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Executive Summary

This report is structured into two distinct sections, with the first part comprising a case study of
Wirral Fabrication plc, and the second part focusing on DEFOE.

This report examines Wirral's strategic initiatives to enhance operational efficiency and performance
management. Wirral Fabrication plc serves as a leading manufacturer of automotive polishing
machines utilized within machinery warehouses and workshops. The company operates through two
primary divisions: manufacturing/sales (M/S) and services. The initial chapter of this report
undertakes a critical evaluation of Wirral's divisional performance, employing metrics such as Return
on Investment (ROI), residual income, and Economic Value Added (EVA).

Subsequently, the report delves into the intricacies of Wirral's £10 million internal tolling agreement,
elucidating how the agreement's structure incorporates two distinct methods for calculating transfer
prices between the services and M/S divisions: the market price method and the cost-plus method.
Analysis of transfer pricing strategies highlights opportunities for cost optimization. Consideration of
outsourcing warranty service work presents potential benefits in cost-effectiveness and resource
allocation.

Moreover, the Board is considering implementing a novel system based on an integrated, single
database accessible across all five of the company's locations. This proposed enhancement to the
corporate network aims to enable real-time input and updating of the database. Consequently, it
will support the implementation of a comprehensive management information system as well as an
advanced executive information system.

The third part of the report evaluates the implementation of a new Executive Information System
(EIS) aims to streamline decision-making processes. Recommendations include conducting a
thorough cost-benefit analysis for outsourcing and careful planning for EIS implementation. By
leveraging these insights, Wirral can drive sustainable growth and deliver value to stakeholders.

Defoe is a footwear brand owned by Defoe Shoes Ltd.. Catering primarily to upper-middle-class
customers, Defoe offers a range of shoes, sandals, boots, and accessories. Since 2015, the European
Union has enforced a ban on imports from the Republic of Uzbekistan in Asia, necessitating Defoe to
seek alternative sources for raw materials. This decision significantly impacted the company's gross
profit. Furthermore, the onset of 2018 brought about challenges such as a notable decline in orders
due to the combined effects of Brexit and the Covid-19 pandemic. The depreciation of the pound
sterling against the euro compounded the strain on reported annual sales, exacerbating the
situation further. In light of these macroeconomic factors, this report will focus on analyzing the
growth crisis precipitated by these events, utilizing financial statements and other pertinent
information for performance evaluation.

Descartes Shoes finds itself at a pivotal juncture, contemplating several expansion strategies.
Options under consideration include revising its pricing policy, diversifying into segments occupied
by competitors or into entirely new industries, and exploring the possibility of establishing a joint
venture to expand its retail division, particularly in the realms of fashion retailing, encompassing
handbags, wallets, perfumes, and cosmetics. This report will delve into the necessity and
implementation of business process re-engineering to address these potential avenues for growth.
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Introduction

In the dynamic and ever-changing business environment of today, companies such as Wirral are
consistently exploring avenues to improve their operational efficiency, streamline decision-making
processes, and foster sustainable growth. As part of Wirral's commitment to innovation and
performance excellence, this report explores the potential impacts of several strategic initiatives
aimed at improving various aspects of the company's operations and management practices.

The report begins by analyzing Wirral's current approach to transfer pricing within its service
division, focusing on both warranty and out-of-warranty repairs. Through an examination of market
price and cost plus methods, the report evaluates alternative pricing strategies and their
implications for profitability and competitiveness.

Furthermore, the report delves into the possibility of outsourcing warranty service work and its
potential ramifications on cost-effectiveness, service quality, and strategic alignment. By weighing
the pros and cons of outsourcing against in-house capabilities, Wirral can make informed decisions
regarding its service division's operational model and resource allocation.

Additionally, the report discusses Wirral's consideration of implementing a new executive
information system (EIS) to enhance performance management and decision-making processes.
Through the integration of data from multiple functional areas into a single, accessible database, the
EIS aims to provide executives with real-time insights, streamline reporting processes, and facilitate
strategic planning initiatives.

Overall, this report serves as a comprehensive analysis of Wirral's strategic initiatives, offering
insights into potential opportunities, challenges, and recommendations for driving operational
excellence and achieving sustainable growth in an increasingly competitive market environment. By
leveraging the findings and recommendations presented herein, Wirral can position itself for success
and continue to deliver value to its stakeholders in the years to come.



Task 1 —WIRRAL FABRICATION PLC

1 Divisional performance at Wirral

Analyzing Wirral's departmental performance based on the calculations we've done provides
valuable insights into the financial performance of its divisions. Let's discuss the advantages and
disadvantages of the three departmental performance measures: ROI, RI, and EVA.

1.1 The current divisional performance measure (ROI)
Return on Investment (ROI)
Profit before tax

ROI: = — X 100%
Initial Investment

So the ROl is calculated as:

301
=X 0 =~ 269
ROIM/S 1294 100% =~ 23.26%

5
ROI Service: = 38 X 100% = 13.16%

The Return on Investment (ROI) for the M/S Department is approximately 23.26%. This indicates
that for every £1 of capital invested in the M/S Department, Wirral earns a return of about 23.26
pence.

The Return on Investment (ROI) for the Service Department is approximately 13.16%. This indicates
a lower return compared to the M/S Department, suggesting potentially less efficient use of capital.

1.2 Other measures of divisional performance (Rl and EVATM)
Residual Income (RI):

RI = OperatingProfit — (CapitalEmployed X CostofCapital)
RIM/S = 396million — (1294 million X 0.09) =~ 396million — 116.46million =~ 279.54million
RI Service = 6million — (38million X 0.09) = 36million — 3.42million = 2.58million

The Residual Income (RI) for the M/S Department is approximately £279.54 million. This reflects the
operating profit of the M/S Department after accounting for the cost of capital. The Residual Income
(RI) for the Service Department is approximately £2.58 million. This reflects the operating profit of
the Service Department after accounting for the cost of capital.

Economic Value Added (EVA):
EVA = NOPAT — (CapitalEmployed X Costof Capital)
Net Operating Profit After Taxes (NOPAT) := OperatingProfit — Tax
NOPAT M/S = 396million X (1 — 30%) ~ 277.2million
NOPAT Service = 6million X (1 — 30%) = 4.2million
M/S and Service Department:
EVA = 277.2million — (1294million X 0.09) ~ 277.2million — 116.46million ~ 160.74million
EVA = 4.2million — (38million X 0.09) = 4.2million — 3.42million = 0.78million



The Economic Value Added (EVA) for the M/S Department amounts to approximately £160.74
million, representing the net operating profit after deducting the cost of capital. Similarly, the EVA
for the Service Department is approximately £0.78 million. EVA indicates that the Service
Department is not generating sufficient economic value and may not be covering its cost of capital.

The choice of performance measure depends on the specific goals and characteristics of the
organization. For Wirral, considering its size and complexity, a combination of measures might be
beneficial:

ROI can provide a quick overview of profitability and efficiency for each department.

Rl can be used to assess whether each department is generating profits above the cost of capital,
encouraging managers to focus on value creation.

EVA can provide a more comprehensive measure of economic profit, taking into account the
opportunity cost of capital and aligning with shareholder wealth maximization.

Ultimately, the selection of performance measures should be tailored to the organization's
objectives, resources, and strategic priorities. Regular monitoring and evaluation of departmental
performance using a combination of measures can provide valuable insights for decision-making and
performance improvement.

2 Designing a transfer pricing system

Wirral is organized into two divisions: manufacturing/sales (M/S) and service. Transfer pricing entails
establishing prices for goods and services exchanged between interconnected entities within an
organization. It's crucial for corporations to determine fair transfer prices to ensure accurate
allocation of profits among divisions and compliance with tax regulations.

The Market Price Approach,also referred to as the "comparable uncontrolled price" method,
determines transfer prices by referencing prices applied in transactions between unrelated parties
for similar goods or services. The idea is to mimic the market conditions as closely as possible. This
approach relies on external market data to establish a fair transfer price. It's often considered the
most reliable method for determining transfer prices because it's based on actual market
transactions.

The Cost Plus Approach sets the transfer price by adding a markup (or profit margin) to the cost
borne by the selling division. This markup generally reflects the desired profit margin of the selling
division. While this method is advantageous due to its simplicity and ease of application, it may not
always accurately represent the market value of the goods or services being transferred, particularly
if the selling division's costs do not align with prevailing market conditions.

2.1 Market Price Method

The market price is based on prices charged for similar repairs in transactions between unrelated
parties.Since we don't have direct market data for similar repairs, let's assume we can find market
prices for repairs in the industry. Let's say the average market price for similar repairs is £350.

Transfer Price (Market Price) = Average Market Price for Repairs=£350 per repair

2.2 Cost Plus Method

The cost plus method entails adding a markup to the production cost to establish the transfer price.
Let's say we want to apply a markup of 20% to cover profit and other expenses. We can get the
following data from the case description:



1.Revenue from Warranty Repairs:

Annual fee generated from warranty repairs: £10 million

Number of units sold per year: 580,000

Percentage of units needing repair within warranty: 6%

Number of units needing repair within warranty: 580,000 * 6% = 34,800 units
Revenue per repair: £10 million / 34,800 = £287.36 per repair

2.Cost of Parts for Repairs:

Average cost of parts per repair: £95

3.Labour and Overhead Costs for Out-of-Warranty Repairs:

Labour cost per hour: £18

Variable divisional overhead per hour: £11

Fixed divisional overhead per hour: £24

4.Time Required for Repairs:

Time required for a repair: 4 hours

Now, let's calculate the costs and profits for out-of-warranty repairs:

Labour Cost per Repair: Labour cost per repair = Labour cost per hour x Time required for repair =
f18x4=£72

Variable Divisional Overhead Cost per Repair: Variable overhead cost per repair = Variable overhead
cost per hour x Time required for repair = £11 x 4 = £44

Fixed Divisional Overhead Cost per Repair: Fixed overhead cost per repair = Fixed overhead cost per
hour x Time required for repair = £24 x 4 = £96

Total Cost per Repair:

Total cost per repair = Labour Cost + Variable Overhead Cost + Fixed Overhead Cost + Cost of Parts =
£72 + £44 + £96 + £95 = £307 per repair

Transfer Price (Cost Plus) = Cost of Production + (Cost of Production x Markup Percentage)
Transfer Price (Cost Plus) = £307 + (£307 x 20%) = £368.40 per repair

These transfer prices can be used to determine the pricing strategy for warranty repairs within the
company's service division. The choice between the two methods may depend on factors such as
market conditions, profitability goals, and compliance with tax regulations.

2.3 Outsourcing Warranty Service
Since the service division plans to outsource all warranty service repairs at a fixed price of £1800 per
repair, we'll use this price directly as the transfer price for warranty service repairs.

Transfer Price (Outsourcing Warranty Service) = £1800 per repair



Outsourcing the warranty service work could be a viable option for the service division, but several
factors need consideration before making a decision:

Cost-effectiveness: While the quoted price of £1800 per warranty service repair from the local
engineering firm might seem high compared to the transfer price derived from the market price
method, it's essential to consider the total cost of providing the warranty service internally. This
includes labor, overhead, parts, and any additional costs associated with maintaining the capability
to handle warranty repairs.

Quality and reliability: The service division should evaluate the quality and reliability of the
outsourced warranty service compared to in-house service. It's crucial to ensure that the outsourced
provider can meet the required standards and maintain customer satisfaction levels.

Capacity and capability: Assess whether the service division has the capacity and capability to
handle other revenue-generating opportunities, such as pursuing new engineering projects, if it
outsources the warranty service work. Outsourcing may free up resources and allow the division to
focus on expanding its business in other areas.

Contract terms: Negotiate contract terms with the outsourcing partner carefully to ensure favorable
terms, such as service level agreements, pricing stability, and flexibility to adjust the scope of work if
needed.

Strategic alignment: Evaluate how outsourcing the warranty service aligns with the overall strategic
objectives of the service division and the company as a whole. Consider whether it supports long-
term growth, efficiency, and profitability goals.

3 Introduction of the new executive information system

Implementing a new Executive Information System (EIS) at Wirral could potentially influence various
aspects of performance management within the company. Here are some critical considerations:

Improved Decision-Making: An EIS provides high-level executives with access to timely, relevant,
and summarized information from various functional areas of the company. This can lead to better-
informed decision-making, as executives have a comprehensive view of the company's performance
metrics, financial data, and KPlIs. With real-time access to critical information, executives can quickly
identify trends, opportunities, and potential risks, allowing for proactive decision-making.

Enhanced Strategic Planning: The availability of comprehensive data and analytics through the EIS
can support strategic planning initiatives within the company. Executives can use the system to
assess the impact of strategic decisions, track progress towards goals, and adjust strategies as
needed. By aligning strategic objectives with performance metrics, the EIS facilitates strategic
planning processes and helps ensure that organizational goals are effectively communicated and
monitored.

Increased Accountability and Transparency: With greater visibility into performance metrics and
KPIs across the organization, the EIS promotes accountability among executives and departmental
managers. Clear performance targets and benchmarks can be established within the system,
allowing for objective evaluation of performance against goals. This level of transparency nurtures a
culture of accountability, motivating employees to assume responsibility for their performance and
contributions towards organizational objectives.



Streamlined Reporting Processes: The EIS consolidates data from disparate sources into a single,
integrated database, eliminating the need for manual data collection and reporting processes. This
streamlines the reporting process and reduces the time and effort required to generate performance
reports. Executives can access standardized reports and dashboards through the EIS, facilitating
efficient communication of performance insights and eliminating silos between functional areas.

Facilitated Performance Monitoring and Evaluation: The EIS provides executives with tools for
monitoring and evaluating performance in real-time. Key performance indicators can be tracked
continuously, enabling early detection of performance issues and deviations from targets. Executives
can drill down into detailed performance data to identify root causes of problems and take
corrective actions promptly. This proactive approach to performance management helps ensure that
organizational objectives are achieved efficiently and effectively.

Overall, the introduction of a new EIS at Wirral has the potential to significantly enhance
performance management processes by providing executives with access to timely, relevant, and
comprehensive performance data. By leveraging the capabilities of the EIS, executives can make
informed decisions, drive strategic initiatives, and monitor performance effectively to achieve
organizational goals.

4 Conclusion

Based on the analysis conducted on Wirral's divisional performance, along with the examination of
the design of a transfer pricing system and the potential introduction of a new executive information
system (EIS), several significant insights emerge.

Firstly, the assessment of divisional performance through measures such as ROI, Rl, and EVA offers
valuable perspectives on the financial health and efficiency of Wirral's divisions. Through these
metrics, managers can better understand the strengths and weaknesses of each division, enabling
informed decision-making to enhance overall organizational performance.

Secondly, the establishment of a fair and transparent transfer pricing system is imperative for
Wirral's operations. By ensuring that prices for goods and services exchanged between divisions
accurately reflect their market value, Wirral can optimize resource allocation, foster collaboration
between divisions, and mitigate potential conflicts of interest. Moreover, adherence to transfer
pricing regulations is essential to avoid legal and financial repercussions.

Lastly, the potential implementation of a new executive information system (EIS) presents both
opportunities and challenges for Wirral. While an EIS can streamline data collection, analysis, and
reporting processes, enhancing managerial decision-making and strategic planning, its successful
integration requires careful planning, investment, and organizational change management.
Additionally, considerations such as data security, user training, and system compatibility must be
addressed to maximize the benefits of the EIS implementation.

In conclusion, the comprehensive analysis of divisional performance, the design of a transfer pricing
system, and the potential introduction of an executive information system underscore the
importance of effective performance management and strategic decision-making at Wirral. By
leveraging these insights and addressing associated challenges, Wirral can position itself for
sustainable growth, competitive advantage, and long-term success in its industry.



Task 2 — DEFOE FOOTWEAR BRAND

Introduction

In the dynamic landscape of the footwear industry, companies must navigate a myriad of challenges
and opportunities to sustain growth and remain competitive. Defoe Footwear Limited, a prominent
player in the industry, has encountered a growth crisis stemming from shifts in raw material
sourcing, changes in market dynamics, and external factors such as Brexit and the Covid-19
pandemic. To address these challenges and unlock new avenues for growth, it is imperative for
Defoe Footwear Limited to conduct a comprehensive analysis of its quantitative and qualitative
performance across key dimensions.

This report aims to provide a thorough examination of Defoe Footwear Limited's performance using
the Balanced Scorecard methodology. By evaluating the company's financial, customer, internal
processes, and learning & growth perspectives, we will uncover insights into its current strengths,
weaknesses, opportunities, and threats. Furthermore, we will propose strategic recommendations
tailored to address the identified areas of improvement and capitalize on emerging opportunities.

Through this analysis, Defoe Footwear Limited will gain valuable insights to inform strategic decision-
making, enhance operational efficiency, and position itself for sustainable growth in the ever-
evolving footwear market. Let us embark on this journey to uncover the pathways to success for
Defoe Footwear Limited.

1 The growth crisis

Based on the information provided in Part2, Defoe Footwear Limited is facing multiple challenges
that have impacted its growth and profitability.

1.1 Raw Material Sourcing

The ban on sourcing cotton from Uzbekistan has led to a significant increase in raw material costs.
The company's average gross profit ratio, which was 80% between 2010 and 2015, has been reduced
due to higher raw material costs.

The Resource-Based View (RBV) constitutes a theoretical framework in strategic management,
highlighting the significance of a firm's internal resources and capabilities in attaining sustainable
competitive advantage. According to RBV, resources denote the inputs utilized by a firm in
conducting its operations, whereas capabilities pertain to the firm's adeptness in deploying its
resources efficiently to generate value. Key elements of the RBV encompass Resource
Heterogeneity, Resource Immobility, Resource Value, and Dynamic Capabilities.According to the
Resource Based View (RBV) theory:

Diversify Suppliers: Diversifying suppliers will enhance the company's resource base and reduce
dependency on a single ssource, thereby increasing resilience and competitive advantage.

Sustainable Sourcing: Emphasizing sustainable and ethical sourcing can be a unique resource that
sets the company apart from competitors, attracting environmentally conscious consumers.

1.2 Expansion into Retail Segment

While the retail segment trading in socks and tights has been relatively successful, the company has
not explored other potential retail avenues like perfumes and cosmetics. The company is missing out
on potential revenue streams and diversification.



The Ansoff Matrix, also recognized as the Product-Market Expansion Grid, serves as a strategic
instrument employed by businesses to assess and strategize their growth trajectories. Devised by
Igor Ansoff in 1957, it persists as a prevalent framework in strategic management. This matrix aids
companies in exploring diverse avenues for growth by assessing their current and prospective
product offerings alongside target markets. Comprising four growth strategies—market penetration,
market development, product development, and diversification—the Ansoff Matrix provides a
structured approach to growth planning and analysis.

Market Penetration: Defoe Footwear Limited has already penetrated its existing market by launching
a retail segment for socks and tights. This move has been relatively successful, as evidenced by the
segment generating 15% of total sales in 2019 and projected to increase to 20% by 2022. Since the
company's primary customers are based in London and continental Europe, further market
penetration strategies could focus on increasing sales to these existing customer bases through
targeted marketing campaigns, promotions, or enhanced customer experiences in-store and online.

Market Development: Given that Defoe Footwear Limited already serves customers in London and
continental Europe, there is potential for market development by targeting new geographic regions
or customer segments within these markets. For example, the company could explore expanding its
customer base in continental Europe beyond Germany, Netherlands, and France to other countries
in the region. Additionally, the company could consider reaching out to new customer segments
within its existing markets, such as expanding its offerings to appeal to younger demographics or
introducing new product lines to cater to different customer preferences.

Product Development: While Defoe Footwear Limited has diversified its product offerings with the
introduction of socks and tights, there is potential for further product development within the
footwear and fashion industry. The company could explore expanding its product lines to include
complementary items such as perfumes and cosmetics, aligning with the offerings of other operators
in the industry. This would allow the company to leverage its existing customer base and distribution
channels while diversifying its revenue streams and capturing additional market share.

Diversification: Currently, Defoe Footwear Limited's diversification efforts have been limited to
launching a retail segment for socks and tights within its existing industry. However, the company
could consider further diversification by exploring opportunities in unrelated industries or markets.
For example, the company could explore partnerships or acquisitions in adjacent industries such as
accessories or apparel, or it could diversify into entirely new markets outside of fashion and
footwear, such as home goods or technology products.

1.3 Sales and Distribution Challenges

Most of the customers are based in London and continental Europe. The effects of Brexit and the
Covid-19 pandemic have led to a significant decrease. Furthermore, the depreciation of the pound
sterling against the euro has adversely affected the reported annual sales. Reduced sales and
revenue due to external factors affecting demand and currency valuation.

This part can be analysed using PESTLE theory. PESTLE Analysis helps to identify and analyze the
macro-environmental factors that impact an organization.

(1)Political Factors:

Brexit: The decision of the United Kingdom to leave the European Union has political implications
for Defoe Footwear Limited. Changes in trade agreements, tariffs, and regulations could affect the
company's operations, particularly regarding imports and exports to and from EU countries.



(2)Economic Factors:

Currency Fluctuations: The depreciation of the British pound sterling against the euro due to Brexit
has economic implications for Defoe Footwear Limited. This affects the company's financial
performance, as it impacts the reported annual sales when converting euro-denominated revenues
back into pounds.

Covid-19 Pandemic: The ongoing Covid-19 pandemic has had significant economic repercussions,
leading to a decrease in consumer spending and a downturn in orders for the company. This
economic uncertainty may continue to impact sales and profitability in the foreseeable future.

(3)Social Factors:

Consumer Behavior: Shifts in consumer preferences and behaviors, influenced by factors such as
fashion trends, lifestyle choices, and purchasing habits, have the potential to significantly influence
the sales and product demand of Defoe Footwear Limited. The comprehension and adjustment to
these social trends are paramount for sustaining competitiveness in the fashion industry.

2 Quantitative and qualitative performance

The Balanced Scorecard is a strategic planning and management framework aimed at aligning
business activities with the vision and strategy of the organization. Its objectives include enhancing
internal and external communications while monitoring organizational performance against strategic
goals. Typically, it comprises four perspectives: Financial, Customer, Internal Process, and Learning &
Growth. Let's go through each perspective and assess both quantitative and qualitative
performance.

* Revenue ‘ e Customer
= Expenses i satisfaction

«ROI ¢ Customer retention
* Net income

Financial

Balanced -
ision and
Scorecard Strategy

Internal Learning
Processes |l / Growth

* Inventory
* Quality control
* Product lead time

Employee skills
» Employee training
¢ Employee retention
« Satisfaction

2.1 Financial Perspective
Profitability Ratios:



As can be seen from the appendix:Turnover has decreased from £1,750,000 in 2020 to a projected
£600,000 in 2022.Gross profit has decreased from £820,000 in 2020 to a projected £320,000 loss in
2022.Profit before tax has decreased from £372,000 in 2020 to a projected £175,000 loss in 2022.

Gross Profit Margin = (Gross Profit / Turnover) * 100%

2019 2020 2021 2022
Gross Profit 700,000 820,000 600,000 320,000
Turnover 1,400,000 1,750,000 1,455,000 600,000
Gross Profit Margin | 50.00% 46.86% 41.24% 53.33%
Return on Equity (ROE) = (Profit after Tax / Shareholders' Funds) * 100%
2019 2020 2021 2022
Profit after Tax 243 301 86 -160
Turnover 845 975 985 825
Shareholders' 28.76% 30.87% 8.73% -19.39%
Funds
Return on Investment (ROI):
Profit before tax
ROI: = — X 100%
Initial Investment
2019 2020 2021 2022
Profit before tax 300,000 372,000 105,000 -175,000
NET ASSETS 845,000 975,000 985,000 825,000
ROI 35.50% 38.15% 10.66% -21.21%

2.2Customer Perspective

(1)Customer Satisfaction and Loyalty: Customer satisfaction has improved from 69% in 2019 to 82%
in 2021.Ratio of sales to website hits has increased from 10% in 2019 to 18% in 2021. While
customer satisfaction levels have improved over the years, there may still be opportunities to
further enhance the customer experience and address any areas of dissatisfaction.

(2) Sales Performance and Customer Retention: The decrease in turnover from 2021 to the
projected figures for 2022 is alarming and requires analysis to identify the root causes, such as
changes in market demand, competitive pressures, or operational issues.The improvement in the
ratio of sales to website hits suggests enhanced effectiveness in converting website visitors into
customers, which is a positive indicator.Defoe need to improve sales conversion rates and expand
market share in existing and new product categories.

2.3Internal Processes Perspective
(1) Inventory Management: Cost of sales has decreased from £930,000 in 2020 to a projected
£280,000 in 2022, indicating potential improvements in supply chain and inventory management.

(2) Process Efficiency: Average job completion time has decreased from 14 days in 2019 to 7 days
in 2021, indicating improvements in operational efficiency.

(3)Quality Control: Error rate in jobs done has improved significantly from 11% in 2019 to 4% in
2021.



2.4. Learning & Growth Perspective
(1) Employee Training and Skills:

Number of CPDs attended per employee per year has increased from 5in 2019 to 12 in 2021.

The increase in the number of CPD sessions attended per employee per year reflects a positive
commitment to employee development. However, the company should also focus on providing
targeted training and development opportunities to address specific skill gaps and support
organizational objectives.

(2) Employee retention and satisfaction

Fostered a culture of continuous improvement and innovation as evidenced by the improvements in
error rates and job completion times.Number of employees have increased from 14 in 2019 to 16 in
2021. Employee retention rates have increased from 82% in 2019 to 95% in 2021.

2.5 Recommendations Based on Balanced Scorecard Analysis:

By analyzing the quantitative and qualitative performance of Defoe Limited using the Balanced
Scorecard methodology, we can develop a comprehensive growth strategy tailored to address the
key challenges and opportunities facing the organization. By focusing on improving financial
performance, enhancing customer satisfaction, optimizing internal processes, and investing in
employee training and development, the company can overcome its growth crisis and achieve
sustainable growth in the future.

(1)Financial Perspective: Improve Cost Management.Streamline the supply chain and optimize
operational expenses to improve profitability.

(2)Customer Perspective: Enhance Customer Engagement and Market Share.Implement targeted
marketing campaigns to increase brand awareness and attract new customers.Introduce new
product lines to expand market share in existing and new product categories.

(3)Internal Processes Perspective: Optimize Supply Chain and Operational Efficiency.Consolidate
suppliers and optimize inventory management to reduce costs.Implement lean management
principles and continuous improvement initiatives to improve operational efficiency.

(4)Learning & Growth Perspective: Emphasize ongoing investment in employee training and
development initiatives to bolster skills and refine internal processes.Foster a culture of continuous
improvement and innovation to adapt to market changes and drive growth.

3 The need for business process reengineering

Defoe Footwear stands at a critical juncture necessitating strategic deliberations concerning its
future trajectory and expansion initiatives. The following elucidates pivotal considerations pertinent
to the analysis of business process re-engineering.

3.1 Future Expansion Plans

Defoe Footwear confronts a decisive moment in determining its strategic path. Whether to persist
with its current luxury brand strategy or transition to penetration pricing, venture into additional
market segments, or diversify into other industries, each avenue necessitates substantial
modifications to its operational frameworks. Each new endeavor or market sector will entail unique
operational requisites, customer anticipations, and supply chain dynamics.



3.2 Supply Chain Optimization

Presently, the company procures raw materials from Japan, yet an opportunity exists to mitigate
costs through sourcing from alternative suppliers in Brazil, Benin, Thailand, and Vietnam. However,
this endeavor necessitates a reassessment of the supply chain, renegotiation of contracts, and
potential adjustment of inventory management processes to accommodate prolonged lead times
and varied payment terms.

3.3Working Capital Management

The current practice of exclusively cash-based sales may have worked in the past, but it may not be
sustainable or conducive to future growth plans. Exploring credit options for customers, as well as
optimizing inventory management to reduce carrying costs, could improve cash flow and working
capital efficiency.

3.4 Retail Expansion

If the company decides to expand its retail arm to include fashion accessories like handbags, purses
& wallets, and perfume & cosmetics, it will need to re-engineer its sales and distribution processes
to accommodate these new product lines. This may involve setting up new sales channels, training
staff, and integrating new inventory management systems.

3.5 Partnership Opportunities

The potential joint venture with Barnaby Holdings Ltd to produce luxury shoes from exotic sources
presents both opportunities and challenges. Integrating production processes, managing quality
control, and coordinating supply chains will require careful planning and likely adjustments to
existing business processes.

3.6 Competitive Landscape

Analyzing the strategies and operations of competitors in the segments Defoe Footwear is
considering entering can provide valuable insights into best practices and areas for improvement.
This analysis can inform the re-engineering of processes to enhance competitiveness and
differentiation.

4 Conclusion

In conclusion, our analysis of Defoe Footwear Limited's performance using the Balanced Scorecard
methodology has provided valuable insights into the company's current standing and future
prospects. Across the financial, customer, internal processes, and learning & growth perspectives,
we have identified both areas of strength and opportunities for improvement.

Defoe Footwear stands at a critical juncture in its evolution, where strategic decisions regarding
market positioning, expansion plans, and operational efficiency will significantly impact its future
success. The exploration of various expansion avenues, including the continuation of the luxury
brand strategy, adoption of penetration pricing, expansion into new market segments, and potential
diversification into other sectors, underscores the company's ambitious growth aspirations.

As Defoe Footwear Limited moves forward, it is essential for the company to remain agile and
proactive in responding to market changes and customer needs. By embracing a culture of
continuous improvement and innovation, and by implementing the proposed recommendations,
Defoe Footwear Limited can overcome its current challenges and thrive in the ever-evolving
marketplace.



With a clear strategic direction and a commitment to excellence, Defoe Footwear Limited has the
potential to achieve its long-term goals and become a leader in the footwear industry.
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Appendix

1.Equation
Profit before tax
ROI = — X 100%
Initial Investment
RI = OperatingProfit — (CapitalEmployed X CostofCapital)
EVA = NOPAT — (CapitalEmployed X Costof Capital)
Net Operating Profit After Taxes (NOPAT) := OperatingProfit — Tax
. . Gross Profit
Gross Profit Margin = —— X 100%
Turnover
Ret Eaquitv (ROE Profit after Tax
eturn on Equi 1=
quity ( ) Shareholders’ Funds
2.Ratios
Defoe Footwear:
2019 2020 2021 2022
Gross Profit 700,000 820,000 600,000 320,000
Turnover 1,400,000 1,750,000 1,455,000 600,000
Gross Profit Margin | 50.00% 46.86% 41.24% 53.33%
2019 2020 2021 2022
Profit after Tax 243 301 86 -160
Turnover 845 975 985 825
Shareholders' Funds | 28.76% 30.87% 8.73% -19.39%
2019 2020 2021 2022
Profit before tax 300,000 372,000 105,000 -175,000
NET ASSETS 845,000 975,000 985,000 825,000
ROI 35.50% 38.15% 10.66% -21.21%




