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Introduction:







Financial Data

		                 Stafford             	       Coventry 	              Birmingham
			                £				     £				     £
Sales			880,000			800,000			1,400,000
Branch Expenses:	
Salaries		             84,000			  76,000		 	   124,000
Advertising		  16,000			  30,000			   120,000
Other			  20,000			  16,000			     22,000
    
The payroll and bookkeeping work for each branch is contracted out to PLS Limited, a professional services firm, at an estimated cost of £308,000 per annum, and this is to be apportioned to the three branches, based on their sales figures. Variable costs amount to 75% of the sales of each branch.
Should the Coventry branch be closed, then the sales would be completely lost to the company and head office expenses would be reduced from £308,000 to
to £248,000.


MAIN BODY :


Example 1
	
	Stafford
	Coventry
	Birmingham
	Total

	
	A
	B
	C
	

	Sales
	880.000
	800.000
	1.400.000
	3.080.000

	Br. Expenses:
	
	
	
	

	Salaries
	84.000
	76.000
	124.000
	

	Advertising
	16.000
	30.000
	120.000
	

	Other
	20.000
	16.000
	22.000
	

	Estimate cost
	87.999
	79.999
	139.999
	

	Total
	207.999
	201.999
	405.999
	

	Variable cost
	660.000
	600.000
	1.050.000
	2.310.000

	Contribution margin
	220.000
	200.000
	350.000
	770.000

	Gros margin
	59.428
	52.467
	139.999
	251.894

	 profit
	279.428
	252.467
	489.999
	1.021.894



How to find contribution margin: sales minus variable cost
A) Stafford 880.000 – 660.000 = 220.000
B) Coventry 800.000 – 600.000 = 200.000
C) Birmingham 1.400.000 – 1.050.000 = 350.000
To find the payroll and bookkeeping , estimate cost of 308.000 per Annum , apportioned  to the tree branch based on their sales.
Divide sales by total sales and multiply the estimate cost of 308.000
A)  880.000 / 3.080.000 * 308.000=87.999
B)  800.000 / 3.080.0000 * 308.000=79.999
C)  1.400000 / 3.080.000 * 308.000=139.999

To fid cost of sale divide sale by total of sale and multiply by administration cost
A)  880.000 / 3.080.000 * 207.999=59.428
B)  800.000 / 3.080.000 * 201.999=52.467
C)  1.400.000 / 3.080.000 * 405.999=184.544

	
	Stafford
	Coventry
	Birmingham

	Variable cost
	660.000
	600.000
	1.050.000



To find variable cost we need to multiply sales of each branch by 75 %
A) Stafford 880.000 * 75%=660.000
B) Coventry 800.000 * 75%=600.000
C) Birmingham 1.400.000 * 75%=1.050.000
In view of the calculations we receive, the branch in Coventry has the lowest profit, which can be considered and discussed whether to close. although according to these indicators the branch can still operate despite the low profit. if this branch is closed it means that all sales will be lost which will lead to a reduction of profits even slightly.

Although sometimes it is better to close a branch due to low profit but this decision can and should be discussed and decided at the general meeting
Example 2

But let's also consider the option if the Coventry branch closes, what the consequences will be and whether there will be benefits from its closure.


	
	A
	B
	Total

	
	Stafford
	Birmingham
	

	Sales
	880.000
	1.400.000
	2.280.000

	Br. Expenses:
	
	
	

	Salaries
	84.000
	124.000
	

	Advertising
	16.000
	120.000
	

	other
	20.000
	22.000
	

	Estimate cost
	95.719
	152.280
	

	Total expenses
	215.719
	418.280
	633.999

	Variable cost
	660,000
	1,050,000
	1,710,000

	Contribution margin
	220.000
	350.000
	570.000

	Gros margin
	83,260
	256,838
	340.098

	Profit
	303.260
	606.838
	910.098




Payroll and bookkeeping for each branch is estimate cost 248.000.
To find payroll bookkeeping estimate we ned to divide branch sale by the total of all sale and multiply by estimate cost.
A) Stafford 880.000 / 2.280.000 * 248.000 = 95.719
B) Birmingham 1.400.000 / 2.280.000 * 248.000 = 152.280


	
	Strafford
	Birmingham

	Estimate cost
	95.719
	152.280



Variable cost for each branch:
A) Stafford 880.000 * 75 % = 660.000
B) Birmingham 1.400.000 * 75 % = 1.050.000

If we look at the option for Stafford to be closed, then it turns out that the profit is greater. Which may be a key factor in the closure proposal. If the Stafford branch is closed then its profits will be completely lost as well as costs, but this will lead to a future burden on the other two branches. despite its smaller profits, if this branch remains, it will develop in the future and also have very good profits.
If all three branches work, the opportunity for future business development is much greater. as the business will cover a large area. In this case three cities which is the potential for better results. But at the same time, it is likely that one of the three branches will have fewer profits or operate at a loss, because then the management of the business will have more costs for the maintenance of all branches

	
	Stafford
	Stafford
	Birmingham
	total

	Example 1
	279.428
	252.467
	489.999
	1.021.894

	Example 2
	303.260
	
	606.838
	910.098

	Difference
	23.832
	
	116.839
	



If we look at this table will see that the total difference in profit between the first and second example is not large. if we start from this position, we can calmly close the lowest profits, and this is Coventry. Then the company will have fewer employees, one branch less, and less costs. As a management (head office) it will be easier for me to handle the management of both offices, which in turn would lead to higher results (profit) as they will emphasize the development and expansion of these two branches Stafford and Birmingham.

However, everything depends on the decision of the general meeting. This is how the financial information will be presented to them and how they see the possible continuation of the work process with two or three branches.
From the point of view of a trader, it is good for all three branches to work because the opportunity for the company's growth is greater despite the small revenues from the branch. From a financial point of view, a branch with such a small profit is better to close because the costs will be lower and the profit will be almost the same.


Conclusion:
In conclusion of the statistics made, the branch in Coventry would be better to close. In this way, the other two branches will be able to focus better on their activities. In this way, the head office will be able to distribute its efforts and skills only to the two offices. which will be favorable for the development and existence of the company.

