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[bookmark: _Toc1206149827]Introduction
The report has been prepared and presented on the behalf of the management accountant of Rapid Response Drainage Services Limited (RRDS) to provide recommendations to them concerning the situations that have arisen in the organisation. As known from the given situation, it can be asserted that RRDS Ltd has three branches operating in Stafford, Coventry and Birmingham. The business carried out by the organisation is facing turbulence in its external as well as internal environment. The external environment of the business has been depicting tough situations because of the recession while the internal environment is facing continuous changes in the organisation’s senior executive management team. The executive chairman, Andrew Long, has recently retired and has remained with only a minor role in the organisation. His nephew, Alex John, has been appointed as the new managing director of the organisation. The organisation also has a conscientious and efficient manager, Gareth Williams, who is recognised significantly for setting up the Birmingham branch and taking it to a highly profitable position. He was transferred to the Coventry branch to be managed on the account of the recent decline in its performance. Before Williams could strive for improving the performance of the Coventry branch, John has been planning to shut that branch. This report intends to analyse his plans and identify strong grounds to either support or discard the plan of closing the Coventry branch and provide recommendations for the best course of action on the basis of its financial position. 


[bookmark: _Toc499095121]Analysing the existing financial scenario of the company
As per the financial data of RRDS Ltd provided, the Birmingham branch is performing most effectively in terms of revenue, followed by the Stafford branch. All the branches have the same expenses, i.e. variable costs, salaries, advertising, and other expenses. There are head offices expenses, i.e. payroll and bookkeeping expenses, incurred as well in respect of all the branches together. 
On preparing the income schedule of the existing financial performance of the organisation (Appendix 1), different aspects of the financial performance along with the impact of each expense was revealed. It was found that the Birmingham branch managed to earn sales revenue worth £1,400,000 which is the highest amongst all the branches of RRDS Ltd. The Stafford branch generated sales revenue of £880,000 and the Coventry branch of £800,000 (Appendix 1). It can be said that the difference between the sales revenue of Stafford branch and Coventry branch is not much. Moving further, it was found that all the branches incur variable costs of 75% of their sales. Variable costs are such costs that are associated directly with the production of goods or services for being sold. These costs are termed as variable since they keep on varying along with the level of operations of the business but are fixed per unit of production. This means that high sales volume will cause high variable costs and vice-versa (Zulfiati et al., 2020). Thus, according to the level of sales, the variable cost was also incurred the highest in the Birmingham branch and lowest in the Coventry branch. After reducing the variable costs from the revenue, the Stafford branch, Coventry branch and Birmingham branch were left with the contribution of £220,000, £200,000 and £350,000 respectively (Appendix 1). The contribution margin represents the margin of earnings saved by the business after meeting its variable costs and making it available to meet the fixed costs (Sintha, 2020). Until this point, all the branches reflected the same level of contribution margin, i.e. 25% of the sales revenue, which meant that all had the same level of earnings to meet their fixed expenses.
A vertical analysis was performed in respect of the functional branches of RRDS Ltd (Appendix 2) to determine the level of different expenses and profits against sales revenue. Vertical analysis is the analysis of the income statement of the business where the sales revenue is taken as a base and treated as 100% and all the expenses and profits mentioned in such statement are calculated in terms of percentage of sales for easy comparison and evaluation (Andjelic and Vesic, 2017). Concerning expenses, it was found that there are three expenses incurred by all the branches themselves, i.e. salaries, advertising and other expenses. Out of these, salaries and other expenses incurred by the Coventry branch were at a moderate level, Stafford branch incurred at the highest level while Birmingham branch at the lowest level. However, the salaries expense seemed to be higher in the Coventry branch. The highest fixed expenses that covered the contribution margin earned by the branch were salaries and advertising, i.e. 9.50% and 3.75% (Appendix 2). After meeting all the fixed costs of its business, the Coventry branch still remained profitable and earned a net profit of £78,000. Though the amount of such profit seems to be the lowest of all on the computation of net profit margin in the vertical analysis, it can be seen that it had a net profit margin of 9.75%, which was even higher than the net profit margin of the Birmingham branch of 6% (Appendix 2). This depicts that the Coventry branch is performing profitably.
At the end of the income schedule (Appendix 1), the net profit earned by respective branches was reduced by apportioned expenses of payroll and bookkeeping. This apportionment was made on the basis of sales proportion. After recording the apportioned expenses, the scenario of the profitability changed and not just the Coventry branch but the Birmingham branch also reflected losses. RRDS Ltd incurred an overall loss of £46,000 (Appendix 1). 


[bookmark: _Toc1920758625]Analysing the proposed financial scenario of the company
On the pretext of making losses, Alex John has been planning to shut the Coventry branch. If the decision is taken, then only the Stafford ranch and Birmingham branch will remain operational. The sales revenue contributed by the Coventry branch will be lost completely and the other impact will be on the payroll and bookkeeping expenses which will reduce from £308,000 to £248,000. Though such overall expense is reducing when apportioned, the share of the expense of both Stafford and Birmingham branches will increase, pushing them towards increased costs. This will reduce their profitability ultimately. The net profit of the Stafford branch will reduce to £4,281 and the net loss of the Birmingham branch will increase to £68,281 (Appendix 3). On performing an incremental analysis to determine the marginal changes that will arise in the financial performance of RRDS Ltd, it was obtained that none of the changes seemed to be beneficial to the organisation. The sales and overall profitability level of business will reduce significantly and more losses will peep in with the closure of the Coventry branch (Appendix 4). The incremental analysis performed did not depict any positive effects on the current performance of the organisation. The performance of Stafford and Birmingham branches remained same in respect of their individual performance but overall performance of the company declined severely. All the performance indicators like sales revenue, profitability, etc. have reflected a negative impact of the projection of the closure of the Coventry branch (Appendix 4).


[bookmark: _Toc2128367296]Recommendations and conclusion
On analysing the existing and planned condition of the business of RRDS Ltd, several factors about the different branches performing were revealed. First of all, it was determined from the income schedule that the closure of the Coventry branch will lead to more inferior performance of the organisation. It will lose a significant portion of its sales revenue, i.e. worth £800,000. Though the overall expense of payroll and bookkeeping incurred by the head office will reduce after being apportioned to the Stafford and Birmingham branch on the closure of the Coventry branch, the share of such expenses will increase significantly. This will directly affect the overall profitability and push the business into losses. Apart from it, it was also analysed that the Birmingham branch is facing more stringent conditions in respect of profitability as currently, it has a net profit margin of 6% while the Coventry branch has 9.75%. What is more remarkable here is that all the branches are performing efficiently and depicting satisfactory financial results until the head office expenses concerning payroll and bookkeeping are apportioned. After the apportionment, the results get declined severely from profits to losses. 
Thus, the boards of directors of RRDS Ltd are recommended to not shut the Coventry branch and focus on bringing in better performance of all the three branches by keeping aside the clashes in the senior executive management team. The branch is depicting losses because of the apportioned head office expenses. So, they must focus on reducing such expense and controlling it from affecting the financial results so harshly. Only this way, the business will attain growth and flourish in the market. 
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[bookmark: _Toc627575669]Appendix 1: Income schedule of the company concerning all the branches
	Income Schedule of all three branches of RRDS Ltd

	Particulars
	Stafford (£)
	Coventry (£)
	Birmingham (£)
	Total (£)

	Sales
	880,000
	800,000
	1,400,000
	3,080,000

	Variable Costs
	(660,000)
	(600,000)
	(1,050,000)
	(2,310,000)

	Contribution
	220,000
	200,000
	350,000
	770,000

	Fixed Costs:
	
	
	
	

	Salaries
	(84,000)
	(76,000)
	(124,000)
	(284,000)

	Advertising
	(16,000)
	(30,000)
	(120,000)
	(166,000)

	Other expenses
	(20,000)
	(16,000)
	(22,000)
	(58,000)

	Branch-wise Net Profit
	100,000
	78,000
	84,000
	262,000

	Payroll and Bookkeeping expenses
(Head office expenses apportioned)
	(88,000)
	(80,000)
	(140,000)
	(308,000)

	Overall Net Profit/(Loss)
	12,000
	(2,000)
	(56,000)
	(46,000)





[bookmark: _Toc1244099858]Appendix 2: Vertical analysis of the company
	Vertical analysis of all three branches of RRDS Ltd

	Particulars
	Stafford
	Coventry
	Birmingham
	Total

	
	(£)
	%
	(£)
	%
	(£)
	%
	(£)

	Sales
	880,000
	100.00
	800,000
	100.00
	1,400,000
	100.00
	3,080,000

	Variable Costs
	(660,000)
	75.00
	(600,000)
	75.00
	(1,050,000)
	75.00
	(2,310,000)

	Contribution
	220,000
	25.00
	200,000
	25.00
	350,000
	25.00
	770,000

	Fixed Costs:
	
	
	
	
	
	
	

	Salaries
	(84,000)
	9.55
	(76,000)
	9.50
	(124,000)
	8.86
	(284,000)

	Advertising
	(16,000)
	1.82
	(30,000)
	3.75
	(120,000)
	8.57
	(166,000)

	Other expenses
	(20,000)
	2.27
	(16,000)
	2.00
	(22,000)
	1.57
	(58,000)

	Branch-wise Net Profit
	100,000
	11.36
	78,000
	9.75
	84,000
	6.00
	262,000

	Payroll and Bookkeeping expenses
(Head office expenses apportioned)
	(88,000)
	10.00
	(80,000)
	10.00
	(140,000)
	10.00
	(308,000)

	Overall Net Profit/(Loss)
	12,000
	1.36
	(2,000)
	(0.25)
	(56,000)
	(4.00)
	(46,000)





[bookmark: _Toc1510788138]Appendix 3: Proposed income schedule of the company concerning only two branches
	Proposed Income Schedule of all three branches of RRDS Ltd

	Particulars
	Stafford (£)
	Birmingham (£)
	Total (£)

	Sales 
	880,000
	1,400,000
	2,280,000

	Variable Costs
	(660,000)
	(1,050,000)
	(1,710,000)

	Contribution
	220,000
	350,000
	570,000

	Fixed Costs:
	
	
	

	Salaries
	(84,000)
	(124,000)
	(208,000)

	Advertising
	(16,000)
	(120,000)
	(136,000)

	Other expenses
	(20,000)
	(22,000)
	(42,000)

	Branch-wise Net Profit
	100,000
	84,000
	184,000

	Payroll and Bookkeeping expenses
(Head office expenses apportioned)
	95,719
	152,281
	248,000

	Overall Net Profit
	4,281
	(68,281)
	(64,000)





[bookmark: _Toc1907506398]Appendix 4: Incremental analysis of the company 
	Incremental Analysis of RRDS Ltd

	Particulars
	When Coventry Branch is Operational
	When Coventry Branch is shut
	Positive/(Negative) Impact on Financial Performance

	
	(£)
	(£)
	(£)

	Sales Revenue
	3,080,000
	2,280,000
	(800,000)

	Overall branch-wise net profit/(loss)
	262,000
	184,000
	(78,000)

	Payroll and Bookkeeping expenses
	(308,000)
	(248,000)
	60,000

	Overall profitability (loss) of RRDS Ltd
	(46,000)
	(64,000)
	(18,000)
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