
Management Accounting (LCBB5002)
2111701



Table of Contents
Introduction	2
PART A	3
A	3
B	4
C	6
PART B	7
Option 1: own online shop	7
Option 2: sell on Amazon	9
Conclusion	10
References	11













[bookmark: _Toc124397230]Introduction
In management accounting, managers examine the current standing of the firm in light of the budget and the actual costs incurred in order to have a better understanding of the state of the organisation as a whole before making decisions about management. This is done in order to provide them with a more accurate picture of the state of affairs within the organisation as a whole. We look at the baseline budget, the flex budget, the actual expenditures, and the differences between the baseline budget and the real budget as part of our investigation of the tourism company that Mr. Amana owns and operates. In the first part of the report, there will be an analysis done, and then, depending on the findings of the research, there will be another report created that is more in-depth. In addition to this, Mr. Amana will be provided with some potential suggestions. In the second stage of this investigation, information will be gathered for the purpose of conducting a comprehensive investigation into the factors that caused Mr. Amana to begin doing business online. The expenses of operating an online company will also be mentioned. Accounting for management is the practise of communicating financial and operational data to management for the aim of supporting more educated decision-making on the part of management. The goal of this practise is to facilitate more informed decision-making on the part of management. This data collection incorporates forecasts, financial plans, and reports on past performance into its whole. One of the most distinguishing characteristics of management accounting is the crucial role it plays in making decisions more quickly. Management Accounting Information, or MAI for short, is designed to assist managers in improving the tactical decision-making that they engage in on a day-to-day basis as opposed to the more long-term strategic decision-making that they engage in. Expenses, revenues, and profits, in addition to other information that may be helpful to the organization's decision makers, are examples of the kinds of issues that are often included in the MAI. The first of this report's two parts demonstrates how Amana's Ltd. compiles a control report on a monthly basis, outlining the progress the firm has made in the year 2020. In Section 2, you will provide Mr. Amana your recommendation for the optimal next step, which may be to sell their products on Amazon or to create their very own e-commerce website.
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	Particular
	Original budget
(1)
	Flexible budget (2)
	Actual cost (3)
	Activity variance
(1-2)
	Cost Variance
(2-3)

	Units
	100,000
	80,000
	80,000
	
	

	Variable cost
	
	
	
	
	

	Materials (Note 1)
	250,000
	200,000
	280,000
	50,000 
	(80,000)


	Labor (Note 2)
	400,000
	320,000
	440,000
	80,000 
	(120,000)


	Overhead (Note 3)
	150,000
	120,000
	120,000
	30,000 
	-

	
	800,000
	640,000
	840,000
	160,000
	(200,000)


	Fixed cost
	
	
	
	
	

	Warehouse rent
	200,000
	200,000
	170,000
	-
	30,000 

	Insurance
	100,000
	100,000
	100,000
	-
	-

	Supervisor salary
	50,000
	50,000
	35,000
	-
	15,000 

	
	350,000
	350,000
	305,000
	-
	45,000 

	Total overhead cost
	1150,000
	990,000
	1145,000
	160,000
	155,000



Materials cost
Original budget = (100,000*2.50) = 250,000.
Flexible budget = (80,000*2.50) = 200,000.
Labour
Original budget = (100,000*4) = 400,000. 
Flexible budget = (80,000*4) = 320,000. 
Overhead
Original budget = (100,000*1.50) = 150,000. 
Flexible budget = (80,000*1.50) = 120,000.
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In order to have a better understanding of how things stand right now at this organisation, we have devised a monthly control report for this corporation. This report includes both a static budget and a flexible budget, as well as actual expenses and differences in the ways activity and cost management are handled. Before we can make a choice based on accurate information, we need to do an analysis of the fluctuations in both the activity and the cost control. Otherwise, we run the danger of making a decision too quickly. It is abundantly evident to us that Mr. Amana's business not only has positive variation in terms of activity but also possesses positive variation in terms of cost management variance. We have performed an analysis of the variance in both the fixed and the variable versions of the budget. The primary indicator of the differences in activities is the disparity between a fixed spending plan and a flexible spending plan (Atrill and McLaney, 2018).
In the year 2020, the state of Amana's finances may be evaluated by contrasting the company's projected and actual expenditures. The actual findings reveal that Amana had a performance that was below average. Prices are not yet under control despite the fact that there has been a rise in the average price per unit that buyers are ready to pay. The management has taken control of the fixed expenses. The overall profitability has fallen short of what was anticipated. According to the evidence that we have, Amana really spent $155,000 more than what their budget allowed for. The company Amana had a $200,000 dollar variation in its variable expenses. This overall sum is mostly determined by two factors: the cost of materials ($80,000) and the cost of labour ($120,000). There is space for more analysis and investigation into each of them. Amana used more resources than anticipated due to the fact that the materials activity variation is negative, while the labour activity variance is positive, suggesting that Amana's labour expenditures were higher than anticipated. Amana's labour and material expenses were higher than expected, which may be deduced from the fact that these two differences exist in the data. The variance in the cost of materials was $80,000 more than the amount that was anticipated, and the variance in the cost of labour was $120,000 higher; this indicates that the firm spent more than it had budgeted (Law Insider, n.d.).
Amana was also found responsible for a cost overrun of $45,000 due to increased fixed expenses. The cost of the warehouse, the insurance premiums, and the wages paid to the person in charge of the warehouse are all instances of expenses that may be disassembled into their component parts. The variance reveals that Amana paid less than anticipated on warehouse rent, but that their insurance premiums and supervisor's salary came in more than projected. When compared to the prices that Amana had predicted, the amount that they paid for warehouse rent was lower. The performance of Amana in 2020 was, on the whole, somewhat unpredictable. The business was successful in lowering its fixed expenses but simultaneously raising its variable costs beyond what had been anticipated. The expenditure of the company was $155,000 more than the budget that was allotted, which resulted in a cost variance. Amana have to think about a variety of different strategies for bringing down its variable costs in order to cut down on its total operating expenses. For instance, the company could search for methods to cut down on the amount of materials it uses or try to negotiate cheaper pricing with the companies who provide it. In addition, the business may decide to take steps to cut its fixed expenses, such as renegotiating the terms of its leases to get more favourable terms or searching for methods to cut the amount it spends on insurance premiums.
There, it is plain to observe that the prices of the materials have an unfavourable variance of 80,000 dollars more than the actual cost of the materials. The actual amount that was sold has also contributed to an increase in the cost of labour of 120,00 as a consequence. On the other side, there was a reduction of $200,000 in the expenditures associated with the construction. Both the cost of materials and the cost of labour skyrocketed as a direct consequence of the pandemic catastrophe that occurred. We are aware that practically all business enterprises remained closed during the whole of the year 2020. As a consequence of this, even though they have opened or are operating their firm, they have increased the rates of both the supplies and the labour in order to make up for the money that they lost during the time that the COVID was in effect. Their variable expenses have increased as a consequence of this condition, even if the overall number of units sold was lower than the static budget. This is because the total number of units sold was lower than the static budget.
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In light of the findings of the investigation into Amana's performance throughout the year 2020, the following are some suggestions for the firm to take into consideration in order to enhance its financial performance in the years to come:
Amana incurred greater variable expenses than what was projected for in terms of materials and labour, hence it is important that these costs be reduced. The corporation may think about taking some measures to cut these expenses, such as figuring out methods to utilise less materials or negotiating lower pricing with their various suppliers, for example. In addition, the firm would want to think about incorporating certain cost-cutting strategies into its production process, such as computerising some processes or contracting certain services out to another company(Drury, 2021).
Amana has experienced a cost variation of $45,000 for fixed expenditures, which indicates that cost management in this area has to be improved. The firm may want to think about adopting measures to better manage these expenses, such as negotiating better lease terms or finding methods to lower the amount it spends on insurance. Both of these options are worth considering. In addition, the business could think about adopting measures to enhance the effectiveness of its operations, such as introducing cutting-edge technology or rearranging its management structure. 
Install a performance management system Amana's capability to assess and monitor its performance in real-time may be improved if the company had a performance management system. Because of this, the organisation would be able to recognise and resolve problems in a more timely manner, as well as take remedial action before the problems were too significant. As a result of the drop in sales, there is no longer a need to make extra goods purchases as a precaution. As a result, given the conditions, the organisation is in a position to lessen the amount of money it spends on leasing, or it may decrease it even more than it has been able to thus far.
The fact that Amana's flexible budget did not correspond to the real expenditures caused a cost variance; thus, a better budgeting method should be implemented. Amana has to invest money to raise the number of units it sells and have a handle on its variable expenses in order to ensure that its operational activity will be carried out profitably. The firm should give some thought to the possibility of creating a more precise budgeting process that takes into account historical data, trends in the industry, and any other variables that have the potential to impact the expenses or revenues of the organisation.
It is beneficial for businesses to also consider implementing sustainable practises, such as reducing their environmental impact, investing in renewable energy, and engaging in fair trade. The importance of Corporate Social Responsibility (CSR) is growing all the time, so it is beneficial for businesses to also consider implementing sustainable practises. This is because customers, employees, and investors are more likely to do business with companies that are actively working to improve these areas. 
[bookmark: _Toc124397235]PART B
As a result of being infected by the disease, the tourism industry, along with other industries, has started to consider new methods of doing business for their own companies. Competitors of this firm have started investigating the viability of engaging in commercial activities, such as selling or marketing, over the internet in the hope of drawing the customers' attention away from them. 
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Total variable cost : 10.5
Calculation:
Rent = 170,000
Insurance = 100,000 
Supervisor salary = 35,000
Cost of set up delivery network = 150,000
Cost of upgrading current website = 50,000 
Salary of IT programmer = 35,000
Total fixed cost = 540,000
Total cost = 540,000 + (100,000*10.5) = 1,590,000
Total Revenue = (100,000*20) =2000,000.

Costs:
Cost of setting up delivery network: £150,000
Cost of upgrading current website: £50,000
Salary of a full-time IT programmer: £35,000 per annum
Benefits:
Guaranteed sales of 100,000 units annually
Increased control over delivery and fulfilment process
Improved customer experience through faster and more efficient delivery
Net benefit:
Guaranteed sales of 100,000 units annually - (£150,000 + £50,000 + £35,000) = £-45,000
The CBA shows that the net benefit of setting up a delivery network and upgrading the website is -£45,000, which means that the company would incur a loss of £45,000 in the first year. The promised sales of 100,000 copies are not enough to cover the expenses of establishing a distribution network, improving the website, and paying an IT programmer's salary. Additionally, the company should also consider the long-term benefits of the investment, such as the increased control over delivery and fulfilment process, and improved customer experience.
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Calculation:
Total Variable cost = 10.5 Total Fixed cost Fulfillment fees = 50,000 Insurance = 100,000
Total Fixed cost = 150,000.
Total Revenue = 65000*20 = 1300,000
Total benefit = (1300,000 – 150,000) = 1150,000.

Total fixed cost = 150,000 (without rent and salary)
Total variable cost per unit = 10.5 
Total Selling price per unit = 20
BEP = 150,000/ (20-10.5) = 15,789 units.
BEP = 355,000/9.5 = 37,368 units

Costs:
· Amazon fulfilment fees: £50,000
· Loss of control over pricing and return policy
Benefits:
· Guaranteed sales of 65,000 units on Amazon annually, with the potential to increase depending on demand
· Increased visibility and accessibility of Amana's products to customers on Amazon
Net benefit:
· Guaranteed sales of 65,000 units on Amazon annually - £50,000 (fulfilment fees) = £15,000
According to the CBA, the direct sale of Amana's goods via Amazon results in a net advantage of fifteen thousand dollars. This indicates that the firm may anticipate earning an additional £15,000 in income by selling on Amazon as compared to what it would earn if it did not sell on Amazon. Additionally, Amana stands to gain from the increased exposure and accessibility of their goods to a bigger client base, as well as the possibility of increased sales depending on the level of demand for their wares. Having said that, it is essential to keep in mind that you do not have any influence over the price or the return policy. Amana will not have complete control over these elements, and it is possible that the firm could be required to follow the regulations established by Amazon. Additionally, one of the aspects that must be taken into consideration is the intense degree of rivalry that exists on Amazon's many platforms.
Comparison
Mr. Amana has the ability to choose one of two distinct sales channels available on the internet while he is determining which one to employ. Although opening a specialised online shop has the potential to increase annual revenue by 100,000 units, doing so comes with a large initial investment of 200,000 British Pounds (GBP) and ongoing expenses of 35,000 British Pounds (GBP) per year. Despite this, opening a specialised online shop has the potential to increase annual revenue. On the other hand, selling via Amazon would result in annual recurring expenditures of 50,000 GBP while ensuring sales of 65,000 copies each year.
In addition to the investment decision that is involved and is based on the figures that have been presented above, Mr. Amana would need to take into consideration the current visibility of the brand in the United Kingdom, Europe, and the United States, as well as the marketing expenses that would need to be incurred in order to increase brand awareness in these regions. In addition to this, Mr. Amana would also need to consider the marketing expenses that would need to be incurred in order to increase brand awareness in these regions. The fact that it was only operating via offline storefronts in a select few locations within the UK means that it is possible to consider the brand recognition to be confined to just certain regions within the UK, if not the entire country. This is because the offline storefronts were only present in a select few locations within the UK.
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In conclusion, there may be a higher cost associated with option 1, but this will in turn be providing a larger volume of sales, and some of the costs may possibly fall later on, such as upgrading cost, shipping cost, etc.; consequently, this choice will be beneficial to the organisation in the long term. They will be able to continue utilising this option even after the COVID problem has been resolved, and they will be able to provide customer assistance both online and offline. As an overall recommendation, the first option should be chosen as the business will have its full control, however if their marketing is not strong enough they should shift their sales on Amazon as it should attract people to purchase their items.
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