Professor W. F. Bentz 
Floormat Co.


Comparative Analysis of Division Management Performance

Two division managers are being considered for the position of Vice President of Operations of Floormat Co.  Both candidates have at least four years of experience as division managers, as well as similar backgrounds and experience.

Floormat's formal strategy is that of profitable growth.  This strategy has been implemented as growth while strictly maintaining the minimum desired rate of return of 18%.  The company is organized into reasonably autonomous divisions along regional market lines.  Each division manager is responsible for sales volume, prices and mix; marketing and distribution costs; the acquisition and maintenance of divisional plant and equipment; and working capital management.  Division managers have substantial influence over purchase volumes and prices although some products are purchased from other divisions of Floormat.  

Selected financial operating performance measures for the past three years are reported as follows:


                                  000’s of $
                                                       


          Division A        
 

  Division B
   


 2001  
 2002  
 2003

 2001 
 2002 
 2003

Sales
$1,250
$1,375
$1,513
$  563
$  750
$  938
Less expenses:

   Variable
$   375
$   400
$   431
$  169
$  219
$  262

   Managed
     500
     506
     525
    213
    250
    289

   Committed
     345
     406
     438
    175
    250
    312

      Total
$1,220
$1,312
$1,394
$  557
$  719
$  863

Net Income
$     30
$     63
$   119
$      6
$    31
$    75

Assets employed (gross)
$   530
$   550
$   570
$  280
$  308
$  374

Accumulated depreciation
$   170
$   162
$   140
$    70
$    80
$    90

Assets employed (net)
$   360
$   388
$   430
$  210
$  228
$  284

Current liabilities
$   110
$   112
$   125
$    60
$    65
$    70

Industry sales in 000's of $
12,500
15,000
16,250
 6,250
 7,500
 8,125

Other information: The desired minimum rate of return is 18% of the net amount invested in each division (net of current liabilities).

Required

1. Compute several measures of divisional performance in a well-organized fashion.

2.
On the basis of the information provided and the performance measures that you computed, evaluate the performance of the two division managers over the past three years.

3.
What additional information would you need to determine which manager performed better?

4.
Which divisional manager performed better in your opinion?  What are the three most important factors that support your choice?

Professor Bentz 
Analysis of Floormat Co. Division Managers


1.
Segment Performance Report

                                  000’s of $
                                                       


             Division A        
             Division B
                      


  2001  
  2002   
  2003   
  2001  
 2002  
 2003
 
Sales
$ 1,250
$ 1,375
$ 1,513
$  563
$  750
$  938

Less variable expenses
     375
      400
      431
    169
    219
    262

Contribution margin
$   875
$    975
$ 1,082
  $  394
 $  531
$  676

Less managed expenses
     500
      506
      525
    213
    250
    289

Performance margin
$   375
$    469
$    557
  $  181
 $  281
$  387

Less committed expenses
     345
       406
      438
    175
    250
    312
Segment margin
$     30
$      63  
$    119
$     6
$    31
$    75
2.
Segment  Performance Report in Percentages

                              % of Sales  $
                                                       


               Division A        
              Division B
                      


  2001 
    2002 
    2003 
   2001 
  2002 
  2003
 
Sales
100.0
100.0
100.0
100.0
100.0
100.0
 

Less variable expenses
  30.0
  29.1
  28.5
  30.0
  29.2
  27.9

Contribution margin
  70.0  
  70.9
  71.5
  70.0
  70.8
  72.1

Less managed expenses
  40.0
  36.8
  34.7
  37.8
  33.3
  30.8

Performance margin
  30.0 
  34.1
  36.8
  32.2
  37.5
  41.3

Less committed expenses
  27.6
  29.5
  28.9
  31.1
  33.3
  33.3
Segment margin
    2.4
    4.6  
    7.9
    1.1
    4.2
    8.0
3.
Return on Investment and Other Statistics

             Division A        
              Division B
                      


 2001 
 2002 
 2003 
 2001 
 2002 
 2003
  
Profit margin
0.024
0.046
0.079
0.011
0.041
0.080

Net asset turnover
3.47
3.54
3.52
2.68
3.29
3.30

Return on net assets
0.083
0.162
0.277
0.029
0.136
0.264

Gross asset turnover
2.36
2.5
2.65
2.01
2.44
2.51

Return on gross assets
0.057
0.115
0.209
0.021
0.101
0.201

Net investment turnover
5.000
4.981
4.961
3.750
4.601
4.383

Return on net investment
0.120
0.228
0.390
0.040
0.190
0.350

Residual income
-15T
13.3T
64.1T
-21T
1.66T
36.5T

Market share
0.100
0.092
0.093
0.090
0.100
0.115

4.
Analysis of Performance

Both divisions have performed very well in terms of improvement over the 2001 through 2003 period.  Division B has grown more rapidly in terms of contribution margin, performance margin and segment margin, but started from a smaller base.  Part of Division B’s growth has been due to a steadily increasing market share, while A’s share has declined slightly.

In terms of ROI, Division B has closed the gap, but Division A continues to earn both a higher return on net investment and a higher residual income.  An open question is whether B’s increase in market share is “worth it.”

