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A) Evaluation of Divisional Performance
In the case study of Mitchum Fabrication PLC, it is visible that the company is currently using Total Shareholders Return or TSR for measuring overall corporate performance and Return on Investment or ROI for measuring performance of two divisions. The board thinks that division performance is not properly assessed by this measurement used and now they want to use other measurements such as ROI, RI & EVATM for measuring divisional performance accurately. 
Mitchum Fabrication PLC has two division Manufacturing/sales (MS) and service divisions. The company Mitchum is using two main ways to check performance ROI and TSR. TSR is good for the whole company, but it is not good for each division (Akhilesh Ganti & Gordon Scott & Michael Rosenston, 2025). This is because divisional managers cannot control things like share price or stock market changes. So TSR is not good for analyzing divisions performance.
Return on investment also has some problems. Like, Sometime managers may reject good project because it lowers their return on investment and it can lead to an overall wrong decision. Some time manager will say project is not good based on the ROI but the overall project can be good and this thing can create problems between managers and organizational goals. Let’s move to the company’s data and its clearly visible that the return on investment of M/S division is 27.94%, that means for every £1 investment the M/S division will earn £0.2794 profit, and it can be considered as a high profit. On the other hand, the return on investment of service division is 10.81%, that’s mean for every £1 investment the services division will earn £0.1081 profit and it is comparatively very low with the M/S division but the thing is that M/S division is a very large division compared to service division. A division can shows a high return on investment but if it is less than the cost of capital then its mean that the company is losing value not earning (ACCA GLOBAL, 2026).





Residual income or RI refers that what left after deducting the cost and RI is better because RI considered cost of capital (Patrick Villanova & Arturo Conde & Michele Cagan , 2024). In this case, Residual Income of M/S division is 257.64 million and for Service division, RI is 1.04 million. Which means MS division is generating more value than service division but the thing is that, M/S division is a big division if compared to service division. So, it can be a reason behind why the RI is lower in the service division as compared to M/S division (ACCA GLOBAL, 2026).
EVATM or Economic Value Added refers companies remaining profits after covering all the cost of capital, EVATM gives a clear view that the company is creating value or not means just covering the expenses (James Chen & David Kindness & Kirsten Rohrs Schmitt, 2025). In this case, the EVATM of M/S division is 149.34 million that mean after deduction all cost and cost of capital the M/S division is creating value of £149.34 million. On the other hand, EVATM of service division is -0.16 million, it’s a loss and its means after deducting all the cost what left is not enough for covering the amount used in service division.

In conclusion, ROI is not a good measure because it can mislead managers. RI is better but still has some limits. EVA is the best option because it helps managers focus on creating real value for the company.

B) Transferring Price
Transfer pricing method means a process used by companies to determine the price at which goods and services are transferred between its internal divisions (Hartono, et al., 2018). Transfer pricing method is designed to help the overall company to earn more profits. This system also motivates managers to perform and this leads to earn overall organizational goals.
In this case, there are 2 division one is M/s division and the other one is service division. The service division repairs machine so began with the internal cost. Mitchum Fabrication PLC sells 680000 units and from this number only 7% of them needs to repair, means (680000*0.07) will be 47600 repairs and every repair takes 4 hours so total hours will be 190400. From the case, the total cost per hour is £55. So, the labor cost per repair is 55*4 = £220. After adding the parts cost of £98, the total cost per repair now is £318. So according to the cost-based transfer pricing system the total cost charged to the M/S division is 47600*318= £15.14 million.
On the other hand, market-based method. A local engineering firm charges £1900 for each repair. So, total cost will be (47,600 × 1900) =£90.44 million. If compared to internal and outsourcing cost it is clearly visible that outsourcing cost is much higher than the internal cost. So, outsourcing is not a good choice for Mitchum Fabrication PLC because it will reduce company profit.
Service division is a very small division if compared to M/S division. So, under the cost-based pricing system it gives a very low profit to the service division and that low result can creates many problems such as managers may feel demotivated and they may not work harder, also these problems can lead to overall efficiency of the Mitchum Fabrication PLC. So, only using cost-based pricing is also not a good option for Mitchum Fabrication PLC. Here, Mitchum Fabrication PLC can use the cost-plus pricing method, cost plus approach would increase the transfer price by adding a markup (Ken Garrett, 2026). For example, if the 20% profit is added then the price become £381.6 per repair and if compared to the outsourcing cost £1900, still it is much less than outsourcing and by this way service division can make some profit.
So, market-based pricing is not good because it is too expensive, and cost-based pricing alone is not good because it is unfair to the service division. Cost-plus pricing is the best option because it is fair, gives motivation, and increases company profit.

(c) Impact of the new executive information system on performance management
The new executive information system can help Mitchum Fabrication PLC to improve companies’ performance. According to the case, company is storing its information in different department like production, sales. Service finance and human resources and this can create problems like repeated data, delay and data confusion. The new information system will keep data in a single data base and that will result no repeated data, faster accessibility of data without any confusion. Each and every department of this company can access data in the same time and that’s helps them to take better decision (Laudon & Laudon, 2004).
This system looks like an Enterprise resource Planning system or ERP system, which means a single integrated system where all departments shared database instead of separated data base (ORACLE, n.d.) .The new Integrated system will also help managers to understand about the company very well means what’s going on to the company. For example, company can easily track its sales, repair works & cost, warranty cost, consumer services and overall profits. Also, this system will help to take faster decision making, because its system updates data automatic in real time and managers do not need to wait for report. According to the Mitchum Fabrication PLC case, company has 2 divisions M/S & service division. So, this system will build a coordination between these 2 departments. For the new system both divisions can see their individual and overall current situation and this can lead to a better decision making which helps to gain overall organizational goals (ORACLE, n.d.).
This new system also helps Mitchum Fabrication PLC to improve its consumer service, better transparency and each division do not need to keep its data separately and that enhance their faster decision-making ability (Jose Paredes Hernandez, 2026). Another thing is that new MIS system helps company to measure their performance at many levels that means managers can easily track detailed operational data and find out if any error on any point of any division and they can solve it quickly and achieve overall business efficiency (Jose Paredes Hernandez, 2026).
On the other hand, every system has both pros and cons. One of the major impacts of this new system will be, it increases dependance on the technology and data quality. If any of the employee input wrong data on the system that can result the overall wrong decisions, also, this system cost a money to setup this system initially (Jose Paredes Hernandez, 2026). Also, this system contains all data in an integrated dataset so if managers get confuse between data’s it can also lead to wrong decision making.
Overall, the new executive information system is likely to have a positive impact on performance management at the Mitchum Fabrication PLC. It can improve data accuracy, speed, coordination, transparency and control. It con helps Mitchum Fabrication PLC to evaluate division performance and overall performance by looking into a single integrated database.
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	PART 1 CALCULATION

	
	



(A)
	 
	Formulas

	ROI
	(Operating profit/investment or Capital employed)*100

	RI
	Operating Profit-(Investment or capital employed* Cost of Capital)

	EVA
	NOPAT-( Capital Employed or Investment * Cost of Capital)

	NOPAT
	Operating Profit*(1-Tax)



	Formula Links

	ROI
	https://corporatefinanceinstitute.com/resources/accounting/return-on-investment-roi-formula/

	RI 
	https://courses.lumenlearning.com/suny-managacct/chapter/return-on-investment/

	EVA
	https://corporatefinanceinstitute.com/resources/valuation/economic-value-added-eva/

	NOPAT
	https://corporatefinanceinstitute.com/resources/financial-modeling/nopat-template/




	DATA FROM THE QUESTION

	 
	 
	M/S
	Service
	 

	 
	(£) Million
	 

	 
	Operating Profit
	361
	4
	 

	 
	Investment/ Capital Employed
	1292
	37
	 

	 
	Cost of Capital
	8%
	 

	 
	Tax
	30%
	 



	Calculations

	 
	Divisions
	 

	 
	M/S
	Service

	ROI (%)
	27.94117647
	10.81081081

	RI (Million)
	257.64
	1.04

	NOPAT (Million)
	252.7
	2.8

	EVA (Million)
	149.34
	-0.16




(B)
	Total Internal Repair Cost

	 
	Hourly Service Cost

	 
	Cost Type
	£ per hour

	 
	Labour
	21

	 
	Variable overhead
	11

	 
	Fixed Divisional Overhead
	23

	 
	Total Hourly Cost
	55

	 
	 
	 

	 
	 
	 

	 
	Cost per Repair
	 

	 
	Note: Repair takes 4 hours
	 

	 
	 
	 

	Labour cost
	55*4
	 

	 
	£220
	 

	Parts cost (charged from M/S division)
	£98
	 

	Total internal repair cost
	220 + 98
	 

	 
	£318 per repair
	 



	Total Number of Warranty Repairs

	Units sold per year = 680,000
	 

	Repair rate = 7%
	 

	Number of repairs
	680000*0.07

	 
	47600 repairs



	Total Internal Cost of Warranty Repairs

	Total Cost
	318*47600

	 
	15136800

	In million
	£15.14 million



	Transfer payment from M/S division to Service division

	Note: Currently M/S division pays 11 million to service division

	Service division actual cost = £15.14m

	 
	 
	 
	 
	 

	Loss to service division
	15.14-11 million
	 

	 
	 
	£4.14m
	 



	Outsourcing Cost

	 
	 
	 
	 
	 

	External engineering firm price
	£1,900 per repair

	Number of repairs
	47,600 repairs

	Total outsourcing cost
	 
	1900*47600

	 
	 
	90440000

	In millions
	£90.44 million
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