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       This  document  will supply a goal reflection of the subdivisions activities and take a look at their monetary and managerial performance, in order to discover the problems of each one and  provide satisfactory solutions to optimise their activity. 
      The company NEXT GENERATION POWER LIMITED is growing fast due to the low numbers of drivers cause by COVID 19 Restrictions and Brexit on one side and due to the increase demand of batteries and tyres for lorries, buses, and other vehicles.
      The Financial Department and the Bookkeeping Company provided the financial data for our company branches: Ipswich, Manchester and London and for the following report we will use them and other calculations which will be attached in an Appendix at the end of the report. 
IPSWICH
SALES: £ 1,320,000
SALARIES: £ 126,000
ADVERTAISING: £ 24,000
OTHER EXPENSES: £30,000.
MANCHESTER
SALES: £ 1,150,000
SALARIES: £ 110,000
ADVERTAISING: £45,000
OTHER EXPENSES: £24,000.
LONDON 
SALES: £ 2,100,000
SALARIES: £ 180,000
ADVERTAISING: £ 175,000
OTHER EXPENSES: £33,000.
    We also have a contract with an outsourced service of payroll and bookkeeping TAP Accountancy LTD for an estimated £ 462,000 annually, apportioned to the branches based on their sales. The Variable Cost for each of the branches is 70% of the sales figure. 
   Having all this information the report will present the profitability and the costs for every branch and provide solutions or recommendations to improve the performances.
    The first step we have to take is to apportion the cost of the Payroll and Bookkeeping company to every branch according to their sales. 
    Cost apportionment is the assignment of proportions of items to the cost of centres.        When cost elements cannot be directly assigned or clearly identified with any cost centres, they are prorated or allocated to cost centres on a predetermined basis. This method is called cost sharing.  Whenever possible, overhead costs are to be allocated. However, if it is not possible to charge overhead costs to a particular cost centre or unit, they will be apportioned to various departments on a fair basis.  This is called the process of allocating overhead costs.  
      As it can be seen in the Appendix the apportion of the cost with the Payroll service is providing the following results: Ipswich has £ 133,444 , Manchester £116,258 and London £ 212,298 . London’s cost for the Bookkeeping service is the highest due to the fact that the branch has the higher volume of sales: £2,100,000. On the other hand the Manchester branch has the smallest cost due to smallest sales numbers.
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   The variable cost is a cost that is changing proportional with the numbers of items the company is producing or selling. For example, if the company is selling more lorry tyres than what the initial plan was, the variable cost for the tyres will go up in a direct proportion with the increased number of tyres sold.
      Knowing that the variable cost for every branch is 70% from the sales and following the calculation in the Appendix we have the following costs for each branch: Ipswich: £ 924,000, Manchester: £ 805,000, London: £ 1,470,000. Using the same criteria of the sales numbers we can observe that London branch has the higher variable cost from all the branches.
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   The next step in this report is calculating the net profit for every branch based on the financial data given and the previous calculations. Net profit is a company's profit after subtracting operating costs, taxes, interest, and depreciation from its total revenues. You can calculate a company's net income by reading its income statement and applying this very simple calculation:
Total Sales - Total Expense = Net Income
   Once a company's total revenue has been accounted for across all revenue streams, net profit is obtained by subtracting all expenses within a given period. This calculation must take into account all money that flows in and out of a company. If the expenses are higher than the revenue it is a net loss, not profit.
   According to the calculation from the appendix attached to the report the total expenses for each branch, including the variable cost, are the following: Ipswich £ 1,237,444 , Manchester £ 1,100,258, London £ 2,070,298. Looking at the numbers we ca observe that, again, the London subsidiary has the highest numbers of expenses. Because the branch has £ 2,100,000 in sales also the variable cost is higher than the other branches and also the cost for payroll and bookkeeping, but what is surprising is the huge difference between the costs for advertising .
   Using the formula of the Net Income for every branch of the company we have the following Net Incomes: Ipswich £ 82,556; Manchester £ 49,742; London £ 29,702.
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     As profitability, Ipswich is the most profitable branch from our company with a profit of £ 82,556 and the last one is London with a net income of £ 29,702. 
    After analysing all the data that have been provided, we can conclude that London Branch has a high level of expenses, and a small margin of profit and immediate measures needs to be applied by the Board of Directors regarding the activity of the London Branch. 
      Some of the recommendations that needs to be taken in consideration for London Branch includes:
1. Reducing the operating costs of the Branch. As seen in the report, the branch has a high level of costs compared with the other two branches, especially in the Advertising cost. The amount is up to seven (7) times higher than the Ipswich branch and in this situation, I would recommend, a deep analysis of the advertising contract, renegotiate or even finding another company who can provide the service at a lower price than the one that is offered in this moment. On the other hand, the level of salaries can be adjusted, cutting the cost, on a performance criterion of each member of the London Branch.
2. Increasing the price of the service. Because the demand for tyres and batteries has increased, the prices of the fuel needed for the deliveries also got higher, it would be recommended to raise the price of the service that the company is offering. The branch should take into consideration some discounts for the loyal customers, and even setting acquisition targets for the clients in order to get special prices.
3. Increasing the efficiency of the delivery department. The orders that the branch is receiving should be grouped following the zone criteria, in this way the deliveries would be more efficient, and the overall cost of the fuel will decrease. All these recommendations should be applied without affecting the quality of the service.
4. Increasing the sales. The managers of all branches should come up with plans that would increase the sales and the number of clients.
5. Cutting the prices of the raw materials. The following recommendation is regarding all three branches, London, Ipswich, and Manchester and is referring to the possibility of renegotiating the contracts with all our suppliers in order to get the best price for materials without affecting the quality. By presenting the managers plan to increase sales for all three branches, the quantity of raw materials would increase allowing the company to obtain better prices for the materials and other advantages that could cut down any other costs.
   The company’s managers should be all the times updated with the evolution of prices for materials and fuel and never be afraid to change a supplier or a provider of a service if the quality is the same and the price is lower.
    In conclusion, after conducting a complex financial analysis of every branch we can observe that the Manchester division, under the management of Mr. John Price is starting to grow, becoming the second one, after Ipswich, as profitability. By closing down the Manchester branch, as was initially suggested, the head office expenses will be reduced with £92,000, but the company will lose the sales mentioned in the report. Instead, if the company will monitor the expenses of London’s branch and will follow the previous references of cutting down the costs, the overall sales might increase and the company will gain a better market share.
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APENDIX

TOTAL SALES = 1,320,000+1,150,000+2,100,000= 4,570,000
APPORTIONNAMENT OF PAY ROLL AND BOOKKEPPING
Ipswich (SALES/ TOTAL SALES) *COST =(1,320,000/4,570,000)*462,000 = 133,444
Manchester (1,150,000/4,570,000) *462,000= 116,258
London (2,100,000/4,570,000) *462,000= 212,998
Variable Cost 70% of Sales
Ipswich ~ 1,320,000°70% = 924,000
Manchester 1,150,000°70% = 805,000
London 2,100,000°70% = 1,470,000
Ipswich
Total Costs 126,000+24,000+30,000+133,444+924,000= 1,237 444
Net Profit 2,100,000 1,237,444= 82,556
Manchester
Total Costs 110,000+45,000+24,000+116,258+805,000=1,100,258
Net Profit 1,150,000-1,100,268= 49,742
London

Total Costs 180,000+175,000+33,000+212,298+1,470,000=2,070,298

Net Profit  2,100,000- 2,070,298 = 20,702.
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