
© ACCA

Chapter 4
Performance Analysis

1



© ACCA 2

Key to chapter content icons



© ACCA

On completion of chapter 4, you will be able to:

▪ assess organisation performance and position using

appropriate performance management techniques, key

performance indicators (KPIs) and ratios

▪ apply the Baldridge model for world class organisations to

achieve and maintain business performance excellence
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Learning Outcome
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CHAPTER 4:

Performance 
Analysis
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This could be part of a strategic analysis question involving, say, a 5 
Forces or SWOT analysis. It will be important to incorporate numbers 
into this analysis as many key issues will arise from these numbers.
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Quantitative Analysis

1.1 Tables of data

When given a table:

➢ understand its key message(s)

➢ use this message to support your 

analysis.

1.2 Financial statements

When given financial statements:

➢ choose 3 or 4 key ratios

➢ explain why the ratio has changed

➢ suggest what the implications might be 

for the business.
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Returns on capital

▪ Return to the providers of equity       
ROE = 

Profit after tax

Equity
× 100%

▪ Return to the providers of all capital  
ROCE = 

Profit before interest and tax

Capital employed (CE)
× 100%

▪ Capital employed (CE)
- total assets – current liabilities OR       
- total equity + long-term debt OR
- share capital + reserves + long-term 

liabilities 

▪ Profits and CE can be manipulated 
using different accounting policies

▪ May result in delays to investment

Asset turnover

▪ Revenue ÷ capital employed

▪ Indicates whether the capital 
invested is appropriate, given the 
value of revenue

▪ Ways to improve the asset 
turnover ratio

- Sell non-current assets that 
are not being fully utilised

- Recognise impairments and 
write down the value of assets

- Improve working capital 
management
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Returns on capital and asset turnover
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Gross profit margin

▪ Reflects the performance of the company’s 
products and its pricing strategy

▪ A prolonged decline puts into question the 
viability of the business 

Net profit margin

▪ Reflects three areas

- The underlying popularity of the 
company’s products

- The amount of control over administrative-
type expenses

- Costs of debt financing

Profit margins
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ROCE = operating profit margin × asset turnover

PBIT

CE
=

PBT

Sales
×
Sales

CE
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▪ Gearing ratios 

Long−term debt

Equity (shareholders′funds)
or 

Long−term debt

Long−term debt+equity

▪ Provides information about the financial risk of a 
company

▪ Advantage of high gearing – debt is cheaper than 
equity, weighted average cost of capital is 
reduced

▪ Disadvantage of high gearing – risk of bankruptcy, 
profit after interest becomes more variable

Gearing
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Liquidity

Current ratio

•
Current assets

Current liabilities

• Measures the 
adequacy of 
current assets to 
meet short- term 
liabilities

Quick (acid test) ratio

•
Current assets −inventory

Current liabilities

• Measures 
immediate 
liquidity

Interest cover

•
PBIT

Interest

• Shows the extent 
to which interest 
is covered by 
profit
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Investors’  ratios
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Technical article: Performance appraisal

Technical article 

Performance 
appraisal

Click the link below to 
open the article on 
accaglobal

https://www.accaglobal.com/in/en/student/exam-support-resources/professional-exams-study-resources/strategic-business-leader/technical-articles/performance-appraisal.html
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Non-financial performance indicators (NFPI)

Increasing 
use of 
NFPI

FPI may lead 
to excessive 
focus on cost 

reduction

FPI ignore 
the drivers of 

business 
success

FPI can be 
manipulated
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▪ Choose one or two KPIs for each critical success factor

▪ Potential pitfalls

- Too few

- Too many

- Inappropriate
14

Critical success factors and key performance 
indicators (KPI)

- Too easy/difficult

- ‘Tick box’ approach
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Activity
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Work through Activity 3

Manufacturing NFPIs
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Answer to Activity
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Technical article: Performance indicators

Technical article 

Performance 
indicators

Click the link below to 
open the article on 
accaglobal

https://www.accaglobal.com/us/en/student/exam-support-resources/professional-exams-study-resources/strategic-business-leader/technical-articles/performance-indicators.html
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Activity
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Work through Activity 4
Non-financial Performance
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Answer to Activity
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Benchmarking
Benchmarking is the process of systematic comparison of a service, practice or

process. Its use is to provide a target for action in order to improve competitive

position.

The objectives of benchmarking are to:

➢ determine where improvements are required

➢ analyse how high performance is achieved

➢ use this information to improve performance levels in processes

There are links between Benchmarking, CSFs and KPIs. Benchmarking can help 

decide which areas to measure and also in setting a target against which KPIs 

are measured.
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Benchmarking

Types of benchmark

➢ Internal - This determines internal best practice though this may still not be

good enough to outperform rivals.

➢ Competitive - This examines the performance of rivals but this is only useful

if rivals are performing better and new rivals are not expected to enter the

market.

➢ Activity / best-in-class - This examines the level of performance from a

similar process in a different industry but different industries will operate with

different critical success factors and potentially different resources.
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Balanced scorecard



© ACCA 25

▪ Financial measures are lagging indicators.

▪ Indicators relating to customers, internal business processes and learning and 
growth are leading indicators.

▪ Objectives and measures should reflect the organisation’s strategy.

▪ Advantages

- Encourages a longer-term view

- Links to the strategy of the organisation

▪ Disadvantages

- Only considers a limited number of stakeholders

- Time consuming to implement

Balanced scorecard
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Real world example: balanced scorecard

https://www.accaglobal.com/us/en/student/exam-support-resources/professional-exams-study-resources/p5/technical-articles/performance-measures.html
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Baldrige model
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Real world example: applying Baldrige

How a private, non-profit healthcare organisation used Baldrige to 
achieve performance excellence
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Exam focus

▪ A significant amount of content from your earlier studies is assumed knowledge 
in SBL. 

▪ For example, many of the topics covered in this session were covered at 
Applied Skills level in Financial Management.

▪ However, it is not the detail from these underpinning exams that is needed for 
SBL. 

▪ Instead, you need to be able to apply commercial judgement to determine what 
knowledge, or which techniques, models or theories, are relevant to the case 
scenario in your exam. 
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Exam focus

▪ Performance excellence was the basis of one of the Tasks in the September/ 
December 2019 exam.

▪ The requirement was to evaluate the extent to which the criteria for achieving 
performance excellence were being met, using an exhibit showing notes from a 
brainstorming session.

▪ The ACCA suggested solution evaluated the organisation’s processes against 
the seven categories of the Baldrige model. 

▪ Given that the findings of the brainstorming meeting were based on these 
categories, candidates should have realised that the model would provide a 
sensible framework for their answer.

▪ Common mistakes included a lack of technical knowledge, failing to read the 
exhibit clearly and rewriting or describing the information in the exhibit.
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Chapter 4 : Practice question 

Study Question Bank

8-Hats Promotions 50 mins

For SBL

➢Attempt the Study Question Bank questions listed above after studying this chapter

➢Attempt Revision Question Bank questions in your revision phase, after studying all chapters
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Thank you
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