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[bookmark: _Toc85234401]Executive Summary
 	The aim of the preparation of the report is to determine the financial position of three branches of Rapid Response Drainage Services Limited (RRDS). These branches are located in three different places, Birmingham, Stafford and Coventry. The directors of the company wanted to close the Coventry branch because it was not producing a sufficient amount of revenue to run the operations of the business. The consolidated statement and the report by the management accountant being prepared for the company show that the Coventry branch is in a stable position and the manager needs to control the charges of the overheads in order to maintain the position of the business. There is no need for the closure of the company.

Contents
Executive Summary	1
Introduction	3
Overview of Company	3
Consolidated Statements of Subsidiaries	4
Workings	4
Ratio Analysis	5
Profitability Ratios	5
Gross Profit Margin	5
Operating Profit Margin	7
Analysis and Recommendations to Board of Directors	8
Conclusion	10
References	11



[bookmark: _Toc85234402]Introduction
 	Management accounting is the process of creating business reports to assist managers in making short- and long-term decisions.It helps companies achieve their goals by identifying, measuring, analyzing, interpreting and communicating information to managers. The management accounting concept is regarded as one of the most essential and powerful tools for business. This helps the executives and the upper management of the business. It is considered one of the most significant elements of the business. This process helps in providing information to the managers in the organisation. (Rikhardsson, and Yigitbasioglu, 2018, p.37). The proposed report is based on the development of the decision making of the business. The main objective of this report is to get the financial highlights of all three branches of Rapid Response Drainage Services Limited (RRDS. In addition, the present report of the R.D.S, and discusses the different aspects of the accounting that are used in the preparation of  the company's consolidated statement.  
[bookmark: _Toc85234403]Overview of Company 
[bookmark: _Toc85234404] 	Rapid Response Drainage Services Limited (RRDS) is a company on its way to becoming a global provider of multichannel business communication services and solutions to the market.The recession recently hit the company. Therefore, the company has appointed a new Managing Director, Alex John, nephew of the Executive Chairman of RRDS. Gareth Williams has managed the branch of Coventry. Williams was transferred from the Birmingham branch that he built up, and which is now highly profitable. He moved to Coventry at the invitation of Andrew Long so that he could reverse the recent decline in business at that branch. John, having been provided with the latest trading results, plans to close the Coventry branch on the pretext of it making a loss, as John is aware of Williams’s ability and realises that he may be a long-term threat to his own position. Consolidated Statements of Subsidiaries

	Consolidated Statement Of Comprehensive Income

	Rapid Response Drainage Services Limited (RRDS)

	
	Birmingham
	Stafford
	Coventry
	

	Net Sales
	1,400,000
	880,000
	800,000
	

	Cost Of Sales
	(825,720)
	(47,640)
	(25,640)
	

	Gross Profit
	574,280
	832,360
	774,360
	

	Less Operating Expenses
	(266,000)
	(120,000)
	(122,000)
	

	Less Professional Services Expense  
	(140,017)
	(87,996)
	(79,988)
	

	Net Profit 
	168,263
	624,362
	572,373
	

	
[bookmark: _Toc85234405]Workings 
Cost Of Sales 

	Birmingham   -825,720

	Stafford           -47,640

	Coventry       -25,640

	Apportionment Of Income (W-2)

	Variable Costs
Birmingham; 1400000* 75%= 1050000

	Stafford; 880,000* 75%= 660000

	Coventry; 800,000875%= 600000

	Professional Services of PLS Limited
Total Net Sales; 3080000
Birmingham branch              308,000*45.46% =140,017

	Stafford branch                     308,000*28.57% =87,996

	Coventry branch                 308,000*25.97% =79,988
Operation Expenses W-3
	
	Birmingham
	Stafford             
	Coventry 

	Salaries
	124,000
	84,000
	76,000

	Advertising
	120,000
	16,000
	30,000

	Other
	22,000
	20,000
	16,000

	Total 
	266,000
	120,000
	122,000





[bookmark: _Toc85234406]Ratio Analysis 
[bookmark: _Toc85234407]Profitability Ratios
 	For the purpose of evaluation, two of profitability ratios will be analysed under this section i.e. Gross Profit Margin and Operating Profit Margin. 
[bookmark: _Toc85234408]Gross Profit Margin
 	According to Nariswari, and Nugraha, (2020, p.87) gross margin, also known as gross margin, is a financial indicator that shows the effectiveness of a company's operations management.
Formula; 
= (Gross Profit / Sales) * 100.


Birmingham
(574,280/1,400,000) * 100= 41.0.
Stafford
(832,360/880,000) * 100=  94.5
Coventry
(774,360/800,000) * 100= 96.7
[bookmark: _GoBack]
 	From the calculation done above, it can be analysed that Coventry is performing best among the remaining two branches. The gross margin of Coventry shows the percentage of the company's sales revenue that remains after covering all direct operating expenses. Higher gross margins mean that Coventry has more money to cover indirect and other costs, such as interest and one-off costs (Andarsari, 2019, p.301).
[bookmark: _Toc85234409]Operating Profit Margin 
 	Imanda, (2017) states that rofitability or performance ratio is the operating profit margin, which reflects the percentage of the company's profit before taxes and interest expenses.
Formula = (Operating Profit / Sales) * 100
Birmingham
(168,263/1,400,000) *100= 12%
Stafford 
(624,362/880,000) * 100= 70.9%
Coventry
(572,373/800,000) * 100= 71.54%

 	The high operating profit margin indicates that the company's operating income is sufficient to cover all related business expenses. More than 15% of operating profit is considered good (Langemeier, and Yeager, 2018). 
 	In case, and form the above analysis it can be determined that Stafford and Coventry are giving close competition to each other whereas Birmingham operating margin is not good for the financial health of the company. 
[bookmark: _Toc85234410]Analysis and Recommendations to Board of Directors
 	The company's management accountant is preparing the report to determine the areas with some weaknesses, and the company needs to work. The statement of comprehensive income prepares consolidatory for three branches. The branches of Birmingham, Stafford and Coventry. The branches show the annual revenue of 1400,000 from Birmingham, 880,000 from Strafford and 800,000 from the sales of Coventry. The company's sales cost includes the sales and the other expenses. The expenses include the variable cost that is charged at the rate of 75% on the sales of the company. However, the Gross profit margin for the Stafford and Birmingham branches are in the positive figure. On the other hand, the 308,000 amounts were apportioned on the payroll for three branches calculated on the apportionment of the rates. The gross profit margin for the company shows that three branches are producing a different margin of profit. Birmingham was producing 41.02, Stafford was producing 94.586, and the last Coventry produced the highest ratio, which was 96.975. this shows that Coventry is producing the highest level of the gross profit margin, and Birmingham produces the lowest while Stafford is at a sound position. 
 	For closing the Coventry branch of the business that can be analyzed more appropriately by the financial analysis. The first reason for closing the Coventry branch is its's sales. The total sales for the Coventry branch are 800,000 while in contrast to that the sales of Stafford branch is 880,000. The other reasons for the closing of the Coventry branch can be the expenses, and as overheads of the Coventry branch has increased a lot. 
 	On the other side, the branch is not generating enough revenue to continue its operation in Coventry. The reason for the occurrence of so many causes of the failure for business is the poor management of the Coventry branch managers. The lack of capital is another main reason for the closure of the business. 
 	The Coventry branch is running out of capital before bringing a sufficient amount of funds. These funds would sustain the expenses for maintaining the result of the budget's poor and unrealistic forecasts (Ha, Hung, and Phuong, 2018). The setting of the budget and the preparation of the consolidated budget would overstate the number of expenses. That is why the directors of the company are thinking of shutting down the company's operations. As the directors are paying attention to its financial position because the company is running out of capital, and its overheads are increasing. This is the main reason for closing the Coventry branch. The other and an important factor and reason is the inability of the Coventry branch for the generation of enough amount of profit. This is the reason that the branch is getting close.
 	 Although the directors are paying money to run the business, there are still some lacking that need to be fulfilled by the managers. The expenditure on too much amount of money is regarded as an attempt to generate revenue that can result in low profits. The amount of the low profitability for the business was unable for receiving enough amount of revenues. The managers' efforts can be useful for financing the company, and they would also help the company be saved from closing. The amount of the gross profit margin shows that the Coventry branch of the comppany is generating enough revenue for the business. It is recommended that the company should not be the Coventry branch. It should continue its operation. The Coventry branch needs to focus on the control towards the overhead and other expenses (Portillo, and Stinn, 2018, p.40). These expenses need to be controlled for the future to continue the Coventry branch's operations.
 	 In addition, as mentioned in the case that John is aware of Williams’s ability and realises that he may be long-term threat to his own position. John can use the abilities of Williams for the progress of his own business. Williams can help John to overcome all the lacking in the business and help him progress with the remaining two branches if John utilizes him 
[bookmark: _Toc85234411]Conclusion
 	The financial analysis of Rapid Response Drainage services shows that there are three sectors for the measurement of the financial performance of the company. This company has three parts that are running in three different countries. The director of the company wanted to analyze the company's financial position and highlight the financial performance of the company. As the aim of report was to recommend whether the directors should close Coventry branch. The evaluation helped in measuring that Coventry is performing best among the remaining two branches, as gross margin of Coventry shows higher percentage of the company's sales revenue that remains after covering all direct operating expenses. In addition, the operating profit margin of Coventry is higher, and as operating profit margin indicates that more than 15% of operating profit is considered good, Coventry has margin of 71.54%. therefore, it is recommended to the directors not to close Coventry. 
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