Executive summary
This informal report of 1,500 words considers the viability of closing one of the three branches of the Perry Common Plumbing Company, Bartley Green. The argument for its closure is based solely on the comparatively small net loss in just one trading year. The management accounting concepts of marginal costing and absorption costing allocation and apportionment are applied in a comparative analysis where the business as a whole is viewed, both with, and without, Bartley Green’s continued operations.  The analysis clearly shows that Bartley Green branch’s contribution, especially towards sales turnover, gross profit, and the funding of the central administration facility in Glasgow, means it should be kept open, but with a review of its advertising strategy.
Discussion of findings
Table 1 below outlines the data input of financial data for consideration. The percentage figures have been added.

[bookmark: _Hlk78014072]Table 1
___________________________________________________________________________
Perry Common Plumbing Company’s financial data for the period under review
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	 Perry Common Plumbing Company 

	

	Data input
	
	Perry Common
	Bartley Green
	Selly Oak
	Company total


	
	
	£
	% of total
	£
	% of total
	£
	% of total
	£

	Sales
	
	440,000
	28.57
	400,000
	25.97
	700,000
	45.45
	1,540,000

	Branch expenses: (Fixed costs)
	
	
	
	
	
	
	
	

	Salaries
	
	42,000
	29.58
	38,000
	26.76
	62,000
	43.66
	142,000

	Advertising
	
	8,000
	24.24
	15,000
	45.45
	10,000
	30.30
	33,000

	Other
	
	10,000
	34.48
	8,000
	27.59
	11,000
	37.93
	29,000

	Total 
	
	60,000
	 13.64
	61,000
	 
	83,000
	 
	204,000

	Glasgow administration cost
	
	44,000
	
	40,000
	
	70,000
	
	154,000

	[bookmark: _Hlk78014176]Cost of sales (Variable costs) 0.75 of sales
	0.75
	330,000
	
	300,000
	
	525,000
	
	1,155,000



___________________________________________________________________________
Source: University of Wales Trinity Saint David (UWTSD) published BA(Hons) Business Management degree, Management Accounting (LCCB5002) module, assignment one, term three, 2020-2021



The first observation is that the company is using a form of absorption costing by apportioning cost of sales relative to sales by 75 percent which, in turn, automatically computes the sales / contribution ratio at 25 percent for all three branches, and therefore the business as a whole. Similarly, the share of the central administration costs at Glasgow of £154,000 is also apportioned in relation to each branch’s sales turnover as a percentage of total sales. These, almost arbitrary, distribution formulae are a common occurrence in the allocation and apportionment methodology, as discussed by Drury (2004:229-235). Secondly, it is clear that the Selly Oak branch generates nearly half (45.45percent) of the company’s sales turnover, with Perry Common and Bartley Green similar in most financial aspects, except that the latter has spent nearly double on its advertising activities, and nearly half  (45.45%) of the company’s total

In order to more meaningfully analyse the company’s financial position overall, and Bartley  Green’s performance in particular, a summarised income statement (profit and loss account) showing percentage margins, is extracted from the data input figures in Table 1, showing the individual branch margins as a percentages of sales instead of percentages of company totals and is shown in Table 2 below
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Table 2
___________________________________________________________________________
Perry Common Plumbing Company’s income statement including Bartley Green
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	 Perry Common Plumbing Company 

	
	

	Data input
	Perry Common
	Bartley Green
	          Selly Oak   
	Company total
	

	
	£
	% margin 
	£
	% 
margin
	£
	% 
margin
	£
	%
margin

	Sales
	440,000
	
	400,000
	
	700,000
	
	1,540,000
	

	Cost of sales
(Variable costs)
	330,000
	75.00
	300,000
	75.00
	525,000
	75.00
	1,155,000
	75.00

	Gross profit
(Contribution)
	110,000
	25.00
	100,000
	25.00
	175,000
	25.00
	   385,000
	25.00

	Central administration charge
	  44,000
	10.00
	  40,000

	10.00
	  70,000
	10.00
	   154,000
	10.00

	
	  66,000
	
	  60,000
	
	105,000
	
	   231,000
	

	Expenses and overheads (Fixed costs)
	

60,000
	

13.64
	

  61,000
	

15.25
	

 83,000
	

11.86
	


	

13.25

	Net profit

	  6,000
	  1.36
	-  1,000
	 -0.25
	 22,000
	  3.14
	     27,000
	  1.75


___________________________________________________________________________Source: primary



The margins are calculated as a percentage of sales, which is a form of vertical ratio analysis used extensively in management accounting (Holmes, Sugden, and Gee, 2008; Walsh, 1996)
The Bartley Green branch shows a loss of £1,000 (-0.25%), although its overheads and expenses for salaries and other are lower than Perry Common, 2.82 percent and 6.89 percent respectively, but its advertising costs are noticeably higher, being 25 percent of its own direct costs and 45 percent of the company totals, as shown in Table 1. What is also noticeable is that the net profit margins for the company as a whole appear narrow compared to the gross margin of 25 percent, suggesting that the indirect costs and central administration charges are the main causes. However, as there are no industrial sector averages or published benchmarks available to compare these margins, this area of analysis is restricted.

Table 3 below illustrates the company’s position assuming Bartley Green has been closed. Here, the first thing to note is that the firm’s overall net profit has dropped by £9,000, representing a 33 percent decrease. Moreover, even though the central administration charge has been reduced by £30,000 or 19.5 percent, presumably the estimated cost of the Bartley Green branch, that branch’s contribution to the organisation’s administration is £40,000 or 26 percent, when operational, and therefore more than covers (-1000 + 10,000 = 9,000) its individual net loss. 

Table 3
___________________________________________________________________________
Perry Common Plumbing Company’s income statement excluding Bartley Green

	
	
	 Perry Common Plumbing Company 

	

	Data input
	Perry Common
	Selly Oak
	Company total

	
	£
	% 
	£
	%
	£
	%

	Sales
	440,000
	
	700,000
	
	1,140,000
	

	Cost of sales
(Variable costs)
	330,000
	
	525,000
	
	855,000
	

	Gross profit
(Contribution)
	110,000
	
	175,000
	
	285,000
	

	Central administration charge
	47,860
	
	76,140
	
	124,000
	

	
	62,140
	
	98,860
	
	161,000
	

	Expenses and overheads (Fixed costs)
	

60,000
	
	

 83,000
	
	

143,000
	

	Net profit

	  6,000
	
	 22,000
	
	18,000
	



___________________________________________________________________________
Source: primary
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The Perry Common Plumbing Company uses a dual contribution method. The contribution calculation is derived from the marginal costing concept where the selling price is divided into two just two components, instead of the traditional costing method which uses variable cost, fixed cost, and profit (Walsh, 1996:214). The contribution employs the selling price less the variable costs (cost of sales). It is effectively the amount that ‘contributes’ towards fixed costs and can aid decision-making, such as in the key issue of this report. The dual contribution method here is the usual contribution of sales less variable costs, where all three branch’s contributions are 25 percent, which is the result of a fixed common deduction of 75%; and a further amount for the central administration charges computed as a ratio of branch sales to the company total, which in this case is also a10 percent margin for each branch. 

Table 3 illustrates the company’s position assuming Bartley Green has been closed. Here, the first thing to note is that the firm’s overall net profit has dropped by £9,000, which is a 33 percent decrease. Moreover, even though the central administration charge has been reduced  (by £30,000 or 19.5 percent, presumably the estimated cost of the Bartley Green branch, that branch’s contribution to the organisation’s administration is £40,000 or 26 percent, when operational, and  
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