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Executive Summary

This report contains an analysis of a company using a provided profit and loss sheet highlighting the costs of the business, and key performance indicators to identify what areas of the business are preforming well and those that require improvement. The company, referred to as Company X has showed a financial loss and problems with staff attendance potentially resulting in high overtime costs and increased stress levels on existing workers who are present. The provided literature also indicated a poor performance in vehicle MPG, and as fuel is one of the higher costs indicated in the costs, these areas were concentrated on. However, there were areas of the business that preformed well such as a high on time delivery record and vehicle utilisation was managed well. 
It was suggested, that trigger point systems be put into place to allow line managers to locate employees who had a high level of absence and arrange interviews with them to determine why and if they could offer support. It further suggested the use of the Safe and Fuel-Efficient Driving program for Heavy Goods Vehicles to educate existing staff into more fuel-efficient driving techniques. Furthermore, the potential of leasing a combination of liquefied petroleum gas and diesel due to the lower cost of fuel and cleaner burning to reduce emissions, thus complying with the potential the new emissions tax imposed by the United Kingdom on the outcome of Brexit.
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[bookmark: _Toc7462342]Introduction

The aim of this assignment is to critically analyse the financial performance of Company X with the aid of a Profit and Loss (P&L) sheet to highlight what areas costs are generated. It further provides a Key Performance Indicator (KPI) sheet to be used to identify areas preforming well and those that need improvement. After analysis of these two sheets conclusions can be drawn and research will be conducted into methods of reducing costs and methods of improving the financial performance of Company X. However, the methods suggested must not compromise the operational performance in anyway and ensure the organisation remains competitive.

[bookmark: _Toc7462343]Financial Performance of Company X

To evaluate the financial performance of Company X a P&L sheet has been provided to outline total expenditure and what areas are showing the most costs. It has also indicated that Company X has incurred a loss of £116,775 meaning the author must examine what costs and research methods to minimise these costs. To help the author complete this task Company X has included a detailed KPI sheet, which showed the author areas in which Company X preformed positively and other aspects which needed further review. These factors outlined below are shown as negatives and were determined by the author as key contributors to Company X’s loss of profit: 
[bookmark: _Toc7462344]Absences
[bookmark: _Hlk6749705]A big factor observed in KPI report is the percentages of absence by staff. The author is assuming that due to the UK having a 5.6 week’s paid holiday entitlement (GOV.UK, 2019) the absence is due to employee’s sickness or a low company moral. High levels of absences may substantially impact business from a financial perspective, as employers within the United Kingdom (UK) are obligated by law to provide statutory sick pay (GOV.UK, 2019). In Company X’s case, cost due to absence came in at £509,157. However, this cost included payed leave so it can not be considered as the total expenditure of absence due to sickness or poor morale. Additionally, due to excessive absence a business may have to further compensate existing staff in the form of overtime payments to ensure effects on operation performance are minimised (Ziebarth AND Karlsson, 2010). For example, Company X had payed out £505,184 for the year. Again, some of the cost cannot be totally avoided as the forecasted volume total was higher than expected, meaning Company X may have required temporary additional staff to cope with demand.
A further effect of employees working extra hours may be the increased stress levels resulting in a lower work place morale (Ybema AND Van Den Bos, 2010). As the problem is consistent throughout the 52 weeks the increase in stress may result into an increase of related health issues resulting in further absences, thus prolonging the problem and further increasing the financial stress of Company X (Kristian AND Collins, 2016).
[bookmark: _Toc7462345]Miles Per Gallon (MPG)
Due to the KPI sheet indicating a delivery schedule, the author assumes a transportation fleet is being evaluated, therefore the author can also assume Company X is dependent on fuel. Therefore, any rise in fuel prices and consumption of said fuel will affect businesses (Hofmann et al., 2018). Yet, the degree of effect will depend from sector to sector, e.g. a logistics firm will have greater fuel expenses than a manufacturer of goods (Rothengatter, 2011). Firstly, fuel prices (which according to the Office for National Statistics are (2019) has been rising since 2016) and excess use of that fuel, may have a direct effect on transportation costs and thus distribution costs. Hence lower profits (Solakivi et al., 2013). However, the author must also suggest that demand for fuel is most likely inelastic, so an increase on the cost of distribution may only have a small impact on reducing demand as business may increase prices to pass costs onto customers. Hence, maintaining a steady profit margin and limiting impact on business (Hofmann et al., 2018).
[bookmark: _Hlk6687977]However, there are some areas within Company X that performed well according to the data in the KPI. Despite incurring a loss, it will be beneficial for Company X to acknowledge areas that are preforming well as it allows for deviation of development funds to areas of the business that require improvement. 
[bookmark: _Toc7462346]Delivery Record 
The KPI showed Company X had record of 96.8% on time delivery’s during 2018, possibly due to the efficient planning of the transportation fleet, as they also demonstrated delivery journeys taking less time than originally anticipated. By achieving this high delivery rate customer satisfaction gradually builds up and Company X fosters a reliable reputation, thus there is a potential of repeat business generating good a profit (Nakandala et al., 2013). Furthermore, public relations opportunities are available to Company X to attract new customers as a reliable delivery record may be a fundamental requirement for some consumers (Zhang et al., 2016).
 
[bookmark: _Toc7462347]Vehicle Fill  

The author has observed that Company X had filled vehicles at an average of 1,558 which is 3.2% more than the expected 1510. This showed Company X is focused on maximising their vehicle utilisation. Vehicle Utilisation is a measure of the efficiency of Company X’s fleet when transporting goods with its vehicles (Lee AND Wu, 2014). If vehicle utilisation is maximised, through reduced empty running and ensuring freight vehicles capacity is optimised the same amount of goods can be carried with fewer vehicle movements (Wong et al., 2018). This will help to reduce various factors such as; total vehicle traffic, emissions and fuel costs ass less vehicles are running (Banker et al., 2016). The benefits of this practice can be seen in the P&L sheet where Company X received over the 53 weeks a backhaul income of £1,103,223. Despite this Company X is still reporting a loss so there is still room for potential improvement as there is currently a longer trailer that has seen an average of 31 less uses than predicted, suggesting full utilisation has not been achieved. This may cause a potential drain on company profits (Baykasoglu et al., 2013).


[bookmark: _Toc7462348]Improvements in Financial Performance

The author has researched methods in which Company X specific to the KPI data provided which highlighted issues within the organisation. Using these methods, the author believes Company X can improve its financial performance, details of which will be outlined below:
[bookmark: _Toc7462349]Managing Employee Absence

Managing absence is a complex issue, as it has been said that the potential two drivers of differing absence behaviour in an organisation are employee attitude and line management capability (Prosser, 2018). However, for small and medium-sized organisations unplanned employee absence is an evident sign of poor physical and/or mental health, and a potential lack of motivation (Duff et al., 2015). While poor health can manifest itself in a variation of ways for example, in employee presence and poor performance. The precise effect on different organisations will vary, for example, assembly line organisations such as transportation or manufacturing facilities will suffer a direct impact on service delivery (Higgins et al., 2012). However, it is imperative to appreciate before continuing that much of employee absence is either at the directive of the employer, for example, training or visiting customers, or is inevitable, like entitled holiday leave or maternity/paternity leave. Therefore, Company X’s focus should be on what is described as avoidable absences (Kremer AND Steenbeek, 2010). 
Managing avoidable absence may be very difficult without an accurate picture of current absence levels. For example, further details such as; areas of high absence and the most common reasons for absence within Company X.  Analysis of more detailed absence data may help employers develop absence management methods for example:
[bookmark: _Toc7462350]Trigger Point System 

This will allow Company X to identify trigger points in frequency of absences in employees with a less than satisfactory record. As this method will allow a notification to be sent to appropriate line managers once a trigger point has been reached, which may then result in an intervention, such as an absence review meeting with the employee to determine if any leave taken was appropriate (Johns AND Hajj, 2015). Although, this system comes with the risk of employees learning the trigger points and regularly having absences just below the trigger point and thus, managers are not notified and the issue consists (Higgins et al., 2012).
[bookmark: _Toc7462351]Return to Work Interviews/Formal Absence Reviews 

Return to work interviews have been regarded as an effective way to manage short term absences (Cohen et al., 2012). They may be implemented following as minimal as a single day’s absence but should include some flexibility of the nature of the interview dependant on circumstances, such as, family problems or extreme weather. The general purpose could be to welcome employees back and provide them with an update on recent events, determine if the employee is well enough to resume duties and determine if the employer can offer any support (Ekbladh et al., 2010). This method may also reinforce to employees that they have been missed and that attendance is a high priority within Company X. Furthermore, it provides the opportunity to build a trusting relationship between employees and managers. Thus, making employees more likely to share the real cause of absence and allowing Company X to effectively tackle forms of absence by providing appropriate support (Naismith et al., 2018).  
However, a view amongst line managers shows time would be better spent catching up on work missed and getting jobs done were more critical than concentrating on return to work interviews (Cohen et al., 2012). Furthermore, they also expressed they were happy the employee had returned to work and that they did not want to ‘rock to boat’. It is therefore the recommendation of the author that if this plan was put in place training for line managers may be required as, formal absence reviews need to be conducted with sensitivity. Also, care must be taken to ensure the interview does not become accusatory (Torrington et al., 2016).
With these systems in place the author believes by determining the causes of absence and line managers pinpointing frequent offenders. Absence levels can be dropped by routing problems such as workplace culture or enforcing disciplinary actions on employees who abuse the absence policy’s, Company X can reduce its high absence costs and as a direct result potentially reduce overtime costs and agency fees required due to an increased workload (Robson AND Mavin, 2011). Furthermore, potentially reducing stress on staff who are forced to cover for absent employees (Ford, 2014).
[bookmark: _Toc7462352]Minimising Fuel Consumption

Road freight operations, such as Company X delivery vehicles, are under increasing pressure to improve fuel efficiency amongst their fleet for both environmental and economic reasons. For example, there is the consideration of the Climate Change Act (2008) of which is a legally binding goal to reduce the green house gas (GHG) emissions within the United Kingdom (UK). Currently the government is estimating road freight is responsible for approximately 17% of GHG and 21% of NOx emissions according to the Freight Carbon Review (2017), and in the event of a ‘no deal’ BREXIT a new carbon emissions tax will be put in to place to help the UK reach its contracted objective of an 80% reduction of GHG by 2050 (GOV.UK, 2018). Thus, putting more financial pressure on organisations such as Company X to seek ‘greener’ alternatives. However, the government should also consider road freights vital contribution to the UK’s economy and applying more finical and legal pressure may have a dire affect on smaller and medium sized organisations (Sorrell et al., 2012).
According to Company X’s KPI report the expected MPG was 17.1% less than the expected average value across the 53 weeks. However, the Hours Per Journey (HPJ) indicated an efficient planning coupled by the utilisation of Paragon Hours software potentially indicating the problem is at a driver level or maintenance and health of the freight vehicle. Therefore, the author will propose the following change:
[bookmark: _Toc7462353]Driver Training in “Eco-Driving”

[bookmark: _Hlk6428167]Eco-driving commonly refers to the discipline of operating vehicles in a manner that promotes fuel economy as said by Ho et al., (2014), and according to a study conducted by the Automobile Association (AA) which included the participation of 50 employees, achieved a 10% average saving in weekly fuel consumption, with the highest recorded saving being 33% (Automobile Association, 2011). Besides reduction in fuel consumption and carbon emissions, eco-driving brought about further environmental and commercial benefits such as; the cost savings anticipated for maintenance of the vehicle due to the non abrupt nature of eco-driving. Sivak AND Schoettle (2012) have stated elements such as; aggressive driving, High speeds, tyre maintenance and excessive idling all of which is within the driver’s control may contribute to an approximate 45% reduction in the on-road fuel economy per driver.
[bookmark: _Hlk7463386]For these reasons Company X should consider adopting an eco-driving policy to potentially negate the current high fuel consumption of the fleet. However, an initial investment will be required into training drivers in eco-driving techniques (Barla et al., 2017). For example, the Safe and Fuel-Efficient Driving (SAFED) program for Heavy Goods Vehicles (HGV’s) which can be take online for ease of access and removing the need to send employees to a dedicated training centre (Department for Transport, 2010). For monitoring progress, the KPI indicates Company X already has monitoring systems in place, so existing systems can be used to ensure drivers are adhering to new eco-driving policy and the program is effective.  Company X could also offer an incentive to drivers who manage to achieve set MPG KPI’s such as, an extra day’s paid holiday to encourage drivers to follow policy (Sheng et al., 2018). However, Company X should note according to a report from the European Union (EU) the typical pay back period for eco-driving related training is 12-18 months (Department for Transport, 2016).
[bookmark: _Toc7462354][bookmark: _Hlk7022168]Liquefied Petroleum Gas (LPG) and Diesel Blend  	

Another solution to minimise the use of fuel by Company X is to explore the use of alternative fuels in transportation of goods. One solution the author found promising was the use of gaseous fuels, more specifically LPG. LPG also known as “Auto gas” is a waste product of petroleum refining, primarily containing of; propylene, propane, butane and other light hydrocarbons (Raslavicius et al., 2014). It can be liquefied at a low-pressure range of between 0.7-0.8 Megapascals (Mpa) at atmospheric temperature. Meaning, the storage and subsequently the transportation of the fuel is less complicated than other fuels (Arteconi AND Polonara, 2013). However, the author is not proposing the use of LPG as a single fuel source but it in combination with a standard Compression Ignition (CI) engine. Diesel engines can be configured to run on a combination of LPG and diesel called a duel fuel mode, where LPG is combined with the air in the inlet manifold, while the traditional diesel fuel system injects as normal but at a reduced rate (Ma et al., 2013). This is achieved by attaching an LPG line through a storage tank directly into the inlet manifold along with an evaporator. However, an important thing to note at this point is Company X currently lease vehicles, so they do not own the trucks. So, they will need to seek the permission of the leasing company to carry out modifications. If the leasing company refuse Company X can either terminate the contract at a fee or wait till the end of the existing contract and search for another leasing company who support the conversion. 
This proposed change will benefit Company X as they will notice a reduction in fuel costs as less diesel is being used per mile as the fuel mix is modified to approximately 30% to 55% (Energigas Sverige, 2015). More specifically, Osorio-Tejada (2017) has suggested an average of a 30% saving on fuel costs as LPG is currently priced at 60 pence per litre. This is due to the fact that LPG is subjected to a lower fuel duty than traditional petrol or diesel and when combined will not suffer the reduced efficiency of LPG alone as typically a mono fuelled LPG engine achieves fewer MPG as mono fuelled petrol or diesel engine (European Commission, 2016). Furthermore, on an environmental scale, dual fuel system represents a viable option to reduce the emissions of vehicles as research has noticed a higher thermal efficiency resulting from quicker burning of fuel (Loomis et al., 2013). It was also noted by Jaffe et al. (2015) that due to these factors a reduction of 10-15% was noticed in the emission of greenhouse gas due to the burning of diesel. However, this factor was dependant of the application and saw the highest efficiency under constant loads. Such as those experienced by a logistics fleet hence the author suggestion for Company X. Furthermore, the author aims to ensure Company X complies with the potential tax addition dependant on the outcome of the UK’s departure from the EU. 
There are also some disadvantages to this option. For example, there will be an initial investment required by Company X due to the time and cost associated with fitting a new fuel tank (WLPGA, 2017). In addition, there may be an increase in maintenance costs as the tank is required to be serviced every 12 months. However, this cost be included in the annual service of the vehicles to make it more cost-effective. Furthermore, the author must also include the current lack of infrastructure to support an LPG fleet as out of a possible 8,422 fuel stations only 1,400 offer LPG, that is only 17% across the UK (Autogas, 2019). But there is no risk of fleet stop because the vehicle has run out of LPG as it will automatically switch back to running on diesel only (Raslavicius et al., 2014).                                                                             
[bookmark: _Toc7462355]Conclusion

This assignment detailed with the aid of a P&L and KPI sheet provided on Company X’s performance over 53 weeks. These reports indicated that a loss of £116,775 has occurred and through analysis the author attributed this to a number of factors highlighted in the aforementioned reports. For example, the KPI indicated that Company X was experiencing a high-level employee absence which could have potentially been attributed to a low company morale. It further examined that drivers are currently achieving a lower MPG than expected indicating a lack of driver training or improper vehicle maintenance. However, there were areas of the Company that performed well. For example, the delivery record indicated Company X had record 96.8% of its deliveries were on time. Thus, fostering a reliable reputation, allowing a greater potential of repeat business generating good a profit.
[bookmark: _Hlk7463571]The next sectioned detailed ways in which Company X could reduce costs and increase the potential profits. These included introducing a trigger point system to show manager at which point an employee was taking excessive absences and introducing return to work interviews to determine what is the cause of the absences. Secondly, it discussed training drivers through an online course to increase driver knowledge and reive a potential pay-back period of 12-18 months. Finally, the potential use of a duel fuelled system of LPG and diesel to reduce the price Company X pay for fuel due to less diesel needing to be injected and the environmental benefits and potential avoiding the new emissions tax imposed on the outcome of Brexit. However, it is important to note the lack of infrastructure in place for LPG fuelling. 
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