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UK: United Kingdom
EU: European Union
TSR: Total Shareholder Return
RI: Residual Income
EVATM : Economic Value Addition
ROI: Return on Investment
NOPAT: Net Operating Profit After Tax
MIS: Management Information System
CPD: Continuing Professional Development 
BS: Balance Scorecard
BPR: Business Process Reengineering 
JIT: Just in Time














[bookmark: _Toc226800314][bookmark: _Toc227577472]Executive Summary
Part one of this report, this report evaluates the performance management system of Mitchum Fabrication plc and tries to figure out that their strategy is going with their objectives or not. Currently, they use ROI as a measurement of divisional performance, but this paper finds that ROI alone is not enough for measuring divisional performance, as it only depends on the ROI, which can lead managers to make wrong decisions on divisional performance. So, the company wants to calculate RI & EVATM to measure the divisional performance. But the report finds that both of them consider the cost of capital, so these are better than the ROI to measure the divisional performance, but these methods are more complex than ROI, and may these methods favor larger divisions. This report also evaluates the transfer pricing method for Mitchum Fabrication plc and tries to figure out which transfer pricing method is suitable for the company. The report finds that the market-based method works well when outside market pricing exists, but in this case, warranty services are mainly done for Mitchum Fabrication plc’s own products, so the cost-plus method can be better for this case. The report also analyzes their new integrated information system and finds that this system will help them to make faster and better decisions, but this new integrated system takes time to adapt to and involves a high initial cost; also, employees need training.

Part two of this report evaluates the current position of Indorex Footwear Brand and identifies the reasons behind its downfall. The report finds that there are multiple reasons behind their downfall, such as Covid 19, their organization’s flat structure, Brexit, and the ban on Uzbekistan cotton. Also, this paper analyzes their quantitative and qualitative performance by using balance scorecard. Indorex is no longer a small organization they become bigger day by day, so a flat organizational structure is no longer perfect for them. At the end of this report, the report finds that the company Indorex Footwear Brand needs business process reengineering, and also mentions why and how. So, this report concludes that Indorex needs to review its pricing strategy, organizational structure, supply chain system, and implement business process reengineering to improve its condition.
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[bookmark: _Toc227577473]Introduction
Mitchum Fabrication Plc is a company that manufactures car buffing machines and provides repair services. The company has 2 divisions under it, one is manufacturing/sales (MS), and the other is the service division. The company is using ROI for measuring overall performance, and that does not show true performance; that’s why they are considering RI and EVATM to measure divisional performance accurately. So, will look at ROI, RI, EVATM, which provides more accurate results, and also look at transfer pricing methods. At the end, it also focuses on how the new integrated information system can improve decision-making and overall performance management in Mitchum Fabrication Plc.
Indorex Footwear Brand is a company that produces shoes based in London. At the beginning, the company is earning profits, but now they are facing a serious level of profit decline and losses because of several reasons, such as their organizational structure, raw materials sourcing from a new location, Brexit, ban on Uzbekistan cotton ( Lynn Schweisfurth , 2020), and Covid 19. The report will explain why the company is facing these growth crises. It will also check how well the company is performing by using both financial data (like profit and sales) and non-financial data (like customer satisfaction and employee performance) through the Balanced Scorecard. In the end, the report will also tell the reason why Business process reengineering is important for the company to improve its performance and efficiency. 
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[bookmark: _Toc227577476]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 the 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 divisions: 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, sometimes managers may reject a good project because it lowers their return on investment, and it can lead to an overall wrong decision. Sometimes a manager will say the 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 it's clearly visible that the return on investment of M/S division is 27.94%, which 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 the service division is 10.81%, which means that for every £1 investment, the service division will earn £0.1081 profit, and it is comparatively very low compared to the M/S division, but the thing is that the M/S division is very large compared to the service division. A division can show 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 to what is 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, the residual income of the M/S division is 257.64 million, and for the Service division, RI is 1.04 million. Which means the MS division is generating more value than the service division, but the thing is that M/S division is a big division compared to the service division. So, it can be a reason behind why the RI is lower in the service division as compared to the M/S division. (ACCA GLOBAL, 2026).
EVATM or Economic Value Added refers companies remaining profits after covering all the costs 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, which means that after deduction of all costs and cost of capital, the M/S division is creating value of £149.34 million. On the other hand, EVATM of the service division is -0.16 million; it’s a loss, and it means that after deducting all the costs, what is left is not enough to cover the amount used in the service division. So, ROI is not a good measure because it can mislead managers. RI is better, but still has some limits. EVATM is the best option because it helps managers focus on creating real value for the company.



















[bookmark: _Toc227577477]B) Transferring Price
The transfer pricing method is a process used by companies to determine the price at which goods and services are transferred between their internal divisions (Hartono, et al., 2018). The transfer pricing method is designed to help the overall company earn more profits. This system also motivates managers to perform, and this leads to achieving overall organizational goals.
In this case, there are 2 divisions: one is the M/s division and the other is the service division. The service division repairs the machine, so it began with the internal cost. Mitchum Fabrication PLC sells 680000 units, and from this number, only 7% of them need to be repaired, which means (680000*0.07) will be 47600 repairs, and every repair takes 4 hours, so the 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 is now £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, the market-based method. A local engineering firm charges £1900 for each repair. So, the total cost will be (47,600 × 1900) =£90.44 million. If compared to internal and outsourcing costs, it is clearly visible that the outsourcing cost is much higher than the internal cost. So, outsourcing is not a good choice for Mitchum Fabrication PLC because it will reduce the company's profit.
The service division is a very small division compared to the 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 create 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, which would increase the transfer price by adding a markup. (Ken Garrett, 2026). For example, if the 20% profit is added, then the price becomes £381.6 per repair, and if compared to the outsourcing cost of £1900, it is still much less than outsourcing, and in this way, the 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.



[bookmark: _Toc227577478]c) Impact of the new executive information system on performance management
The new executive information system can help Mitchum Fabrication PLC to improve the company’s performance. According to the case, the company is storing its information in different departments, like production and 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 database, and that will result in no repeated data, faster accessibility of data, and without any confusion. Every department of this company can access data at the same time, and that helps them to make better decisions (Laudon & Laudon, 2004).
This system looks like an Enterprise Resource Planning system or ERP system, which means a single integrated system where all departments share a database instead of separated data base. (ORACLE, n.d.) .The new Integrated system will also help managers to understand the company very well, which means what’s going on in the company. For example, a company can easily track its sales, repair works & cost, warranty cost, consumer services, and overall profits. Also, this system will help to make faster decision-making, because it updates data automatically in real time, and managers do not need to wait for a report. According to the Mitchum Fabrication PLC case, the 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 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, provide better transparency, and each division does not need to keep its data separately, and that enhance their faster decision-making ability (Jose Paredes Hernandez, 2026). Another thing is that the new MIS system helps the company to measure its performance at many levels that means managers can easily track detailed operational data and find out if any error on any point in any division, and they can solve them 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 that it increases dependence on the technology and data quality. If any of the employees input wrong data into the system that can result in overall wrong decisions. Also, this system costs money to set up initially (Jose Paredes Hernandez, 2026). Also, this system contains all data in an integrated dataset, so if managers get confused between datasets, 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 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.

[bookmark: _Toc227577479]Task 2

A. [bookmark: _Toc227577480]The growth crisis facing the Indorex brand and the company
Indorex is a footwear brand owned by Indoex Footwear Limited, and they are facing a serious growth problem. From the case of Indorex, it is visible that the company was making profits in the past, but its recent performance is not good. Their sales are decreasing, and their costs are getting high, and that lead to overall profit decreases. The following points are liable for their growth crisis.

Supply Chain Problem
Indorex Limited is sourced their all-fabric raw material from Uzbekistan and then shipped to Bangladesh, because this way they can make their costs cheaper and maximize profit. But due to human rights abuses, Uzbekistan was banned by the European Union, and this led to the sourcing crisis. According to the Environmental Justice Foundation, Uzbekistan’s cotton industry was linked with forced labor, which is a human rights abuse (Steve Trent , 2020). The main problem was that they depended heavily on only one supplier; a business should have multiple suppliers to face this kind of issue. The company has faced these issues because of its poor risk management and overdependency on one supplier.

Decline in Sales

	Sales
	2021
	2022
	2023
	2024 (Projected)

	
	£1400000
	£1750000
	£1455000
	£600,000


Table: Sales decline (Taken from the case made by the Author)
The above sales decline table, which is taken from the case, clearly explains that their sales decline significantly, and this is not normal, and there are 4 reasons behind this sales decline.





Brexit
Covid-19
Currency depreciated
Overdependency on one market
Flowchart: Sales Declines Reasons.
Note: The flowchart is made by the author.

According to the UK Parliament, Brexit created new trade barriers that reduced UK exports to Europe (Matthew Ward & Dominic Webb, 2025). Indorex Footwear Limited clearly failed to adapt to this change in time. This also explains that they are not able to manage or implement a change management strategy here. Covid 19 reduces consumers' demand (Dearbail Jordan, 2023). During the COVID-19 time, consumers are less likely to have less money, and from that money, they focus on expanding it on their food and living rather than on new shoes (Dr. Masood Ahmed, 2021).


Graph: Sales Composition (%)
Note: The graph was made by the author, and the data are taken from the Indorex case.
One of the biggest mistakes made by Indorex footwear is overdependency on one market. Basically, they operate businesses in the UK and Europe, but their maximum sales are generated from the European market. So, the market is becoming unstable because of the reasons on the flowchart, and they are facing their growth problem.

Falling Market Share
From the data of Indorex, it is clearly visible that they have faced a huge dropped of market share in the footwear sector in London.

Graph: Shoe Sales
NOTE: Graph made by the author, and data are taken from the Indorex Case.


This significant fall clearly tells that Indorex footwear competitors are taking their consumers. Market share loss is a clear sign that the business is losing its consumers’ trust.






Declining Profitability
Indorex's profit after tax has dropped from £243000 in 2022 to (£160000) in 2024. This is a serious warning sign.
	Profit after tax

	
	

	2021
	2022
	2023
	2024 (Projected)
	

	£243,000
	£301,000
	£86,000
	(£160,000)
	


Table: Profit after tax.
Note: The table was taken from the case
Indorex is not only earning less but also, they losing money now. Rising their cost for raw materials, falling sales are all hitting their profits.

Strategy
Indorex Footwear is confused in their strategy, they are confused whether they need to continue as a luxury brand or move to penetration pricing, penetration pricing meaning that they quickly gain market share by selling products at a low price (CFI TEAM, 2020). It is a critical thing organization cannot do together. If a company tries to be cheap and premium at the same time, it loses its identity in the market.

Organizational Structure 
Indorex Footwear Limited currently uses a structure where all of its 25 employees need to report to Ms. Jill Joyce. This system creates pressure on her and slows down decision-making and overall efficiency. In the past, they made a profit because this structure was good or manageable for a small organization, but they are growing now, and they need to hire more managers to boost efficiency. According to Greiner, companies face a crisis of leadership when the organization is growing, but fails to change its structure, meaning that not adding new middle managers in the structure can lead to serious problems (Larry E. Greiner, 1998). Indorex is clearly in this stage. The company needs middle management; otherwise, growth will collapse in a very short time.

B. [bookmark: _Toc227577481]Quantitative and qualitative performance (using the Balanced Scorecard)	
The Balance Scorecard is a system by which an organization can evaluates their performance in terms of financial and non-financial. The Balance scorecard consists of 4 financial measurements: customer, internal business processes, and learning and growth (Robert S. Kaplan & David P. Norton, 1996). 

1. Financial Perspective 
From the appendix part 2, easily reflected that the financial performance of Indorex Footwear Brand is not good and it is declining year by year, this is a clear downward trend. From the case, it’s clear that their performance in 2021 is good, and it shows their turnover in 2021 is £1,400,000. But in the next year, it became £1750000 in 2022, which is a good sign for the business, but in the next two years, the business's financial performance became worse, especially in 2024. In 2023, their turnover was £1455000, and for the year 2024, it became £600,000. Indorex Footwear Brand’s profit after tax is also decreasing; in 2021, their profit after tax was £243000, but it became (£160,000). A company’s profit after tax refers to the value left after deducting costs and tax. If it is positive, then the company’s profit is covering its expenses; if negative, that mean companies earned money is less than the total cost and tax, which is not good for any business (Julia Kagan, 2025).
Calculations of ratio analysis in the appendix section of part 2 also indicate that the company’s situation is in a declining stage. Indorex Footwear Brands' net profit margin decreased from 17.36% in 2021 to (26.67%) in 2024. A negative net profit margin means that companies generate revenue that is less than their expenses (CFI TEAM, 2020). Their current ratio is also declining from 1.78 in 2021 to 1.34 in 2024. Current ratio refers the company’s ability to pay short term debt and declining value of current ratio is refers year by year Indorex Footwear Brand is losing its ability (Tim Vipond, FMVA, 2020). However, their current ratio is still above 1, that refers they can pay their short-term debt, but the way it is declining year by year, the company can face a liquidity crisis in the future.

 2. Customer Perspective 
According to the Balance Scorecard, the consumer perspectives refer to how consumers see the organization and how well the organization provides value to the customers. (Robert S. Kaplan , 2005). From Appendix 1 of the case Indorex Footwear Brand, it is visible that Indorex heavily depends on the European market. In 2021, their European market sells in 70%, and it became 40% in 2024, which is not good for them. It clearly explains that consumers are losing trust in the company, and the company has failed to provide more value to the consumers than its competitors.
But there is a mixed result shown on the Consumer perspective. Customer satisfaction increased from 69% in 2021 to 82% in 2023, and the number of new customers increased. The sales from website visit ratio are also increased from 10% to 18%, that told consumer interest. Brexit and Covid 19 can be a reason here for the mixed results.

3. Internal Business Process Perspective
The Balance Scorecard says the internal processes are very important for delivering value to the consumers and achieving objectives, but improved efficiency does not always mean financial success. The same thing happened with the Indorex Footwear Brand. According to Nørreklit (2000), improved operations may not necessarily result in greater financial performance, and just working quicker or better does not ensure more profit. Research also says that these things only add value when they are integrated into the company's overall strategy (Nørreklit, H,, 2000). In the case of Indorex Footwear Brand, it is visible that their internal processes have improved over the years. Error rates in jobs done dropped significantly from 11% in 2021 and 9% in 2022 to 4% in 2023, and the average job completion time is also reduced from 14 days in 2021 and 10 days in 2022 to 7 days in the year of 2023. This indicates better efficiency and improved operational control. The Balanced Scorecard highlights those strong internal processes that help deliver value to customers. But, in this case, these things have not led to better financial results for the Indorex Footwear Brand. This thing explains that operations are efficient, but they are not properly aligned with the company’s strategy. So, the business is working better internally but still failing to generate profit.

4. Learning and Growth Perspective
The learning and growth perspective shows strong performance, with increased employee from the case of Indorex Footwear Brand. It is visible that their learning and growth perspectives are growing and show strong performance. Their employee retention is 88% in 2021 and 88% in 2022, and become 95% in 2023. Employee retention means how well a company keeps its employees. A good and increased percentage of employee retention indicates that the employees are staying in the company for a long time. (CFI TEAM, 2019). Also, the number of Continuing Professional Development (CPD) attended per employee per year is increasing in 2021; there are only 5 employees who attended, compared to 9 employees in 2022, and in 2023, the number of employees who attended is a total of 12 employees. This tells those employees are more skilled and committed to the company.



C. [bookmark: _Toc226800315][bookmark: _Toc227577482]The need for business process reengineering 	
Business Process Reengineering (BPR) means completely changing the way a company works to improve the organization's overall performance and efficiency. (Matthew Finio & Amanda Downie, 2025). From the case of Indorex Footwear Limited, it is clear that they are facing serious operational and financial problems, which is why they need Business Process Reengineering (BPR). According to Michael Hammer and James Champy, Business Process Reengineering (BPR) focuses on major change or total redesign rather than small change or redesign.

1. BPR and Examining Business Processes
According to the case study of Indorex Footwear Brand, it's visible that several of their business processes are inefficient. Their new place from where they source their raw material means Japan increases its cost, as their supply is slow, with a lead time of 60 days. Also, they follow a flat business structure, which also slows their decision-making, and internal coordination between departments is weak. A flat business structure requires all employees to report directly to the owner, which slows the business's efficiency (Mercadal, Trudy M., PhD, 2021). This structure is good for small organizations, but for organizations like Indorex Footwear Brand, it is not appropriate. So, Business process reengineering can help here by redesigning all major processes to improve their efficiency, like redesigning their flat structure to Hierarchy business structure. A hierarchical structure refers there are multiple middle management levels in the organization to manage and to take decision faster to improve overall business efficiency (Mercadal, Trudy M., PhD, 2021). 


2. BPR and Just-in-Time (JIT) Systems

Just-in-Time (JIT) system refers to a management process where a company produces a product when the order is confirmed or needed. This helps to minimize inventory, reduce waste, and improve efficiency (Caroline Banton, 2025). However, in the case of Indorex Footwear Brand, the lead time is very long, meaning that their dependency on a new supplier creates delays and increases inventory holding costs, and that extra cost becomes a financial burden for the company after year-end. By using BRP, the company can redesign its supply chain by sourcing from closer and cheaper countries.

3. BPR and Target Costing

Target costing refers to a costing system that focuses on designing product prices to meet the target cost based on the market price to satisfy customer requirements profitably. (Ken Garrett , 2025).
[image: ]
Infographic: Target Costing (Ken Garrett , 2025).
Note: This infographic has been collected from a website, and an appropriate reference is mentioned above.
Indorex Footwear Brand has failed in this area because it did not adjust its cost structure after the ban on Uzbekistan cotton, and for this reason, its production cost increases and its profit declines. BPR can help here by redesigning its production and sourcing process to align with market prices.

4. BPR and Internal Business Processes (Balanced Scorecard)

Looking at the case of Indorex Footwear Brand, it is visible that their internal business processes are inefficient, as seen in slow production, a lack of integration, and a more centralized decision-making system means flat structure. This creates delays in decision-making and reduces controls. Here, BPR can help the company by introducing a new structure like a hierarchical business structure, improving workflow, and better coordination between departments, as well as better and faster decision-making.

5. BPR and Performance Evaluation / Corporate Failure

Indorex Footwear Brand’s financial data clearly shows that their declining performance, with the revenue dropping and profits becoming negative. Their market share also decreases very fast, and a major drop in the EU market. This thing indicates a risk of long-term business failure if they don’t make any changes faster. BPR here can identify the root cause and fix the issue easily.

So, Indorex Footwear Brand needs Business Process Reengineering because its current processes are inefficient, costly, and unable to respond to external challenges like Brexit, Uzbekistan Cotton ban, Covid-19, and changing market conditions.























[bookmark: _Toc227577483]Findings
Mitchum Fabrication plc is using ROI as a divisional performance measurement but based on the ROI result, ROI tells that Manufacturing/ sells (M/S) division is stronger than service, ROI ignore the cost of capital and it can mislead managers based on the results, then RI can be a good alternative but RI is an absolute measure, so comparing divisions of very different size can still be difficult, so EVATM is better here because it focus on full economic profit after charging the cost of capital. (ACCA GLOBAL, 2026). That market-based method works well when outside market pricing exists, but for this case, warranty services are mainly done for Mitchum Fabrication plc’s own products, so the cost-plus method can be better for this case (Ken Garrett, 2025). The new integrated information system and find that this system will help them to make faster and better decisions, but this new integrated system takes time to adapt to and involves a high initial cost.
Indorex Footwear Brand is facing a serious growth crisis because of several reasons, such as their flat organizational structure that creates a longer time to make decisions, Brexit, Covid 19, and the ban on Uzbekistan cotton (Steve Trent , 2020). Because of these reasons, their financial condition is going down significantly, and they need to implement business process reengineering for improvement.















[bookmark: _Toc227577484]Recommendations
In Part 1, Mitchum Fabrication plc should stop using ROI alone for measuring divisional performance; they should use RI, EVATM together to get an accurate divisional performance. (ACCA GLOBAL, 2026). Also, they should use the cost-plus transfer price method because this helps the service division recover costs and stay motivated (Ken Garrett, 2025). Also, the company should implement a new executive system, which helps the company keep data integrated, make faster decisions, and better coordination among divisions.

In Part 2, Indorex Footwear Brand should change its organizational structure and add more managers for better and faster decision making, also plan new and cheaper sourcing location and, and do better risk manager assessment, and implement BPR to improve efficiency and improve its current condition.

















[bookmark: _Toc227577485]Conclusion
In part 1 of this report, in conclusion, Mitchum Fabrication plc currently uses Return on Investment, and it can be misleading in divisional performance measurement when manager takes decisions. Also, RI and EVATM provide better results in terms of divisional performance measurement as compared to ROI because these include the cost of capital and focus on shareholders’ value creation. (ACCA GLOBAL, 2026). Also, the transfer pricing system should be fair and in a way that motivates divisions. Based on Appendix 1, the cost-plus transfer pricing method is most appropriate here. Lastly, they should implement the new management information system because it will improve their efficiency by providing better coordination among divisions and faster decision-making.
In conclusion, in part 2, Indorex Footwear Brand’s flat organizational structure at this stage of the business is not suitable. This is a reason behind their downfall, as Brexit and COVID-19 hit their business significantly, and also banned their Uzbekistan cotton (Steve Trent , 2020) Supply is one of the other reasons. For improving their condition, they should implement business process reengineering.
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	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










[bookmark: _Toc227577490](B)

	Total Internal Repair Cost

	 
	Hourly Service Cost

	 
	Cost Type
	£ per hour

	 
	Labor
	21

	 
	Variable overhead
	11

	 
	Fixed Divisional Overhead
	23

	 
	Total Hourly Cost
	55

	 
	 
	 

	 
	 
	 

	 
	Cost per Repair
	 

	 
	Note: Repair takes 4 hours
	 

	 
	 
	 

	Labor 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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[bookmark: _Toc227577492]Gross Profit Margin
Gross Profit Margin = (Gross Profit/ Revenue) *100
	Year
	Calculation
	%

	2021
	(700/1400) *100
	
	50

	2022
	(820/1750) *100
	
	46.86

	2023
	(600/1455) *100
	
	41.24

	2024
	(320/600) *100
	
	53.33



[bookmark: _Toc227577493]Net Profit Margin 
Net Profit Margin = (Profit After Tax/ Revenue) *100
	Year
	Calculation
	%

	2021
	(243/1400) *100
	17.36

	2022
	(301/1750) *100
	17.20

	2023
	(86/1455) *100
	5.91

	2024
	(-160/600) *100
	-26.67






[bookmark: _Toc227577494]Current Ratio (Liquidity)
Current Ratio (Liquidity) = Current Assets/ Current Liability


	Year
	Calculation
	Answers

	2021
	330/185
	1.78

	2022
	392/197
	1.99

	2023
	382/176
	2.17

	2024
	322/240
	1.34






[bookmark: _Toc227577495]Working Capital
Working Capital = Current assets – Current Liability
	Year
	Calculation
	Answers

	2021
	330-185
	145

	2022
	392-197
	195

	2023
	382-176
	206

	2024
	322-240
	82


 

  
Sales composition (%)

2021	
London	Rest of England	Wales	Rest of Europe	Total	16	6	8	70	100	2022	
London	Rest of England	Wales	Rest of Europe	Total	11	5	9	75	100	2023	
London	Rest of England	Wales	Rest of Europe	Total	14	9	9	68	100	2024	
London	Rest of England	Wales	Rest of Europe	Total	30	15	15	40	100	



Shoe Sales	
2021	2022	2023	2024 (projected)	0.02	2.75E-2	1.2E-2	2.5000000000000001E-3	
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