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[bookmark: _Toc85723807]Introduction
Business decision making is an important process for an organisation. And this process of decision of making can not be performed without proper planning. To reach to a feasible and profitable decision, the management of the organisation needs to consider several things. That relevant matters could be opportunity cost, sunk cost, related fixed cost, probable revenue etc. (Horngren et al, 2015) And along with financial information, the company also needs to consider some other factors also, like relevant profitability etc.
As per the proposal of New Managing Director, Rapid Response Drainage Services Limited should consider whether to close Coventry Branch.
[bookmark: _Toc85723808]Financial Brief
The company has three departments: Stafford, Coventry and Birmingham. The company is currently producing £3,080,000 revenue from its current three departments. And the company also incurring salary expense, advertising expense and miscellaneous expense for each of three branches. The company is also incurring payroll and bookkeeping expenses of £308,000 annually and variable cost for 75% of sales for each of the branch. If the company closes the Branch Coventry, it may not incur the costs which are relevant to this branch but at the same time it has not let go the revenue from this department.
[bookmark: _Toc85723809]Analysis of the Decision
[bookmark: _Toc85723810]1. Identification of the decision
To analysis any decision, a company first of all need to identify the decision. And the decision needs to be stated clearly (Ahrens and Chapman, 2017). Here, the decision is to “Close the Coventry Branch”. Basically, it is not a decision, it is a proposal from the new Managing Director of the company. The Director has proposed that the company should think of to close the branch and the probable reason is that the branch is producing less revenue. Though from the trading report it is being seemed that profit or loss from the branch has not been considered.
[bookmark: _Toc85723811]2. Relevant Information
To take the decision whether to close the branch there are several relevant information. The information related to other two branches also relevant here because management want to take decision that whether to close the Coventry will be feasible. So, to reach at the decision, the comparison among the departments is also required.
Here, the profit of each department is as follows:
	 
	 Stafford 
	 Coventry 
	 Birmingham 

	Sales
	   880,000.00 
	   800,000.00 
	   1,400,000.00 

	Less: Expenses
	 
	 
	 

	Salaries
	     84,000.00 
	     76,000.00 
	       124,000.00 

	Advertising
	     16,000.00 
	     30,000.00 
	       120,000.00 

	Other
	     20,000.00 
	     16,000.00 
	         22,000.00 

	Bookkeeping cost
	     88,000.00 
	     80,000.00 
	       140,000.00 

	Variable cost
	   660,000.00 
	   600,000.00 
	   1,050,000.00 

	Total Cost
	   868,000.00 
	   802,000.00 
	   1,456,000.00 

	 
	 
	 
	 

	Profit (Loss)
	     12,000.00 
	     (2,000.00)
	       (56,000.00)


 
From the above table, it can be observed that Coventry has incurred 2000 loss and Birmingham has incurred 56,000 loss and Stafford is only branch which has been incurred profit by 12,000.
[bookmark: _Toc85723812]3. Identify Alternatives
In case of any decision making, there should be alternatives of each and every plan (Cyert et al, 2019). But here, the Managing Director has not been proposed any alternative decisions either. It becomes tough and difficult when company relies on one plan only. Because it weakens the credibility of the decision.
[bookmark: _Toc85723813]4. Weigh the Evidence
To analysis, whether Coventry is a financially profitable branch or not, there are some information. As per the Director’s proposal, if the company closes the branch then it can rid of some head office expenses. That expense of Payroll and bookkeeping expenses which the company pays to PLS Limited for this task. Company incurs every year £308,000 and this cost is divided among the branches based on the sales amount. If a branch is incurring lower sales revenue, then that branch will be allotted lower portion of head office cost and vice versa. Director’s proposal shows that the company can let go £60,000 of head office expenses if it closes this branch. But from the above table it can be observed that the company is incurring some other costs also which are related branch expenses. Branch expenses of Coventry is:


	 
	Coventry

	Salaries
	76,000.00

	Advertising
	30,000.00

	Other
	16,000.00

	Bookkeeping cost
	80,000.00

	Variable cost
	600,000.00

	Total Cost
	802,000.00



Though the Director has assumed that the company can reduce the head office cost by 60,000. So, if here assumes that the Bookkeeping cost is £80,000 then the cost will be £782,000.00 (See Appendix 1). So, if the company closes this branch it may incur less cost of £784,000 (See Appendix 2) compared to the current situation.
If the company Closes this branch it can incur £64,000 amount of loss annually from the two branches (See Appendix 3). But the company incurs less loss currently with its three branches (£46,000) (See Appendix 4). The reason behind this is head office allocates the cost based on the sales percentage and if Coventry will be closed then the company will only get rid of £60,000 of head office costs. But it will incur the rest of the cost from the two remaining branches. And the proportion of head office cost has also been increased for the two remaining branches and this has increased the loss for the company. So now if we consider this higher loss also, then the company will incur opportunity cost £16,000.00. 
[bookmark: _Toc85723814]5. Opportunity Cost and Reduced Cost
From the prior sections, Opportunity cost and Reduced cost both have been determined. The company will incur opportunity cost of £16,000 and the company at the same time will be getting rid of Variable and Head office expenses for £784,000. But it should not be ignored that while taking such decision that whether to close a branch it also need to be determined that excess resources can be used for the expansion of business later. As there is no mention for excess resources, let’s assume that the reduced cost will be the excess resource. So, if it is considered that after considering 16,000 opportunity cost, £768,000.00 will be the excess amount.
[bookmark: _Toc85723815]6. Alternative Analysis
In the prior sections, one factor has not been mentioned that Coventry is less loss producing branch compared to the Birmingham. Let’s assume that the company has the option to close the branch Birmingham because this is the branch which is producing higher loss. Assume that if Birmingham will be closed than the company will incur £22,000 of loss. And both the branch, Stafford and Coventry will be incurring loss due to increase in bookkeeping cost. On the other hand, the company can let go £1,424,000. And if the company lets go this branch than it will incur less loss than before.
[bookmark: _Toc85723816]7. Recommendation
After analysing all the factors and also an alternative way, it can be concluded that if there is no option for the company without closing Coventry then it should plan for using the excess resource which have been mentioned above. Because the surplus amount is not a less amount rather it is a huge amount which the company can invest in the remaining two departments for its expansion or can launch new business plan.
On the other hand, if the company wants to consider between Coventry and Birmingham branches, I would like to recommend the company to close Birmingham branch. Because closing this branch will not incur any opportunity cost as this branch is itself producing huge loss and also after closing this branch the company will incur almost 50% less loss. On the other hand, excess resource will be higher than that of the Coventry which the company can use to launch a new branch or product line or can invest at another investment opportunity.
[bookmark: _Toc85723817]Conclusion
While taking business decision like keeping one and letting the another, the management should consider each and every relevant information. Here, it seems that the company has not enough relevant information to reach at the conclusion. Because Birmingham is the branch, which is consuming higher costs, producing higher loss though it is producing higher revenue also. But while taking decision, it is better to consider net profit rather than the gross receipts from the particular product line or particular branch. On the other hand, remaining resource is another information which the company should consider because if after closing the line or branch, the excess resource will obsolete and there will be no further usage of those resources, then this will incur more opportunity cost as well (Simon, 2019). So, Management of a company should keep the factors in mind while taking decisions.
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[bookmark: _Toc85723819]Appendix
	Appendix 1
	 Coventry 

	Salaries
	    76,000.00 

	Advertising
	    30,000.00 

	Other
	    16,000.00 

	Bookkeeping cost
	    60,000.00 

	Variable cost
	  600,000.00 

	Total Cost
	  782,000.00 



	Appendix 2
	 Coventry 

	Salaries
	    76,000.00 

	Advertising
	    30,000.00 

	Other
	    16,000.00 

	Bookkeeping cost
	    60,000.00 

	Variable cost
	  600,000.00 

	Total Cost
	  782,000.00 

	Add: Loss
	      2,000.00 

	 
	  784,000.00 



	Appendix 3
	Stafford
	Birmingham
	Total

	Sales
	     880,000.00 
	  1,400,000.00 
	  2,280,000.00 

	Less: Expenses
	 
	 
	 

	Salaries
	       84,000.00 
	     124,000.00 
	     208,000.00 

	Advertising
	       16,000.00 
	     120,000.00 
	     136,000.00 

	Other
	       20,000.00 
	       22,000.00 
	       42,000.00 

	Bookkeeping cost
	       95,719.30 
	     152,280.70 
	     248,000.00 

	Variable cost
	     660,000.00 
	  1,050,000.00 
	  1,710,000.00 

	Total Cost
	     875,719.30 
	  1,468,280.70 
	  2,344,000.00 

	 
	 
	 
	 

	Profit (Loss)
	         4,280.70 
	     (68,280.70)
	     (64,000.00)



	Appendix 4 
	 Coventry 

	 Sales 
	     800,000.00 

	 Less: Expenses 
	 

	 Salaries 
	       76,000.00 

	 Advertising 
	       30,000.00 

	 Other 
	       16,000.00 

	 Bookkeeping cost 
	       80,000.00 

	 Variable cost 
	     600,000.00 

	 Total Cost 
	     802,000.00 

	 
	 

	 Profit (Loss) 
	       (2,000.00)

	 Add: Higher loss will be incurred due to closing 
	       18,000.00 

	 Opportunity Cost 
	       16,000.00 



	Appendix 5
	 Stafford 
	 Coventry 
	 Birmingham 
	 Total 

	Sales
	  880,000.00 
	  800,000.00 
	  1,400,000.00 
	  3,080,000.00 

	Less: Expenses
	 
	 
	 
	 

	Salaries
	    84,000.00 
	    76,000.00 
	     124,000.00 
	     284,000.00 

	Advertising
	    16,000.00 
	    30,000.00 
	     120,000.00 
	     166,000.00 

	Other
	    20,000.00 
	    16,000.00 
	       22,000.00 
	       58,000.00 

	Bookkeeping cost
	    88,000.00 
	    80,000.00 
	     140,000.00 
	     308,000.00 

	Variable cost
	  660,000.00 
	  600,000.00 
	  1,050,000.00 
	  2,310,000.00 

	Total Cost
	  868,000.00 
	  802,000.00 
	  1,456,000.00 
	  3,126,000.00 

	 
	 
	 
	 
	 

	Profit (Loss)
	    12,000.00 
	    (2,000.00)
	      (56,000.00)
	     (46,000.00)



	Appendix 6
	Stafford
	Coventry
	Total

	Sales
	     880,000.00 
	     800,000.00 
	  1,680,000.00 

	Less: Expenses
	 
	 
	 

	Salaries
	       84,000.00 
	       76,000.00 
	     160,000.00 

	Advertising
	       16,000.00 
	       30,000.00 
	       46,000.00 

	Other
	       20,000.00 
	       16,000.00 
	       36,000.00 

	Bookkeeping cost
	     104,761.90 
	       95,238.10 
	     200,000.00 

	Variable cost
	     660,000.00 
	     600,000.00 
	  1,260,000.00 

	Total Cost
	     884,761.90 
	     817,238.10 
	  1,702,000.00 

	 
	 
	 
	 

	Profit (Loss)
	       (4,761.90)
	     (17,238.10)
	     (22,000.00)



	Appendix 7
	 Birmingham 

	Sales
	  1,400,000.00 

	Less: Expenses
	 

	Salaries
	     124,000.00 

	Advertising
	     120,000.00 

	Other
	       22,000.00 

	Bookkeeping cost
	     108,000.00 

	Variable cost
	  1,050,000.00 

	Total Cost
	  1,424,000.00 

	 
	 

	Profit (Loss)
	     (24,000.00)



