Memo
	a)
	
	
	
	
	

	Particulars
	Soft drink
	Cider Drink
	Coffee
	Will brook overall
	

	Sales
	500,000
	1,300,000
	800,000
	2,600,000
	

	Cost of goods sold
	240,000
	875,000
	340,000
	1,455,000
	

	 Gross Margin
	260,000
	425,000
	460,000
	1,145,000
	

	Selling and admin  cost
	59,520
	377,620
	231,900
	669,040
	

	Allocated corporate cost
	21,840
	81,900
	78,260
	182,000
	

	Earnings before tax
	178,640
	(34,520)
	149,840
	293,960
	

	Income tax expense
	53,592
	(10,356)
	44,952
	88,188
	

	Net income
	125,048
	(24,164)
	104,888
	88,188
	

	
	
	
	
	
	



	b)
	
	
	
	

	Return on Investment

Operating income/ average net operating assets
	125048/320,000

	0.390775= 
39%
	
	

	Residual income

Operating income- (Cost of capital*average net operating assets)
	125,048- (0.16*320,000)
	73,848
	
	

	
	
	
	
	

	Economic Value Added


	 (125048+21840)-51200
	95,688
	
	



	c)
	Present value of cash flow= (Cash flow)/ (1+i)ˆN
	N= year of cash flow
1= discounting rate= cost of capital= 16%
	
	

	
	
	
	
	

	Year
	Cash flow
	 Present Value
	
	

	0
	(125,000)
	(125,000)
	
	

	1
	29,000
	25,000
	
	

	2
	29,000
	21,552
	
	

	3
	29,000
	18,579
	
	

	4
	29,000
	16,016
	
	

	5
	29,000
	13,807
	
	

	6
	29,000
	11,903
	
	

	7
	29,000
	10,261
	
	

	8
	29,000
	8,846
	
	

	9
	29,000
	7,626
	
	

	10
	29,000
	6,574
	
	

	11
	29,000
	5,667
	
	

	12
	29,000
	4,885
	
	

	13
	29,000
	4,212
	
	

	14
	29,000
	3,631
	
	

	15
	29,000
	3,130
	
	

	
	
	
	
	

	
	Net Present Value
	36,688
	
	

	
	Internal Rate of Return
	22.03%
	
	


d) From the Soft drinks division, it was the right decision, this is because the rate of return is lower than the Return on investment (ROI) of the soft drink and would have thus reduced the ROI. In the interest of Willow Brook organization as a whole, the decision was not right because the investment meets the targeted rate of return which is 22%. 
e) INCOME STATEMENT AFTER DISCONTINUING CIDER PRODUCT LINE
	Units sold=100800+361,200= 462,000
	
	
	

	
	
	
	

	Particulars
	Soft drinks
	Coffee Division
	Willow Brook overall

	Sales
	500,000
	800,000
	1,300,000

	Cost of goods sold
	240,000
	340,000
	580,000

	Gross margin
	260,000
	460,000
	720,000

	Selling and admin costs
	59,520
	231,900
	291,420

	Allocated corporate cost
	39,709
	142,291
	182,000

	Earning before tax
	178,640
	148,840
	328,480

	Income tax expense
	53,592
	44,952
	98,544

	Net income
	125,048
	104,888
	229,936



[bookmark: _GoBack]f) Recommendation for allocation: The allocation could be changed to be based on the sales dollar amount.
	
	
	
	

	Particulars 
	Soft drink division
	Cider division
	Coffee division

	Sales
	500,000
	1,300,000
	800,000

	Allocation
	0.19
	0.50
	0.31

	Allocated corporate costs
	35,000
	91,000
	56,000









