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Workshop: divisional performance evaluation.
MCQs:

1. Investment  centre managers would be evaluated based on 
a. Operating profit of the profit centre

b. Return on investment

c. Economic value added

d. Any or all of the above

2. Assuming all other things are equal, a company’s ROI would decrease when

a. Operating expenses increase

b. Operating income increases

c. Average operating assets decrease

d. Operating expenses decrease

The following information is available (for Q. 3+ 4):

	Project
	Profit
	Investment

	A
	£40,000
	£800,000

	B
	£44,000
	£400,000

	C
	£46,875
	£625,000

	Assume the division’s current ROI is 10% and the firm’s minimum required rate of return is 6%


3. If you were the division manager and you were evaluated based on ROI, which projects would you accept?
a. Projects A, B and C

b. Projects A and B

c. Projects B and C

d. Projects B only

4. If you were the CEO of the firm, which projects would you want the divisional manager to accept?

a. Projects A, B and C

b. Projects A and B

c. Projects B and C

d. Projects B only
Solution

1 Investment  centre managers would be evaluated based on 
a. Operating profit of the profit centre

b. Return on investment

c. Economic value added

d. Any or all of the above

2 Assuming all other things are equal, a company’s ROI would decrease when

A  Operating expenses increase

            B  Operating income increases

C  Average operating assets decrease

D  Operating expenses decrease

3 If you were the division manager and you were evaluated based on ROI, which projects would you accept?
a. Projects A, B and C
b. Projects A and B
c. Projects B and C
d. Projects B only
4        If you were the CEO of the firm, which projects would you want the divisional manager to accept?
a. Projects A, B and C
b. Projects A and B
c. Projects B and C
d. Projects B only
ROI: 
A = 40,000 / 800,000 = 5%    
B = 44,000 / 400,000 = 11%   
C = 46,875 / 625,000 = 7.5%
3 Division B only as it is >10% 
4 Divisions B and C as both >6% - goal congruence is key to this answer
