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[bookmark: _Toc165035113]Executive Summary

This report provides a comprehensive analysis of contemporary issues in performance management, focusing on the divisional performance at Wirral and the growth crisis facing Defoe Limited. 

In Part 1, the divisional performance at Wirral is critically evaluated, with a focus on measures such as Return on Investment (ROI), Residual Income (RI), and Economic Value Added (EVA). The report also examines the criteria for designing a transfer pricing system and evaluates two different methods for calculating the transfer price between the service and M/S divisions of the company. Following this, the potential impact of implementing a new executive information system at Wirral is thoroughly examined.

In Part 2, the growth crisis facing Defoe Footwear Limited is addressed, taking into account factors such as the ban on sourcing materials from Uzbekistan, Brexit, and the Covid-19 pandemic. The report then presents strategic recommendations for addressing these challenges, including decisions on growth strategy, partnerships, and working capital management. Furthermore, a detailed quantitative and qualitative performance analysis using the Balanced Scorecard is conducted to assess performance across financial, customer, and internal business perspectives.

Overall, this report provides a comprehensive understanding of contemporary issues in performance management and offers insights for improving divisional performance and addressing growth challenges in the dynamic business environment we see today.
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[bookmark: _Toc165035114]PART 1:

[bookmark: _Toc165035115]a) Critically evaluate the divisional performance at Wirral and critically discuss the proposed measures of divisional performance. 

[bookmark: _Toc165035116]a.1: ROI

Wirral fabrication currently utilises return on investment (ROI) to measure the performance between its two divisions. ROI is calculated by dividing the net profit generated from an investment by its initial cost and expressing it as a percentage (Beattie, 2024).

In relation to assessing divisional performance in a company, ROI serves as a valuable tool to measure the effectiveness of the resources allocated to each division. This method offers numerous advantages. Firstly, it offers a straightforward metric that allows for easy evaluation of each division's performance, making it accessible to a wide array of stakeholders (Phillips and Phillips, 2008).

This simplicity enables managers to easily identify high-performing divisions and areas that may require reorganisation or enhancement through better allocation of resources. Furthermore, management can strategically identify divisions exhibiting a strong return on investment, making them prime candidates for additional investment to further capitalise on their success (Hoque, 2005).

Using ROI metrics might also enable the alignment of divisional objectives with wider business objectives. By emphasising the importance of maximising return on investment, divisions within Wirral Fabrication can strategically focus on activities that drive revenue and profitability. This strategic approach directly supports the company's overarching goal of enhancing shareholder wealth. 

Furthermore, utilising ROI as a measure of divisional performance not only promotes accountability within management, but also enhances the efficient allocation of resources, in accordance with Todd (1986). By linking performance evaluation to ROI, management is encouraged to make decisions that are in line with the overarching goals of the organisation. This alignment helps to address the principal-agent problem highlighted by agency theory, where management may prioritise personal interests over the best interests of the company (Bosse and Phillips, 2016).

Based on the data provided, it is evident that the manufacturing division has a higher ROI of 23.26% compared to the service division’s figure of 13.16% (see Appendix A.2). This indicates that the manufacturing division is more profitable in terms of generating a return on the capital employed. However, it is important to consider the specific circumstances and characteristics of each division when evaluating performance.

The service division's lower ROI may be attributed to several factors, such as lower sales revenue, higher operating costs, and lower operating profit compared to the manufacturing division. If the company wishes to improve the ROI of the service division, they could consider reallocating resources within the service division and restructuring transfer prices, for example, by optimising labour and overhead costs, which could help improve profitability, labour efficiency, and overall performance in the division. 

However, while using ROI as a divisional performance has its merits, there are some drawbacks associated with only using this method. Clayden (1970) notes that, by prioritising ROI, managers may be tempted to make decisions that prioritise short-term gains over long-term sustainability and growth. This could result in neglecting investments or strategies that may not yield immediate financial returns but would ultimately benefit the division in the long run. Therefore, the company should seriously consider using other metrics, such as residual income and economic value added, in their divisional performance assessments. 

[bookmark: _Toc165035117]a.2: RI and EVA

Residual income (RI) is a performance metric that can be used to measure the value delivered by a division within a firm. It calculates the division’s income over its cost of capital to determine whether it produces returns that surpass the necessary minimum rate of return (Kenton, 2021).

A positive RI indicates that earnings generated by a division exceed the cost of capital, resulting in value created for the company. While a negative figure implies that a division has been unable to deliver returns exceeding the cost of capital, resulting in a value loss (Corporate Finance Institute, 2021). As a result, RI incentivises divisional managers to make decisions that maximise returns relative to the cost of capital, which is consistent with the company’s goal of maximising shareholder wealth.

While Economic Value Added (EVA) is a metric that calculates how much value is added by a company or division that is above its cost of capital. As this method calculates the differences between the firm’s cost of capital and its net operating profit after tax, it can be used to measure how much excess profit is generated by each division (Vipond, 2018). In terms of how it is measured, a negative EVA implies a loss of value, while a positive figure signifies a generation of value. This characteristic means that EVA pushes managers to prioritise delivering returns that surpass the cost of capital (Chen, 2019).

Regarding RI figures (see Appendix A.4), the manufacturing division seems to perform better again, with a higher RI of £279.54m compared to the service division's RI of £2.58m. This reflects its ability to generate more value for shareholders, thereby maximising their wealth. Although, while RI provides a good measure of value creation, the limits of RI in considering the size and scale of divisions mean its usefulness may be more limited in our scenario. 

The EVA figures for the divisions tell a similar story, as the manufacturing division far surpasses the service division in generating value for shareholders. With an EVA of £160.74m, the manufacturing division demonstrates its ability to generate significant value after accounting for the cost of capital, while the service division lags behind with an EVA of only £0.78m (see Appendix A.5).

In conclusion, the divisional performance assessment using ROI as a metric clearly shows that the manufacturing division outperforms the service division in terms of profitability and efficiency. However, while ROI offers a valuable tool for evaluating performance, it is important for Wirral Fabrication to also consider other metrics such as residual income and economic value added to gain a more comprehensive understanding of the value created by each division. These additional metrics can provide a more nuanced view of divisional performance, helping the company make more informed decisions to maximise shareholder wealth in the long run.

[bookmark: _Toc165035118]b) Outline the criteria for designing a transfer pricing system and evaluate the two methods discussed for calculating the transfer price between the service and M/S divisions (You need to perform the appropriate calculations).

A well-designed transfer pricing system should, first of all, be structured in a way that accurately reflects the contribution of each division to the overall success of the company. This should therefore offer valuable insights for assessing the performance of each individual divisional manager (Cottani, 2015).

Additionally, a good transfer pricing system, as highlighted by Cools (2003), should encourage communication between divisions and preserve the decision making autonomy of individual managers while fostering healthy competition. By allowing managers to see the direct impact of their decisions on the company's bottom line, they are incentivised to act in the best interest of the organisation as a whole. This can result in increased accountability, motivation, and innovation within the company.

Ultimately, a well-designed transfer pricing system should not only drive individual performance but also promote the overall success of the company. By aligning divisional goals with corporate objectives, managers are incentivised to make decisions that prioritise long-term profitability and sustainable growth. This, in turn, can lead to improved decision-making, increased efficiency, and ultimately, greater value creation for the organisation as a whole (Barnhouse, Booth and Wester, 2012).

The two methods discussed for calculating the transfer price between the service and M/S divisions are the market price approach and the cost plus approach. The market price approach bases the transfer price on the price that the service division could obtain from outsourcing the warranty service work, which is quoted at £1800 per repair. On the other hand, the cost plus approach calculates the transfer price based on the actual cost of providing the warranty service work, including parts costs, labour costs, and overhead costs. 

After evaluating the two methods for calculating the transfer price between the service and M/S divisions (market price and cost plus), it is evident that the market price approach would result in a significantly higher cost for Wirral compared to the cost plus approach. Under the market price approach, the total cost of warranty repairs using the local engineering firm was calculated to be £62,640,000, whereas the total cost using the cost plus approach was £10,689,600 (see Appendix A.7). This significant difference in cost would have a substantial impact on Wirral's profitability and overall financial performance, therefore, the cost-plus approach should be chosen for transfer pricing.

[bookmark: _Toc165035119]c) Evaluate the potential impact of the introduction of the new executive information system at Wirral on performance management.

An executive information system (EIS), as defined by Watson, Rainder and Koh (1991), is a computerised system that gives executives quick and easy access to both internal and external data that is important to achieving their key business objectives. 

The introduction of the newly proposed executive system at Wirral Fabrication plc has the potential to significantly improve the company’s performance management practices. Through the use of an integrated, single database that is accessible from any of the company’s sites, the new system could improve decision making procedures and enhance collaboration within the organisation (Leidner and Elam, 1993).

Similarly, as data can be uploaded and updated in real time, Vandenbosch and Huff (1997) explain, that management at all levels of the organisation would be able to better recognise trends and any possible emerging issues, early on. This should allow for much quicker decision making and risk mitigation as a result of being able to spot problems and resolve them quicker.

Additionally, the new system's integration of databases and real-time input capabilities has the potential to expedite reporting processes, ultimately reducing the time and energy needed for compiling and distributing reports. This streamlined system could also ensure consistency and enhance the ability to compare performance data across divisions, ultimately leading to improved decision-making (Kelly, 2002).

Moreover, the new system is expected to offer comprehensive data for management, enhancing the ability to monitor divisional performance, which is an area that Wirral is already focused on improving. This detailed information could enable the creation and prompt reporting of key performance indicators (KPIs) that are crucial for measuring success.

As explained by Raisinghani and Nugent (2001), due to the ability to overcome issues with delays in reporting KPIs, an EIS could provide management with the ability to identify areas needing improvements and handle issues with performance proactively. As a result, divisional managers might feel more responsible and be held to greater accountant for their division’s performance, which should aid in promoting alignment with the company’s goals.

According to a study by Nord and Nord (1995), almost 90% of executives reported that implementing an EIS improved communication within the organisation. Additionally, over 60% stated that it increased confidence in decision making and provided easier access to previously unavailable information. Perhaps most notably, close to 20% even saw an increase in profits as a result. 

These findings highlight the significant benefits that an EIS can offer businesses, including improved communication, decision making, and potentially increased profitability. Therefore, Wirral should look to implement this system as soon as possible, however, it should be noted that the research (Rai and Bajwa, 1997) explains that substantial resources are needed to develop EIS systems in the first place, which might negate some of the expected benefits in the short term.

Additionally, Srivihok (1999) notes that the success of implementing an EIS system is negatively influenced indirectly by the computer experience of the user. Therefore, throughout this implementation, Wirral should ensure that all staff users are trained competently in using the system, if the company wants to reap the benefits of a more detailed management information system.

In conclusion, the introduction of an executive information system at Wirral Fabrication plc has the potential to significantly enhance the company's performance management practices by providing executives with quick access to important data for decision making. The system's integrated database, real-time input features, and detailed management information could improve reporting procedures, aid in identifying trends and emerging issues, and promote alignment with the company's goals. While substantial resources are needed for the development of an EIS, and for training employees to use the system, the potential benefits in terms of improved communication, decision making, and profitability make it a valuable investment for the company.
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[bookmark: _Toc165035121]Introduction:

Dear Managing Director,

I am writing to address the critical growth crisis facing Defoe Limited. Issues such as the ban on Uzbekistan sourcing, Brexit, and Covid-19 have led to a decline in sales and profitability. Strategic decisions need to be made on growth strategy, partnerships, and working capital management. In this report, I will make recommendations for the company moving forward, as taking decisive action now is crucial for the company's sustainability and future success.

Sincerely, 
Kian Watson

[bookmark: _Toc165035122]a) The Growth Crisis Facing Defoe Limited

The company’s growth dilemma is the result of a number of interconnected variables that are deeply embedded in the company's operational and external environments. These variables include things like declining sales and procurement, as well as strategic choices and plans for future growth.

One of the key factors contributing to the growth crisis facing the company is the impact of the ban on sourcing materials from Uzbekistan. In the past, the company had relied on Uzbekistan as a low-cost source of raw materials. However, after discovering a number of exploitative practices and violations of human rights, a ban on importing goods from Uzbekistan was implemented, which meant that Defoe had to source their materials from elsewhere, and at a higher cost. This change has therefore, significantly impacted the company’s financial health by raising expenses and decreasing profit margins (see Appendix B.3).

Defoe’s problems have also been exacerbated by the fall in sales brought on by the combined effects of Brexit and the Covid-19 pandemic. The decline has been made worse by the pound’s fall against the euro as, although the company is based in London, it still has a substantial customer base in other European countries. 

The weaker pound poses a challenge for businesses like Defoe for two main reasons. Firstly, it has adversely affected the reported sales data. Secondly, as Gupta (2023) points out, sourcing raw materials from international suppliers means it now takes more pounds to purchase the same amount of materials, leading to a decrease in profit margins. However, Chen (2021) suggests that there may be a silver lining with a weaker currency because British goods, such as those sold by Defoe, should become more affordable to foreign consumers, potentially boosting sales.

The company is also currently grappling with the issue of devising a growth strategy. Defoe has to decide whether to continue with its existing high-end brand strategy or shift towards penetration pricing to retain its market share. Alongside this, the company needs to decide if it should diversify into new sectors such as retail fashion, beauty products, and fragrances. 

While these plans have the potential to yield significant benefits for the company, they will necessitate a comprehensive analysis and a reorganisation of business operations to ensure successful implementation. Moreover, exploring potential partnerships, like the proposed collaboration with Barnaby Holdings Ltd., could result in increased profits, but will demand meticulous planning and operational adjustments.

Defoe is also facing concerns regarding working capital management. Although securing raw materials from Japan offers the advantage of a 30-day credit period, which aligns well with Defoe's cash-based sales model, opting for significantly cheaper alternatives from countries such as Brazil, Benin, Thailand, and Vietnam could potentially boost profit margins. The decision at hand is therefore, whether to prioritise maintaining strong liquidity for smooth operations or focus on enhancing the company's bottom line, both of which are serious issues the company is now facing.

Therefore, it is crucial for the company to diligently track their cash flow, keep a close eye on inventory levels, and maintain strong relationships with suppliers in order to efficiently manage their working capital and increase profitability. To overcome this, Kenton (2023) suggests that adopting effective inventory management strategies and negotiating advantageous payment terms with suppliers could play a key role in resolving the company's current working capital issues. By proactively addressing these challenges, Defoe can strengthen its financial position and gain a competitive edge in the international marketplace.

In conclusion, the combination of sales and procurement challenges has created a difficult situation for the company, impacting its ability to sustain operations and compete effectively in the market, as evidenced by its declining market share. To address these obstacles, a comprehensive strategy is necessary. This strategy should include exploring alternative sourcing options, adapting to market changes such as Brexit and the pandemic, and making strategic decisions related to pricing and market expansion. In addition, proactive measures in working capital management, inventory control, and supplier relationships will be essential for ensuring financial stability and profitability.
 
[bookmark: _Toc165035123]b) Quantitative and Qualitative Performance Analysis Using the Balanced Scorecard.

[bookmark: _Toc165035124]b.1: Financial Perspective

Upon analysing Defoe's financial performance, concerning trends suggest potential financial distress in the near future. Specifically, a significant decrease in working capital has been projected, with current assets decreasing from £377,000 in 2021 to £312,000 in 2022 (-17.24%), while current liabilities are projected to increase from £183,000 in 2021 to £240,000 in 2022 (+39.53%). This results in a substantial fall in working capital from £145,000 in 2021 to £72,000 in 2022 (-64.88%) (see Appendix B.1). Despite an increase in the working capital ratio from 1.79 in 2019 to 2.19 in 2021, the projected rise in liabilities indicates a potential decrease in this ratio to 1.3 in 2022 (see Appendix B.4). This shift indicates that Defoe may face challenges in fulfilling its short-term obligations as the value of its current assets fall, while current liabilities increase (Kenton, 2023).

Additionally, the sales composition in different regions raises other concerns. While sales in London are expected to increase, the sales composition coming from the rest of Europe are set to decrease significantly, from 68% in 2021 to 35% in 2022. This shift raises red flags about the company's performance in a crucial market, which has the potential to further impact its overall revenue and profitability in the future if this trend isn’t reversed.

Moreover, a closer look at market share reveals further challenges. The projected decline in market share for shoe sales in London points to heightened competition and/or changing consumer preferences. This, in turn, is expected to take a toll on profitability, with gross profit predicted to drop substantially from £600,000 in 2021 to £320,000 in 2022 (-46.67%), resulting in a projected after-tax loss of £160,000 in 2022, which poses a serious risk of bankruptcy (refer to appendix B.2 for more details).

The analysis of the balance sheet and financing situation also highlights the company's ongoing financial challenges. Projections show a decrease in net assets from £985,000 to £825,000 and a decrease in reserves from £685,000 to £525,000, from 2021 to 2022. This will result in a decline in the asset turnover ratio from 1.48 to 0.73, as illustrated in Appendix B.2. This lower ratio, according to Schmidt (2023), signifies reduced efficiency and suggests that the company may struggle to generate returns for its shareholders due to declining financial strength.



[bookmark: _Toc165035125]b.2: Customer Perspective

However, despite these financial challenges, there have been notable improvements in customer-related metrics. For example, the number of website hits has progressively increased from 5000 in 2019 to 7000 in 2021, which constitutes a growth rate of 40% (see Appendix B.3). This demonstrates an increasing awareness of the brand and an improvement in customer engagement, suggesting an increasing interest in the goods that Defoe sells. This growth in website hits may indicate that marketing strategies are effective, which, as noted by Truong (2018), could potentially lead to increased sales and revenue in the future.

Furthermore, the ratio of sales to website hits has increased from 10% in 2019, to 18% in 2021. This indicates that the company’s website is becoming more effective at converting website hits into sales. Along with the increasing website hits, this suggests that Defoe’s web presence could play a significant role in driving future sales for the business. 

Additionally, customer satisfaction survey results have steadily increased from 69% in 2019 to 82% in 2021. This suggests that the company has been successful in improving its customer service and meeting the needs of customers over time. The research (Haciyev, 2019) notes that a positive trend in customer satisfaction is likely to result in increased customer loyalty and more positive word-of-mouth referrals, which could ultimately lead to business growth in the future and may aid Defoe in their potential expansion into other markets.

[bookmark: _Toc165035126]b.3: Internal Business Perspective

Regarding the internal business perspective, as discussed previously, Defoe is facing a number of issues that are impacting its expenses and sales performance. The restrictions on purchasing raw materials from Uzbekistan have had a significant impact on gross profit and indicate a serious issue with the company’s procurement and supply chain. 

Furthermore, the fall in sales resulting from the Covid-19 pandemic and Brexit has further put a strain on generating revenue, highlighting the necessity for a change in their business strategy to survive. Therefore, Defoe should seriously consider expanding into new markets and diversifying their product range, as their London market share of shoe sales is projected to decrease from 2.75% in 2020 to 0.25% in 2022, alongside a decrease in purses and wallets. 

Although, the London market share for handbag sales has slightly increased, therefore, Defoe could use their proposed strategy of penetration pricing to further increase their market share in this area. Similarly, the proposed joint venture with Barnaby Holding Ltd. offers an opportunity for growth and market expansion in the luxury shoe market, allowing Defoe to differentiate themselves with exotic materials and target new international markets. 

Overall, these strategic moves have the potential to significantly boost Defoe’s brand presence worldwide and enhance their overall profitability, to mitigate the damaging effects of Brexit, Covid-19 and decreasing sales and market share in general. Thereby, serving as a catalyst for further diversification and better positioning the company for long-term success. However, these ventures will likely necessitate significant changes in business operations, marketing strategies, and supply chain management. 

[bookmark: _Toc165035127]b.4: Innovation and Learning Perspective

Despite the challenges that Defoe faces, there have been some significant improvements within the business from an innovation and learning perspective. The observed decline in the error rates of jobs completed from 111% in 2019, to 9% in 2020, and to 4% in 2021 demonstrates a clear commitment by Defoe to continuous improvement. This progress not only reflects a more efficient and effective operation but also highlights Defoe’s ability to innovate and implement new strategies to overcome obstacles and improve the chances of success. By focusing on improving upon its past mistakes, Defoe has better positioned itself for long-term success and sustainability in its turbulent business environment.

Similarly, the rise in employee retention from 82% in 2019, to 88% in 2020, and to 95% in 2021 shows that Defoe is investing in its employees and creating a positive work environment. This increase in retention likely indicates that employees are satisfied with their jobs and feel valued by the company. It might also indicate that Defoe is able to attract and retain their talent, which, as explained by Kyndt et al. (2009), prevents the company from losing the investments it has made in its employees, which is key for long-term success.

Job completion time is another notable metric that demonstrates Defoe’s commitment to innovation. The company saw the average job completion time fall from 14 days in 2019, to 10 days in 2020, and then to 7 days in 2021. This 50% improvement in productivity from 2019 to 2021 shows that business processes have been optimised and resources have been better allocated.

This improvement in productivity might have also been aided by the increasing levels of continuing professional development attendance per employee. The figures show that the number of CPDs attended per employee per year has increased from 5 in 2019, to 12 in 2021. This indicates a strong commitment to learning and skill development within the company, which should lead to more knowledgeable employees that are better equipped to perform their roles effectively and efficiently. 

By investing in their employees’ growth and development, Defoe is not only enhancing individual performance but also overall productivity and success, which could feed into increased customer satisfaction and, thus, the potential for more customers and revenue (Madhani, 2011). Overall, these improvements in both error rates and employee retention demonstrate Defoe's commitment to continuous innovation, which could better position them for a successful future despite the significant challenges they face.

[bookmark: _Toc165035128]c) The Need for Business Process Reengineering 

Business process reengineering (BPR) is the comprehensive reorganisation and redesign of the procedures within an organisation with the goal of achieving substantial improvements in productivity, performance, and efficiency (Bain & Company, 2023). These circumstances highlight a number of potential applications for the implementation of this procedure. 

The procurement of raw materials plays a crucial role in this situation, especially with the embargo on imports from Uzbekistan, which was previously a low-cost supplier for Defoe. This limitation has caused a significant decline in the company's gross profits. As a solution, Defoe opted to switch to sourcing raw materials from Japan, however, this has led to extended lead times and increased expenses.

To address these challenges, the company is exploring the possibility of sourcing raw materials from alternative suppliers in countries like Brazil, Benin, Thailand, and Vietnam. This strategic move has the potential to significantly reduce Defoe's material expenses, possibly cutting them by more than half. This initiative could help address the anticipated decline in gross profits, which are projected to decrease by over 50% from 2021 to 2022.

Nevertheless, adopting this new sourcing strategy would necessitate significant changes to the procurement and supply chain processes. Moreover, the absence of a 30-day credit option from these suppliers, as is available in Japan, could impact the company's liquidity. These considerations highlight the need for careful evaluation and strategic planning to ensure a successful transition to new suppliers.

In addition to the challenges posed by raw material procurement, Defoe faces additional hurdles regarding its sales. The Covid-19 pandemic, Brexit, and subsequent currency exchange rate volatility have all combined to cause an immense reduction in sales numbers, as well as large declines projected in revenue and market share. Therefore, it seems the business needs to significantly reengineer its processes to properly handle these difficulties. 

To overcome these challenges, one aspect of this reengineering procedure might include an extensive reorganisation of Defoe’s distribution and sales plans. The company is currently heavily dependent on sales of shoes, however, its market share in this segment has decreased from 2.75% in 2020 to 1.2% in 2021 and is projected to shrink even further to just 0.25% in 2022. To lessen dependency on its existing market segments, the business must consider expanding further into complimentary product categories such as handbags, purses, and wallets.

Similarly, the proposed joint venture with Barnaby Holding Ltd. presents another attractive opportunity for the company. By partnering with them, Defoe can produce luxury shoes made with exotic materials, which might allow them to gain a foothold in the untapped and substantial consumer markets of China, the USA, and the Middle East. This could offer Defoe a very good chance at expanding sales to overcome their declining revenue, while reducing their reliance on continental European markets. which are currently shrinking as a portion of sales.

Additionally, the choice of continuing with the existing luxury brand strategy or changing the pricing policy to penetration pricing both necessitates business process reengineering for the company. For example, if Defoe decides to continue with the luxury brand strategy, they must ensure that their business processes align with the high-quality image associated with luxury brands. 

This might involve re-evaluating their production processes to emphasise quality, enhancing customer service to provide a personalised luxury experience, and optimising their supply chain to source premium materials efficiently. With this decision, marketing and branding strategies would need refinement to effectively communicate the exclusivity and prestige of the luxury brand to target customers, which might help the company increase their market share and improve their declining financial performance (Tynan, McKechnie and Chhuon, 2010).

On the other hand, if Defoe opts for a penetration pricing strategy, it might help them overcome their reduced profits by expanding revenue streams. Kenton (2022) states that pursuing economies of scale in business processes, to achieve cost efficiencies, could enable Defoe to reduce manufacturing expenses per unit, thereby improving gross margins. 

Similarly, by adopting lean inventory management techniques, Defoe could effectively reduce the expenses associated with carrying excess inventory, which could further aid in reducing the cost of sales while increasing order numbers by selling more affordable goods (Eldar, 2023).

Furthermore, Cannon and Homburg (2001) state that negotiating with suppliers to obtain materials at lower prices could also help the company reduce costs and then implement this pricing strategy. Securing favourable pricing agreements or sourcing materials from lower-cost suppliers could significantly reduce sales expenses, while expanding their customer base to aid in the recovery from reduced revenue and ensure the longer-term sustainability of the business. However, it is important to not compromise quality while seeking lower cost suppliers, so the company doesn’t reverse the improvements it has made in customer satisfaction.

Another pressing issue that necessitates a restructuring of business operations is the company's considerable anticipated decline in working capital. As demonstrated by (Ntui et al., 2014), anticipated reductions in working capital usually indicate that a company is facing difficulties in effectively managing its short-term assets and liabilities. This is evident in Defoe's growing liabilities, suggesting that the company may encounter difficulties in meeting its financial commitments in the future as its revenue continues to decline.

To address this concerning trend and ensure future financial stability, the company will likely need to reengineer its financial management processes. According to gocardless.com (2022), this could be achieved by implementing more efficient cash flow management practices, such as improving collections on accounts receivables. However, as all of Defoe’s sales are completed in cash, the scope for this activity may be more limited, therefore, Defoe may need to focus on improving its inventory management and securing lower cost materials to reduce working capital requirements (Oktavia and Indrati, 2021).
		
[bookmark: _Toc165035129]Conclusion

In conclusion, Defoe Limited faces a critical growth crisis and financial distress, necessitating immediate action. The interconnected challenges in procurement, sales decline, and working capital management demand a comprehensive strategy for recovery.

To address these issues, Defoe must explore alternative sourcing options, make strategic pricing decisions, and consider market expansion initiatives like the proposed joint venture. Additionally, reengineering financial management processes is crucial to ensuring sufficient liquidity and stability amidst the company’s declining profitability.

However, while facing challenges, Defoe demonstrates strengths in customer engagement and internal operations, providing a foundation for future growth. While continuing to embrace innovation will also be key to navigating current challenges and positioning the company for long-term success.
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A.6: Data for Service Division
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B.1: Calculations from Appendix 1 and 2
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B.3: Calculations from Appendix 4
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