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SECTION 1 

From: Finance Assistant 
To: David Stone 
Subject: Production Issues 
 
Tom’s Report – its conclusion, further information and factors to consider 

Tom’s approach is flawed principally because he is ignoring the fact that by producing for 
inventory, once the tyres are available, we will quickly be able to convert each part built 
bicycle into a finished good for resale with very little effort and time. This means that we will 
be able to despatch and invoice our customers for these bicycles very quickly once the tyres 
arrive. 

If we stopped production until the tyres were available then in order to despatch and invoice 
our customers we would need to wait for production to catch up, which could take significant 
time. This actually could be detrimental to business because customers might accept a wait 
of a few weeks but are unlikely to want to wait much beyond that. In the current competitive 
environment this could cause difficulties. 

Tom is comparing the ‘costs saved’ of stopping production against the costs that will be 
incurred by continuing production. In essence, therefore he is taking a very narrowly focused 
monthly cash flow approach to the problem rather than looking at the situation as a whole 
over a few months. By keeping production going we will be in effect creating an asset (the 
work-in-progress inventory balance) which is valuable to the business because we can with 
very little additional cost sell those bicycles as soon as the tyres arrive.  

Tom has ignored the fact that if we close down and do not produce during the period we 
have no tyres it may be impossible to meet our production targets after that date. We are 
currently working close to capacity. To catch up the missed months’ production would mean 
that we would have to do it in the following months. Is that possible? We would almost 
certainly have to schedule extra shifts and these may attract overtime premiums. These 
extra costs would erode our profit margins 

These answers have been provided by CIMA for information purposes only. The answers 

created are indicative of a response that could be given by a good candidate. They are not to 

be considered exhaustive, and other appropriate relevant responses would receive credit. 

CIMA will not accept challenges to these answers on the basis of academic judgement. 

 

https://connect.cimaglobal.com/resources/operational-case-study-exam/may-2015-operational--level-case-study-exam---batton-bicycles-variant-number-3
https://connect.cimaglobal.com/resources/operational-case-study-exam/may-2015-operational--level-case-study-exam---batton-bicycles-variant-number-3


Operational Case Study Exam 2 May 2015 

In any event there are some issues with the numbers that Tom has compared as well.  

Firstly, he has assumed that if the factory is shut down that all production costs will be 
saved. In actual fact, the majority of cost will still be incurred, specifically those costs which 
are fixed in nature.  

If we look at production overhead, our costing approach assumes that these costs are fixed, 
in which case we would expect them to still to be incurred irrespective of whether production 
happens or not. However, the reality is that there might well be some cost savings, 
specifically energy costs and packaging materials as a result of no production. 

Within this context we also need to consider production labour costs. We know that there is 
a potential threat of our staff being poached by a rival manufacturer and hence it is likely that 
we would need to continue to pay them their normal wages irrespective of whether there is 
any production. Therefore labour costs would not be saved either. 

Secondly, when looking at the keep production going numbers there are also some issues. 
Tom has adjusted for the fact that each bicycle will take 20 minutes less to produce by 
reducing the production labour cost. However the reality is that overall the labour cost will be 
fixed (for the same reason as the previous paragraph), however what is likely to change is 
the number of units produced. 

Working capital and cash implications if we continue to manufacture 

If we continue to manufacture then we will in essence have a build-up of work in progress 
inventory, which cannot be completed and therefore cannot be sold. 

The immediate concern with a build-up of inventory is where we might store it. It is likely that 
we will need to hire additional space somewhere which will obviously reduce both cash and 
profit.  

It is not just the costs of hiring the space either – we will also need to fund the costs of 
heating and lighting and also any additional security and insurance expenses. These costs 
will obviously need to be paid for now and will have a permanent impact on cash. 

As well as additional costs which will be a drain on cash, the fact that we cannot sell the 
inventory will also impact on our receipts from customers. Having said that over the next 
month we should still see good cash inflow as our customers should still pay on time for 
goods that have recently been despatched (albeit we night have a few customers who 
decide to withhold payment because of not being able to supply them with new goods).  

The issue will come a month of two down the line when we would normally have been 
expecting cash receipts from the June sales invoices. In the long term though, as long as we 
sell what we would normally sell, there should not be any detrimental impact on our cash 
flow from this. However, there will be a change in the pattern of the cash receipts which 
might potentially mean that we have to secure an overdraft facility in the short term to tide us 
over. 
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SECTION 2 – TASK 1 

BRIEFING PAPER FOR THE BOARD 

STRATEGIC SUPPLY WHEEL 

Introduction 

The concept of the supply wheel involves the idea that our supply chain should involve a 
number of key areas described as the spokes of a wheel. Key to the concept is that it views 
supply as central to the organisation and its effectiveness. Supply strategy depicts the 
corporate supply strategy at the hub of the wheel and underlines the need for an integrated 
approach involving balancing five spokes of the wheel. 

The Supply Wheel Explained 

The five spokes of the supply wheel are: 

Organisation structure: 
The choice of structure, for example centralised, decentralised, should enhance rather 
than hinder. 
 
In our company our functional structure enables us to effectively co-ordinate production 
with a clear work flow through the production process, but we have little emphasis on 
purchasing. This requires addressing.  

 
Relationships with suppliers: 

These can be opportunistic or competitive based on price. Historically these have been 
based on the price that is the lowest possible price for our acceptable quality. A more 
collaborative based approach based on a joint quest to reduce cost and increase quality 
may be more appropriate. 

 
Cost / benefit: 

Supply decisions should be based on benefits as well as costs. Cost benefit analysis 
should be at the heart of any purchasing decision. In this instance our reliance on just 
one established supplier has had detrimental consequences. A review is required.  

 
Competencies: 

Do the skills exist to achieve changes in our purchasing? Long term supplier 
relationships may require retraining and in our case recruitment of key personnel. We 
have relied on long standing relationships for too long.  

   
 Performance measures: 

Necessary for monitoring and controlling our purchasing policy. Measures should extend 
beyond price and should be aligned with our business needs. Delivery to schedule, just 
in time terms and conditions need agreeing on a supplier by supplier basis, and regular 
comparisons made across our new supply base. 

 

Overall view 

Given that we have a differentiation focus, that is we differentiate ourselves on quality and 
design, we need to form close collaborative ties with our suppliers, and spread our supply 
base to reduce the risk of stock outs, has happened such as our tyre, supplies occurring. 
This will require staff with the necessary purchasing and negotiating skills to draw up and 
implement an effective purchasing policy. 
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SECTION 2 – TASK 2 

REPORT ON STAFF ISSUES TO ASSIST RETENTION 

The staff issues to be considered are: 

Repetitive nature of work motivational factors 

The key to effective motivation and retention is an effective financial reward system 
combined with non-financial rewards which enable other motivational factors to provide an 
effective total rewards package. 

In this respect we need to ensure a remuneration structure which pays fair rates for the job. 
In our case we need to ensure that our remuneration package includes graded pay and 
individual job ranges and also consider incentive schemes linking pay to performance. 

The aims of an effective reward system: 

Motivation 

This requires reward schemes that encourage desirable behaviour. In our case quality 
awards, low reject rates, a bespoke approach to tasks. There should be motivation to ‘do a 
good job.’ 

Quality of staff 

Consistency and fairness is essential to attract and retain the best staff. There must be 
transparency in the scheme. 

Reward performance 

Encourage staff to become involved in other production areas encourage flexible working to 
lighten routines and reward good productivity. 

Recognise factors other than job performance 

Suggestions and actions that help to control costs, achieve organisational goals and comply 
with legislation should be encouraged and rewarded.  A company suggestion scheme should 
be organised and promoted and open discussion of new ideas encouraged.  
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SECTION 3 

TASK 1 – BRIEFING PAPER ON BRAND IMPORTANCE 

Importance of our brand 

Basic marketing requires that products meet customers’ needs, both practical and emotional. 
In the case of a product such as ours, the practical and emotional factors are very closely 
linked. A bicycle can be a basic means of transport, a piece of exercise equipment, a means 
of having fun or even part of a lifestyle statement.  

Our brand stands for a very specific proposition in the minds of potential customers. We sell 
bicycles that are traditionally made by craftsmen. We do not aim to follow fashions or trends. 
We do not manufacture bicycles for the cheap end of the market. A Batton bike is a solid 
piece of engineering for a customer who is prepared to pay a little more for quality and who 
wishes to be associated with a traditional product. 

Customers buy our products in the belief that they are buying a high quality and reliable 
bicycle that will give many years of trouble free service. Our brand image confirms that 
buying a Batton is a sensible and responsible choice. 

Our brand image makes it possible to charge a premium price for our product. Consumers 
will choose us over other makes because of what we stand for. Our brand image leaves 
them safe in the confidence of their choice. There are cheaper brands in the market, but our 
customers are happy to pay more. 

Our brand has the further advantage that we do not have to keep introducing new models on 
a regular basis in order to keep pace with the competition. Customers do not wish to see 
Batton bicycles change their designs because they wish to buy a traditional product. That 
saves us the cost of developing new models, testing them, building jigs and so on.  

We enjoy a high degree of customer loyalty and name awareness combined with strong 
personal association. That explains why the present issue with the tyres is such a serious 
setback. Product recalls and buckled frames are not consistent with the claim that we make 
a high quality product. Shredding tyres can also make for safety concerns, which is wholly 
incompatible with our reputation as manufacturers of safe and sensible bicycles.  

Brand as an asset in the financial statements 

Your presumption 

In the international financial reporting standard which deals with intangible assets (IAS 38) it 
specifically states that internally generated brand value cannot be recognised as an asset in 
the statement of financial position.  

It could be argued that the fact that recognition is prohibited by an accounting standard 
means that there is no further need for discussion, but the shareholders might require further 
explanation if they ever pose the same question. 

Generally, non-current assets can be recognised if they meet two criteria: their cost must be 
measurable reliably and they must be expected to yield future benefits. Batton’s brand will 
clearly yield future benefits, but we cannot measure the cost with any certainty. We work 
towards making and selling a good product. There are costs implicit in that because our 
expenditure on quality control and marketing has the effect of enhancing our brand value, 
but not all of the costs go towards the brand and so we cannot distinguish the cost of the 
brand from, say, the cost of making sales on a day to day basis. 
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It might be possible to recognise the brand through a valuation, but there is no realistic way 
in which we could determine what the brand is worth. Brands rarely sell on the open market 
and so there would be no transactions against which to check our valuation. Also, even if 
brands did trade freely on the open market they would all be so different that they would say 
very little about the value of the Batton brand.  

We would be able to capitalise the cost of any brand name that we purchased because the 
cost figure could be determined objectively.  
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SECTION 4 

BRIEFING PAPER FOR THE BOARD 

BOB STYLES PAY-OFF TABLE  

In his schedule Bob is seeking to answer the question of which of the marketing campaigns 
would be the most financially beneficial to the business given the uncertainty we face about 
market conditions over the next year. The three rules that he is using are simply different 
ways to address this question  

Maximax rule: 

If we apply the maximax rule then we would want to select the campaign which would 
maximise the maximum pay-off achievable. In essence this is the most optimistic position to 
take as it means choosing the campaign which has the best possible outcome assuming that 
the market conditions are as good as they can be. 

In respect of Bob’s numbers the maximax decision would be to undertake campaign C. This 
campaign is expected to generate the highest level of profit under any of the market 
condition scenarios. 

Maximin rule: 

If we apply the maximin rule then we could want to select the campaign which would 
maximise the minimum pay-off achievable. This is essentially a pessimistic view of the 
position in that it is about selecting the best results if the worst were to happen. 

In respect of Bob’s numbers the maximin decision would be to undertake campaign A. This 
is because if the worst were to happen (the poor market conditions), then the best result 
would have been obtained from campaign A. This is because if the market is poor (and 
hence maybe any campaign will have a limited impact) then the cheaper campaign A will 
have less effect on profit. 

Minimax regret rule: 

The minimax regret rule is where we seek to minimise the maximum regret, which is why 
Bob has calculated a second table of regrets. The idea here is that we would use this if we 
were worried about making an incorrect decision as it gives us an indication of how much 
our profit will be affected by making the wrong decision. 

In respect of Bob’s schedule the minimax regret decision would be campaign B, as this 
contains the smallest level of regret at Y$200,000.   

Which rule to use? 

Clearly Bob’s schedule gives three different decisions to the same problem. The question of 
which is the most appropriate decision really depends on how optimistic you as directors feel 
about what the state of the market is going to be. If you’re optimistic that it will be good then 
campaign C under the maximax rule would be the best option. If however you thought it 
more likely that the market conditions were going to be poor than campaign A under the 
maximin rule would be best. If, however, the view is that you just don’t know then campaign 
B is the best option as here we would limit any lost profit by making the wrong decision.  

The schedule as it stands ignores the probabilities of each of the outcomes happening. IF 
such information were available, then it would be useful to also take this into consideration. 

 


