand.

The Chief Executive Officer reported to directors at a Board meeting in 2010 that:
‘Our long-term strategic plan may have to be radically changed as a result of this
recession. This will have great effects on the objectives and strategies used by all
departments of the business. 35

The directors of ASC took very rapid action as soon as it became clear that the fall
in demand for steel would be serious and prolonged:

. Two steel works were closed, reducing the overheads of the business
e Some staff in steel works kept open were either offered redundancy or
re-employment on flexible employment contracts 40
e Steel stocks were increased to prevent output being reduced at some works
« Investment in fully automated computer controlled equipment was increased to
make ASC'’s steel more competitive.

Further closures seem inevitable

Even if global steel demand increases, the directors of ASC are determined to 45
continue closing low productivity works that have spare capacity. The directors are

going to decide which of two works to close at the next Board meeting. They think

that closing one of these works, both of which are located in the same country, will
increase demand for the output of the other. The Operations Director has produced

the data contained in Table 2. 50

Table 2: Comparative data for two steel works

Steel works A Steel works B
i(rilozn(;rllgutlon towards ASC'’s profit ($5m) ($7m)
Average age of equipment 15 years 11 years
Number of workers employed 5500 7000
Unemployment rate in the region 12% 18%
Output of carbon pollution in 2010 55000 tonnes 43000 tonnes
Distance from major customer 55 kilometres 120 kilometres
Size of Government grant offered $5m total grant to be $1.4m per year
to keep plant open paid in 2012 for 6 years

Global recession —it’s not all bad

The global economic downturn led to the closure of several major steel works
owned by ASC’s competitors. This reduced competition in some countries. ASC

was able to take over a small maker of specialist steel, forced into liquidation, at

a price the directors believed was below net asset value. Substantial increases in 55
unemployment in many countries have made recruitment for most businesses much
easier than when the world economy was booming.
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Variance analysis reveals problems
The Finance Director is undertaking variance analysis for most of ASC'’s steel works.
By investigating the major adverse variances, he believes that the recession is not
the only factor causing them. The data for the Newtown steel works is contained in

Appendix A.

Financial efficiency

Despite the decisions taken by the company, the period of falling steel demand
has worsened the cash flow position of the business. The changes in the financial
efficiency of the business in 2011 can be assessed by ratios calculated from the
data given in Appendix B. These can then be compared with the results for 2010 in

Appendix C.

Appendix A: Budget and actual data for Newtown steel works, 2011

Budget for year ending
31 October 2011

Actual data for year ending
31 October 2011

Revenue $306m $272m
Material costs $125m $118m
Labour costs $113m $106m
Allocated overhead costs $40m $41m
Profit $28m $7m

Appendix B: Accounting data for ASC, $m

As at 30 September 2011

Trade receivables (debtors) 300
Inventories (stocks) 195
Trade payables (creditors) 250
Annual revenue (sales turnover) (for year ending) 2500
Cost of sales (cost of goods sold) (for year ending) 1750

Appendix C: Financial efficiency ratios, 2010

As at 30 September 2010

Inventory (stock) turnover

15

Days sales in trade receivables (debtor days)

33
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Section A

Answer all guestions in this section.

1 Analyse the opportunities and threats of a global recession for ASC. [10]
2 (a) (i) Using datain Appendix A, calculate the variances for the Newtown steel works. [6]
(i) Explain possible reasons for any two of these variances. [6]

(b) Discuss the impact of ASC’s privatisation on the company’s stakeholders, using data in Table
1 and other relevant information. [16]

3 (a) Using data in Appendix B, analyse the financial efficiency of the business by calculating two
appropriate ratios. [6]
(b) Evaluate any two ways in which the business might improve its financial efficiency. [8]

4 The ASC marketing department uses a number of sales forecasting techniques including the
moving average method. Evaluate the usefulness of sales forecasting to ASC. [12]

5 ASC has taken measures to reduce the impact of the global fall in steel demand (lines 38-43).
Evaluate the likely effects of these measures on human resource management and operations
management at ASC. [16]

Section B

Answer one question in this section.

6 Evaluate the usefulness of long-term planning and corporate objectives to ASC, which operates in
a constantly changing business environment. [20]

7 Using Table 2 and other information, recommend to the Board of Directors of ASC which of the
two steel works should be closed. Justify your strategic choice. [20]

© UCLES 2011 9707/32/0/N/11



6

BLANK PAGE

© UCLES 2011 9707/32/0/N/11



7

BLANK PAGE

© UCLES 2011 9707/32/0/N/11



8

BLANK PAGE

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every
reasonable effort has been made by the publisher (UCLES) to trace copyright holders, but if any items requiring clearance have unwittingly been included, the
publisher will be pleased to make amends at the earliest possible opportunity.

University of Cambridge International Examinations is part of the Cambridge Assessment Group. Cambridge Assessment is the brand name of University of
Cambridge Local Examinations Syndicate (UCLES), which is itself a department of the University of Cambridge.

© UCLES 2011 9707/32/0/N/11




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (ColorMatch RGB)
  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /CreateJDFFile false
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.245 841.846]
>> setpagedevice




