CASE STUDY FOCUS: STRATEGIC FINANCIAL MANAGEMENT AND DECISION-
MAKING

Objective:

This case study focuses on equipping you with the analytical tools and strategic insights
required to navigate the complex financial and operational decisions faced by
GreenSphere Solutions. As emerging leaders, you will evaluate and recommend critical
strategies that influence the company’s sustainability and profitability.

Preparatory Guidance:

This case study will be released one week before your final examination, providing you
the opportunity to immerse yourself in GreenSphere’s financial challenges and strategic
opportunities. Specific requirements will only be disclosed during the exam to test your
ability to apply learned concepts under timed conditions.

— Study Focus: Develop a comprehensive understanding of key financial tools such
as CVP analysis, variance analysis, and capital investment appraisal. Be
prepared to apply these tools to assess GreenSphere’s performance and
strategic decisions.

— Strategic Reflection: Think beyond numbers. Consider how financial metrics
influence GreenSphere’s broader sustainability goals, operational efficiencies,
and competitive positioning.

- Detail and Strategy: Pay attention to both quantitative details and their qualitative
implications, linking financial performance with GreenSphere’s mission of
innovation and sustainability.

Sections Overview:
SECTION A: Decision-Making Amidst Uncertainty

— Cost-Volume-Profit Analysis (CVP): Explore the profitability metrics for
GreenSphere’s product lines, understand break-even points, and perform
sensitivity analysis to identify financial risks. Develop actionable
recommendations for profitability improvements.

- Short-Term Decision Making: Evaluate the strategic implications of a bulk order
proposal using variable costing principles. Assess how such decisions align with
GreenSphere’s operational balance, sustainability practices, and market
positioning.

SECTION B: Performance and Cost Analysis

— Variance Analysis: Uncover underlying trends in GreenSphere’s financial
performance by calculating and interpreting key variances. Propose strategies to
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address discrepancies while maintaining the company’s commitment to
sustainability.

— Activity-Based Costing (ABC): Use ABC to analyze product-specific profitability,
focusing on identifying and managing cost drivers. Discuss how ABC supports
strategic pricing and profitability in a sustainability-driven business.

SECTION C: Strategic Analysis

- Capital Investment Appraisal: Evaluate the EcoFlo project’s financial viability
using metrics such as ARR, Payback Period, NPV, and IRR. Reflect on how
these metrics align with GreenSphere’s long-term goals and market vision.

- Transfer Pricing Policy: Examine how strategic transfer pricing fosters
collaboration between divisions, supports sustainability-focused innovation, and
enhances overall operational efficiency and market competitiveness.

This case study challenges you to act as a strategic advisor, connecting financial
analysis with operational and strategic objectives. By integrating sustainability with
financial decision-making, you will refine your ability to make informed, impactful
recommendations that extend beyond academic assessments to real-world
applications.

Good luck!
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Introduction to the Case Study Structure

This case study is divided into clear sections to help you analyze GreenSphere's
strategic and financial decisions effectively:

1.

Business Context and Background:
Provides insights into market trends, GreenSphere's strategic vision, competitive
positioning, and growth opportunities.

. Market and Financial Projections:

Includes key financial data such as investment details, sales projections, and the
pricing structure for the EcoFlo Smart Water Purifier models, along with material
and labour cost breakdowns.

Strategic Decisions:
Focuses on fixed operating costs, cost of capital, and bulk order decisions that
impact GreenSphere's operations.

Year 1 Financial Performance:
Analyzes the company’s financial outcomes for its first year of operations.

Strategic Transfer Pricing:
Discusses mechanisms to enhance profitability and financial efficiency.

This structure will guide you in identifying key information, performing financial analysis,
and addressing GreenSphere's strategic challenges effectively.
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Business Context and Background:

GreenSphere Solutions, an innovative sustainability-focused company based in UK, is
revolutionizing the home utilities sector with its flagship product, the EcoFlo Smart
Water Purifier. Known for delivering eco-friendly solutions that seamlessly integrate with
modern lifestyles, GreenSphere’s entry into the water purification market addresses
growing global concerns about water quality and resource sustainability.

Recent Market Trends:

The home water purification market has seen a notable surge in consumer interest,
driven by heightened awareness of waterborne diseases, environmental pollution, and
the need for sustainable resource management. Consumers increasingly seek products
that provide clean, safe drinking water while minimizing environmental impact.
Additionally, there is a growing demand for smart, connected devices offering
convenience, real-time monitoring, and sustainability tracking.

GreenSphere’s Strategic Vision:

GreenSphere envisions the EcoFlo Smart Water Purifier as a transformative product in
the sustainable living space. The EcoFlo Standard model is designed for budget-
conscious households, offering reliable, advanced filtration technology at an affordable
price point. In contrast, the EcoFlo Pro targets high-income, eco-conscious consumers,
combining premium filtration with smart connectivity and luxury features. Both models
reflect GreenSphere's mission to promote sustainability without compromising
functionality or aesthetics.

Key features of the EcoFlo line include real-time monitoring of water quality, filter health,
and consumption patterns through an intuitive app. The sleek, compact design and eco-
friendly components align with GreenSphere’s overarching vision of integrating
sustainability into everyday living.

Competition and Differentiation:

The home utilities market is highly competitive, with established brands dominating the
water purification segment. GreenSphere differentiates itself by focusing on
sustainability and technology:

- EcoFlo Standard offers affordability and high-quality water purification for
households seeking dependable, eco-friendly solutions.

— EcoFlo Pro provides a premium experience with reusable filters, seamless smart
home integration, and advanced monitoring capabilities.

Unlike traditional purifiers, both EcoFlo models feature reusable filters, a smaller carbon
footprint, and integration into GreenSphere’s broader ecosystem of eco-friendly home
solutions. This includes:
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- Smart Home Connectivity: EcoFlo connects to GreenSphere’s Smart Home Hub,
enabling centralized monitoring of water quality, consumption, and filter lifespan.

- Sustainability Metrics Dashboard: Users track their household’s water
conservation progress and carbon footprint through GreenSphere’s proprietary
dashboard.

— Subscription Services for Reusable Filters: An automated filter replacement
service, integrated with the app, enhances convenience and reinforces
sustainability.

- Renewable Energy Compatibility: EcoFlo is optimized to work with
GreenSphere’s solar-powered systems, further minimizing its environmental
impact.

- Circular Economy Initiative: Both models are designed for GreenSphere’s
recycling program, promoting responsible disposal and refurbishment.

By aligning EcoFlo with its broader solutions, GreenSphere offers a cohesive,
sustainable living experience that appeals to environmentally conscious consumers.

Challenges and Opportunities:

Breaking into the water purification market presents challenges such as regulatory
compliance, managing production costs, and competing with established players.
However, GreenSphere’s commitment to innovation, quality, and sustainability positions
it to capitalize on growing demand for eco-friendly, smart home solutions. By
strategically marketing the EcoFlo Standard and EcoFlo Pro, GreenSphere can carve a
unique niche in the market and further its mission to make sustainable living accessible
to all.

Market and Financial Projections with Strategic Insights:

GreenSphere Solutions is poised to redefine the home utilities market with the launch of
its EcoFlo Smart Water Purifier, addressing the growing demand for sustainable, health-
focused products. Backed by a £80 million investment, this flagship product combines
advanced water filtration with environmental responsibility, catering to the evolving
needs of modern households.

Strategic Insights:
- Sustainability-Driven Innovation:

+ EcoFlo leverages reusable filters and energy-efficient designs, reducing
environmental impact while lowering long-term consumer costs.
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+ The product integrates seamlessly with GreenSphere’s smart home
ecosystem, allowing users to monitor water quality, track usage, and
reduce waste via the GreenSphere app.

- Tailored Market Positioning:

+ With the Standard Model priced at £300, GreenSphere targets budget-
conscious consumers seeking accessible, eco-friendly solutions.

+ The Pro Model, priced at £550, offers advanced features like smart
connectivity and premium filtration, appealing to high-income, eco-
conscious buyers.

- Industry-Specific Alignment:

+ By focusing on sustainability and smart home integration, EcoFlo
addresses trends in the home ultilities sector, where consumers
increasingly value products that enhance health and sustainability.

+ GreenSphere’s subscription model for reusable filters and maintenance
further aligns with the industry's shift toward service-based solutions,
increasing long-term customer loyalty.

- Scalable Financial Plan:

+ 4 - year product lifecycle allows GreenSphere to expand market reach and
recoup investments while responding to technological advancements.

+ The EcoFlo Smart Water Purifier's revenues over its 4-year product
lifecycle are critical for GreenSphere to establish a strong market
presence, enhance brand recognition, and build customer trust, especially
as the company ventures into new markets, such as the United States.

Initial Investment of £80 Million:

This substantial investment underscores GreenSphere's commitment to innovation and
environmental responsibility. It includes extensive research and development to create
cutting-edge filtration technology, reusable components, and a smart, compact design. A
comprehensive marketing campaign is designed to generate significant market buzz,
while investment in scalable production facilities ensures responsiveness to growing
consumer demand.

Project Lifespan:

The EcoFlo Smart Water Purifier is projected to have a 4-year lifespan, aligning with
industry norms and the pace of advancements in home utilities technology. This timeline
allows GreenSphere to achieve strategic goals such as market penetration, customer
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loyalty, and innovation leadership while maintaining competitiveness in a rapidly
evolving market.

The 4-year duration reflects the typical product lifecycle in the water purification industry,
where advancements in filtration technology, energy efficiency, and smart connectivity
often necessitate upgrades within this period. This ensures EcoFlo remains relevant
and competitive, especially as consumers expect eco-friendly and technologically
advanced products to evolve over time.

Additionally, the durability of EcoFlo’s reusable filters and components supports a 4-year
operational lifespan, balancing environmental sustainability with economic viability. The
timeline also provides GreenSphere sufficient time to recoup its investment, generate
steady revenue from product sales and filter subscriptions, and plan for the next
generation of products based on market feedback and emerging trends.

By adopting a 4-year lifecycle, GreenSphere ensures EcoFlo remains a flagship product
that delivers long-term value to consumers while positioning itself to introduce upgraded
models to sustain market leadership.

Year 1 Sales Volume Projections:

- EcoFlo Standard (200,000 units): Designed for the average household, the Standard
model balances affordability and advanced filtration technology. Sales projections
are based on rising consumer demand for dependable, eco-friendly water solutions.

- EcoFlo Pro (45,000 units): Targeted at premium consumers, the EcoFlo Pro
combines smart connectivity with luxury design, featuring real-time monitoring, voice
assistant compatibility, and premium materials. It appeals to eco-conscious users
with reusable filters and energy efficiency, while tech-savvy homeowners value its
smart home integration and innovative features, making it a top choice for
sustainable, high-end living.

Annual Sales Volume Growth:

A 10% annual growth rate in sales volume is forecasted for both the EcoFlo Standard
and Pro models. This growth is driven by GreenSphere's innovative product design,
targeted marketing, and expansion into emerging markets, capitalizing on increasing
global demand for sustainable living solutions.

Pricing Structure for EcoFlo Smart Water Purifier Models:

a) Pricing Structure
— EcoFlo Standard

+ Price: £300 per unit

+ Description: Designed for a broad consumer base, this model offers
essential smart filtration features at an affordable price. It is ideal for

7/16



families and individuals seeking a cost-effective and eco-friendly water
purification solution.

— EcoFlo Pro
+ Price: £550 per unit

+ Description: Positioned as a premium offering, the Pro model includes
advanced features such as enhanced filtration, reusable components, and
smart connectivity. It appeals to eco-conscious consumers who value top-
tier home utility technology.

b) Direct Material Costs
— EcoFlo Standard

+ Cost: £80 per unit

+ Details: Made with sustainable and durable materials to maintain
affordability while ensuring quality.

— EcoFlo Pro
+ Cost: £130 per unit

+ Details: Incorporates premium-grade materials to enhance performance
and aesthetics, emphasizing its high-end positioning.

c) Direct Labour Costs

— EcoFlo Standard: With an engineering labor rate of £30 per hour and a
production time of 1.5 hours per unit, this model benefits from optimized
production techniques and targeted training programs. These efficiencies ensure
consistent high quality while maintaining affordability for customers.

— EcoFlo Pro: Designed with precision and sophistication, the Pro model requires
specialized expertise to assemble its intricate design and advanced features. The
engineering labor rate is £35 per hour, with 2 hours per unit, reflecting the
superior craftsmanship and attention to detail that distinguish this premium
offering.

Annual Fixed Operating Costs of £35 Million:

GreenSphere Solutions has strategically allocated £35 million in annual fixed operating
costs for the EcoFlo Smart Water Purifier, comprising an annual cash outflow of £15
million and a depreciation expense of £20 million.

a) Depreciation expense (£20 million)

GreenSphere Solutions allocates £20 million annually to depreciation costs, derived
from an initial investment of £80 million using straight-line depreciation over the 4-year
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lifespan of the EcoFlo Smart Water Purifier project. This allocation reflects the
company’s significant investment in advanced manufacturing assets to support the
production of both the EcoFlo Standard and EcoFlo Pro models.

To ensure fair allocation of these fixed costs, Machine Hours is selected as the cost
driver. This metric directly measures the time manufacturing assets are utilized for each
product, ensuring costs are distributed proportionally. Due to the complexity and
precision required, the EcoFlo Pro model demands more machine hours per unit than
the simpler EcoFlo Standard model, with the details outlined in Figure 1.

Figure 1 - Strategic Allocation of Depreciation expense Based on Machine Hours

EcoFlo Standard Model Machining Strategy:

Standard Model requires 1.5 hours per unit, reflecting streamlined production
processes focused on affordability and mass-market scalability.
Key characteristics include:

1. Efficient use of manufacturing lines to meet high production volumes.
2. Streamlined processes that reduce complexity and optimize cost efficiency.

3. Integration of eco-friendly techniques to align with sustainability goals.

EcoFlo Pro Model Machining Strategy:

Pro Model requires 3.0 hours per unit, reflecting the additional resources and
precision needed for advanced features.
Key characteristics include:

1. Advanced quality control systems for smart connectivity and reusable filters.
2. Custom assembly processes tailored for luxury design elements.

3. Intensive testing to ensure compatibility with GreenSphere’s broader
ecosystem of sustainable solutions.

b) Breakdown of Annual Cash Outflow (£15 Million)

This cash outflow is distributed strategically across R&D (60%), Marketing (25%), and
Distribution (15%). This balanced distribution ensures GreenSphere maintains its
competitive edge in the sustainable home utilities market.

b1. Research and Development (R&D) — 60% Allocation:

GreenSphere dedicates 60% of its annual fixed operating costs to Research and
Development (R&D). This significant investment highlights the company’s commitment
to creating innovative, eco-friendly products like the EcoFlo Smart Water Purifier.
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Core Strategy:

— RA&D is at the heart of GreenSphere’s success, driving innovation to ensure the
EcoFlo Smart Water Purifier meets high standards of sustainability, efficiency,
and smart functionality.

— The EcoFlo Standard and EcoFlo Pro models are designed with unique features
tailored to different customer needs:

+ Standard Model: Focuses on affordability and essential water purification.

+ Pro Model: Offers advanced smart features and premium filtration for tech-
savvy, eco-CONsCious consumers.

To ensure R&D resources align with the actual effort and complexity of each product,
development hours are used as the cost driver for allocating R&D costs. The detailed
focus areas and associated development hours for each product are summarized in
Figure 2.

Figure 2: Model-Specific R&D Focus

EcoFlo Standard Model (12,000 |EcoFlo Pro Model (20,000
Focus Area
Hours) Hours)
. Cost efficiency and broad Innovation and premium
Strategic Focus e
accessibility. features.
- Simplified, robust filtration - Advanced filtration systems
technology. with loT.
R&D Investment |- Optimization of production - Al-driven performance and
Areas processes. smart monitoring.
- Research into affordable, eco- |- Sustainable, premium
friendly materials. materials for durability.

b2. Marketing - 25% Allocation:
GreenSphere Solutions allocates 25% of its annual fixed operating costs to the
marketing of the EcoFlo Smart Water Purifier, supporting both the Standard Model and
Pro Model. This investment aligns with GreenSphere’s dual-market strategy of
balancing broad market reach and premium brand positioning.

To effectively allocate these costs, GreenSphere structures its marketing activities into
specific components, as shown in Figure 3.
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Figure 3: Marketing Cost Pool — Key Components

Marketing Activities

EcoFlo Standard Model

EcoFlo Pro Model

1. Advertising Costs

Mass-market campaigns:
TV, radio, online ads

Targeted campaigns: luxury
magazines, digital platforms

2. Promotional
Expenses

Discounts, bundles for
volume buyers

Exclusive events, influencer
partnerships

3. Content Marketing

General brochures, videos,
and web materials

Premium content highlighting
smart features

4. Customer
Engagement

Loyalty programs, broad
support initiatives

Personalized follow-ups, premium

support

5. Market Research &
Analytics

Trend analysis and
competitive insights

Focused research for niche
market positioning

Using sales revenue as the cost driver for marketing costs is justified by the following

factors:

- Reflects Product Value

+ Marketing investments are tied to the perceived value of each product.

+ The Pro Model, with its higher price point, requires premium marketing
initiatives to communicate its advanced features and justify its value.

- Strategic Alignment

+ The Standard Model focuses on market penetration and requires
significant resources for broad-scale, high-reach campaigns.

+ The Pro Model demands specialized, high-impact strategies to build a
strong brand image for premium customers.

- Proportional Resource Allocation: Allocating costs based on revenue ensures
products receive investments proportional to their contribution and market

positioning.

b3. Distribution -

15% Allocation:

GreenSphere Solutions dedicates 15% of its fixed operating costs to optimizing
distribution channels for the EcoFlo Smart Water Purifier. This allocation underscores
the company’s commitment to ensuring that EcoFlo products are accessible to a diverse
consumer base across global markets. By investing in an adaptive and efficient supply
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chain, GreenSphere aims to meet demand promptly while maintaining its environmental
responsibility through sustainable logistics. This approach not only enhances consumer
satisfaction but also solidifies GreenSphere's reputation as a leader in eco-friendly
technology. Figure illustrates the strategic distribution of resources between the
Standard and Pro models of the EcoFlo Smart Water Purifier, tailored to their respective
production volumes and target markets.

Figure 4: Strategic Allocation of Distribution Resources

Focus Area EcoFlo Standard Model EcoFlo Pro Model
Distribution Broad market reach via retail and |Niche markets via high-end retail
Target e-commerce. and direct-to-consumer platforms.
Cost Driver Production Volume Production Volume

Key Components |- Fixed depreciation of transport |- Fixed depreciation of transport
of Costs vehicles. vehicles.

- Fixed salaries for logistics team. |- Fixed salaries for logistics team.

Cost-effective logistics to ensure ||[Premium delivery standards and
Strategic Focus |wide accessibility and timely eco-friendly packaging for
delivery. exclusivity.

Company’s Cost of Capital at 8%:

This competitive rate reflects GreenSphere's strong financial stability and market
credibility, enabling the company to innovate sustainably while ensuring attractive
returns for stakeholders.

Expected Income Tax Rate of 20%:

This rate is factored into financial planning to ensure compliance with tax regulations
while optimizing net income. It reflects GreenSphere's commitment to transparent and
effective fiscal management.

Strategic Decision on a Bulk Order for GreenSphere Solutions

GreenSphere Solutions, is preparing to strengthen its market presence with the
Standard and Pro models. In its inaugural year, the company achieved notable sales
milestones, building brand recognition and establishing a foothold in the sustainable
water purification market.

As GreenSphere enters its second year, a significant opportunity emerges from
ClearLiving, a major US-based retailer specializing in eco-friendly home solutions.
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ClearLiving proposes a bulk order for the EcoFlo Standard Model, presenting
GreenSphere with a strategic crossroads to balance immediate market penetration in
the US with operational and strategic implications.

This special order represents a potential catalyst for GreenSphere’s international
expansion while also requiring careful consideration of production capacity, pricing
strategy, and the long-term sustainability of its operations.

Order Details:

Quantity: ClearLiving proposes to purchase 15,000 units of the EcoFlo Standard
Model.

Offered Price: ClearLiving offers a purchase price of £250 per unit, reflecting a bulk
discount from the standard retail price of £300. This discount is intended to
incentivize GreenSphere's entry into the US market while acknowledging the volume
of the order.

Delivery Timeline: The retailer requests delivery within 45 days of order confirmation,
necessitating swift production and logistical coordination.

Packaging Requirements: ClearLiving requests custom eco-friendly packaging
tailored to the US market, including recyclable materials and bilingual labeling
(English and Spanish). This adds an additional cost of £8 per unit, factoring in
design, materials, and compliance with US consumer preferences for sustainable
practices.

Payment Terms: The proposed terms include 50% payment upfront and the balance
upon delivery, providing GreenSphere with an immediate infusion of working capital.

Future Potential: ClearLiving hints at the potential for recurring bulk orders
contingent on the success of this initial transaction, suggesting a pathway to
establish a robust presence in the growing US market for eco-friendly home
solutions.

Strategic Implications:

GreenSphere Solutions faces a pivotal decision with ClearLiving's bulk order proposal.
By carefully weighing the operational challenges, financial trade-offs, and strategic
benefits, the company can determine whether this opportunity aligns with its long-term
vision of becoming a global leader in sustainable technology.

This deal represents not just an order but an opening to secure a foothold in the US
market, provided GreenSphere ensures that operational efficiency and brand integrity
are preserved throughout the process.
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Year 1 Financial Performance

The following analysis presents the financial performance of GreenSphere Solutions'
EcoFlo Smart Water Purifier series during its first year, with a detailed comparison
between the budgeted and actual results for the Standard and Pro models. The analysis
evaluates sales volume, material costs, labor costs, fixed overheads, and overall
profitability, linking them with the company’s strategic decisions and market dynamics.
This comprehensive overview offers insights into operational efficiency, financial health,
and areas for improvement.

Table 1: Year 1 Financial Performance Analysis of EcoFlo Smart Water Purifier

Series
Financial Metrics Standard Model Pro Model

Budgeted Sales Volume (units) 200,000 45,000
Actual Sales Volume (units) 180,000 50,000
Budgeted Material Cost Per Unit (£) 80 130
Actual Material Cost (£) 15,300,000 6,400,000
Actual Direct Labour Hours Used

(Hours) 288,000 110,000
Actual Direct Labour Cost (£) 8,064,000 4,180,000
Budgeted Direct Labour Rate (£/hour) 30.0 35.0
Budgeted direct labour hours per unit 1.5 2
Budgeted Fixed Overheads (£) 35,000,000

Actual Fixed Overheads (£) 30,000,000

Notes: The fixed overhead cost represents shared expenses incurred collectively for
both the Standard and Pro models. These costs include elements such as R&D,
marketing, distribution and depreciation expenses.

Strategic Division and Transfer Pricing Enhancement

To streamline operations and enhance the development and market launch of its EcoFlo
Smart Water Purifier, GreenSphere Solutions has reorganized its operations into two
focused divisions: the Core Filtration Production Division and the Integrated Purification
Solutions Division. Each division is tasked with distinct responsibilities, ensuring a
cohesive strategy that maximizes efficiency, market competitiveness, and alignment
with sustainability objectives.
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Core Filtration Production Division

Objective: Specializes in manufacturing essential filtration components, including
activated carbon filters, membranes, and UV sterilization units, which are crucial
for the purifier's functionality.

Variable Cost of Production: Maintains cost efficiency with a production cost of
£30 per unit, covering material costs and direct labor. This reflects
GreenSphere’s commitment to providing high-quality, sustainable components at
competitive costs.

Circular Economy Initiatives: The Core Division collects used filters through a
customer return program, ensuring that these components are efficiently
gathered from consumers. Meanwhile, the Integrated Division takes responsibility
for refurbishing and reusing these filters in new products. This collaboration
aligns with GreenSphere's circular economy principles, reducing waste and
creating cost savings. By integrating these efforts, GreenSphere meets its
sustainability targets while maintaining profitability and operational efficiency.

Shipping and Handling Costs: £6 per unit is incurred for shipping and handling in
external transactions. For internal transactions, these costs are eliminated,
demonstrating operational efficiencies within GreenSphere’s supply chain.

External Market Selling Price: Core filtration components are priced at £100 per
unit for external sales, enabling GreenSphere to strengthen its presence in the
sustainable filtration market.

Integrated Purification Solutions Division

Responsibility: Oversees the final assembly of the EcoFlo purifier by integrating
core filtration components with advanced smart features and eco-friendly
designs. This division also manages marketing, customer support, and sales
operations.

Integration Costs:

+ £70 per unit for the Standard Model, covering software systems, electronic
control panels, and casing.

+ £130 per unit for the Pro Model, reflecting premium features such as
advanced connectivity, reusable filters, and enhanced smart monitoring
systems.

Market Preparation Costs:

+ £25 per unit for the Standard Model.
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+ £40 per unit for the Pro Model, covering customization, branding, and
compliance with regional regulations.

Refurbishment and Innovation: The Core Division collects components through
the customer return program, ensuring a streamlined process for gathering used
materials. The Integrated Division then refurbishes these components and
integrates them into new products. This collaborative approach reduces
dependency on raw materials, creates cost savings, and supports
GreenSphere’s circular economy initiatives.

Bought-In Price for Alternatives: If sourcing core filtration components externally,
the division would face a bought-in price of £100 per unit.

Strategic Transfer Pricing and Market Alignment

GreenSphere Solutions adopts a robust transfer pricing strategy to foster collaboration,
enhance operational efficiency, and maintain market competitiveness.

Core Filtration Production Division: This division is responsible for manufacturing
essential filtration components, including activated carbon filters and
membranes, which are integral to the EcoFlo product line. The Core Division also
collects used filters through the customer return program, ensuring a consistent
supply of materials for refurbishment. By delivering cost-effective, high-quality
components, the division supports scalability and innovation. The competitive
transfer pricing of these core components ensures that the Integrated Division
can maintain affordability for the Standard Model while supporting premium
positioning for the Pro Model.

Integrated Purification Solutions Division: This division focuses on the final
assembly of EcoFlo purifiers, integrating the sustainable filtration components
provided by the Core Division with advanced features like smart connectivity and
reusable designs. It also refurbishes the used filters collected by the Core
Division, reintegrating them into production for new products. This collaboration
ensures cost efficiency while appealing to diverse consumer needs—ranging
from affordability in the Standard Model to luxury in the Pro Model. Internal
sourcing underpins healthy profit margins and enhances market responsiveness.
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