1


[image: Text

Description automatically generated]




	Programme: 

	BA Business Management 

	Module: 

	Management Accounting 

	Module code: 

	LCBB5002                                                          

	Lecturer: 

	Zainab Atta

	Assignment Title: 
	Assignment 2  
Written Report  

	Student Name:

	Bilyana Veselinova Nikolova

	Student ID:

	1916915









Management Accounting
Introduction 
For a business to be successful through its operations and activities, there is need to invest on the management accounting that shape the business activities and help realize the goals and objectives set. Management accounting is a process that would help in providing financial and operational information to the management in a business so that they are able to make informed decisions regarding the organization performance (Scott, 2019). The information considered include budgets, forecasts, and performance reports. The main focus by the management accounting is on the daily short term decisions that help run the organization activities and in realizing profits through proper management of revenues (White, 2019). In this report, the first part contains the preparations of control report showing the original budget, flexed budget and variances, while the second discuss on key recommendations to Mr. Amana in making the decision on whether to come up with their own online shop or choose to sell on Amazon. 
PART A:
(i) Prepare the monthly control report showing original budget, flexed budget, and variances. 
Monthly Control Report: 


	Items
	Cost per unit
	Original
	Fixed
	Actual
	Variance

	Units
	
	100,000
	80,000
	80,000
	

	Selling price
	      25
	25
	20
	    20
	      5 UF

	Revenue
	
	2,500,000
	2,000,000
	1,600,000
	400,000 UF

	Variable costs:
	
	
	
	
	

	Material
	      2,5
	250,000
	200,000
	280,000
	80,000 UF

	Labour
	      4
	400,000
	320,000
	440,000
	120,000 UF

	Overhead
	     1,50
	150,000
	120,000
	120,000
	0

	Contribution
	     17
	1,700,000
	1,360,000
	760,000
	600,000 UF

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	  200,000
	200,000
	200,000
	170,000
	30,000 F

	Insurance
	  100,000
	100,000
	100,000
	100,000
	0

	Fulltime supervisor salary
	  50,000
	50,000
	50,000
	35,000
	15,000 F

	Profit
	
	1,350,000
	1,010,000
	455,000
	555,000 UF



This is an important management accounting document that shows the company’s performance for a given month of operations. The report includes the figures on revenue, business expenses and the profits/losses together with the sales by product line or service line. For an organization to realize a complete monthly report, it is important to note down the budgeted figures and highlighting the key areas that the actual values are different from the budgeted values (Macchia, 2019). The differences between the actual and the budgeted values may enable the business to make profits or losses depending on the execution of individual roles at any time. The chief financial officer has the responsibility of preparing a monthly control report that would be reviewed and evaluated in detail before it is to other members in the upper management and later distributed to all the stakeholders in the company (Nishimura, 2019). The report may be distributed to other members through mails, or posted on the organizations website for any future reference. The employees in the organization may be provided with a chance to access the report through intranets whenever they are on internet and review the areas that need improvement. 
Uses of the monthly control report 
The monthly control report may be used to track the progress of the business activities that are directed at attaining the specific goals and objectives set by the management (Scott, 2019). The report is also important as it may be used to track any trends that happen in terms of technology and media platforms and hence help conduct analysis of the available options that would increase the output and limit the input costs. The report help the management to make more informed decisions regarding the activities that need to be followed throughout the workplace so as to ensure that the profits are maximized (Nishimura, 2019). The future strategies of the business may be developed from the monthly control report and hence enable the management and investors predict the future outcomes and results of specific activities. The report shows the monthly control report for Amana’s original budget. 
Flexed Budget: 
Flexible budgeting is an important type of budgeting that a business should consider throughout its operations with the main intention as to ensure the business is successful in attaining the goals and objectives set. A flexible budget is a budget that enable a business to make changes in the expenses and amount of revenue based on the state of performance. The decisions made while using a flexible budget may be based in response to worse or better performance of the business in terms of balancing the revenue and the expenses within the organization (Macchia, 2019). 
A business using a flexible budget is able to use a lower-than-expected income at the beginning of the month and by the end of the month adjust accordingly cutting on costs in areas that the business performs well. The extra costs identified in specific areas of performance may be allocated to the areas that are performing poorly and hence ensuring that the business expands with the challenges present and performs better towards achieving the set goals and objectives (Tănase, 2021). The flexible budget help a business to keep track of the actual performance with adjustments made on the areas that are not well performing (Scott, 2019). The flexed budget shows the possible Amana’s performance in presence of the sales and variable costs.

(ii) Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020. (20 marks) 
Performance Report 
From the analysis shown in both the flexed budget and monthly control reports, it is evident that Amana Ltd is encountering a challenge through the year. The decline in the amount of sales may have been caused by the many restrictions introduced by the government on movement and travel during the COVID-19 pandemic (Weetman, 2019). The businesses attempting to pick up from the effects of COVID-19 have experienced reduced amount of sales and hence this must have been the same effect on Amana Ltd. The expected amount of sales at Amana Ltd. was at £100,000 but upon encountering the expenses, the revenue dropped and stood at £80,000. Despite the fact that the amount of selling prices falling by 20% from £25 to £20 per unit, Amana Ltd still had a deal with the substantial unit cost increase because of the material change from £2.50 to £280,000 and the labor costs increasing from £4 to £440,000. 
The increase of the overhead costs by 10% would cost Amana Ltd a total loss of £760,000 comparing the budgeted amount against the actual values. The insurance is left as the only fixed overhead after the company’s warehouse rental does not change because of the effect by the increase from £100,000 to £700,000. The performance indicates that the Amana Ltd displayed a reduced fulltime warehouse supervisor’s salary that decreased by 20% which is a drop of £50,000 to £35,000 per annum. 
Generally, considering the flexible budget for the Amana Ltd, the values were more accurate than the initial budget because of the fact that the company managed to sell the souvenirs at a lower price and at the same time maintaining the number of units sold (White, 2019). The values presented as the actual values for both the monthly control report and the flexed budget indicates that the company depict a bad performance. The costs fail to have any control while the selling price per unit improving with the current Amana Ltd operations. Finally, we note down that the profitability of the Amana Ltd has underperformed as the fixed costs remained under control despite the shifts in the amount of expenses during operations. 
With the current progress, it is important for Amana Ltd to reconsider the revenue allocation and cost structure going forward so as to regain the profitability as evident in the past years (Weetman, 2019). The demand for the Amana Ltd products should be the main focus by the management rather than positioning themselves like a tourism industry. Amana Ltd need to restructure its unit costs and seek to gain an alternative option of obtaining the materials and the ingredients required, mainly through local sourcing. It would be important for Amana Ltd to lower the product prices in all the aspects of the products to increase the customer zeal of buying the products any time (Hanif, 2019). The number of sales would automatically improve and the management would make huge profits as expected. 
An increase in the labor and material costs and increase in the overhead costs has made Amana Ltd to experience losses because the management went ahead to sell its souvenirs at £20 per unit while the expected price was at £25 per unit. As a way of increasing sales and improving performance, Amana Ltd need to expand the different markets so as to generate more revenue from sales made to customers. The Amana Ltd still have an opportunity to increase its services and sales despite the negative impact that COVID-19 posted on tourism.

 
(iii) Provide recommendations to Amana’s CEO on areas of improvement. (15 marks) 
Based on the results for the analysis done on Amana Ltd performance, it is evident that the management is going through a hard time and there is need for the CEO to make necessary changes that would lead to a gain in the business. The management at Amana Ltd need to focus much on increasing the amount of revenue available by selling more units at a better price while at the same time lowering the variable costs. 
Recommendations on how Amana Ltd may Increase Revenue 
Amana Ltd need to increase the selling price for each unit from £25 to £30 and decrease the variable costs from £20 per unit to £12 per unit. This would mean that the company would encounter an increase in contribution of £8 per unit and in total gathering £80,000 as revenue. This is an option that would help the management to reduce the losses made during operations and contribute more on the Amana’s fixed overheads. 
I recommend that Amana Ltd should choose to sell its souvenirs online to customers who may not be able to access its physical stores. Customers who have busy schedules would get a chance of purchasing the products offered by the company in their locality and the products may be shipped to them within a short time. The delivery services offered by Amana Ltd should focus on ensuring that the products get to the customers in good quality and meet the intended purpose. The Amana Ltd at the same time would work to reduce the fixed overheads and as a result realize a £100,000 increase in revenue. 
The following are recommended ways that Amana Ltd would use to reduce the variable costs; The Company need to reduce the number of the full-time warehouse staffs from 4 to 3 and at the same time maintaining all other variables. The other variables need to remain unchanged and hence as result reduce the variable costs from £120,000 per year. This would be an important step taken by Amana Ltd management as it would help lower losses and increase the amount of fixed overheads. 
The CEO of Amana Ltd need to mainly focus on increasing the revenue while at the same time reducing the variable costs so as to sustain all the activities within the company operations (Malina, 2018). The overhead costs may be reduced from £1.50 per unit to £1 per unit which automatically would lower the variable costs by £30,000 per year. When the company execute a proper functionality, it would then be possible to establish the recommendation and realize positive change in the company’s outcome. 
PART B:
Required: In your report, provide an analysis of Mr. Amana’s decision to go online and advise if they should set up their own online shop or sell on Amazon. You should take into consideration all the relevant costs. 
In my opinion, the idea of moving 50% of the sales at Amana Ltd from offline route to an online platform is a good one because it would count to a positive deviation in terms of profitability. The two businesses, Manchester city center branch and the Brighton branch at Birmingham city center would only be able to serve a small group of people within the locality. The presence of the stores at the branches help the management gain a great loyalty base and have the potential of reaching new customer bases. 
An online model that would target the US, Europe and UK customers would enable Amana Ltd to increase the market and the customer base with the sales increasing over time. With an online platform, Amana Ltd would be able to strategize to revamp the many offline stores and help cater for domestic customers. Mr. Amana have two options; one to set up his own online shop where he would sell his services and products or two to sell on Amazon. The cost factors of each option have to come in place before the decision is made and based on the performance of the company in terms of revenue. 
In setting up his own online store to sell the products, Amana has to pay an initial cost of £10,000 as start-up costs and demand for a further £100 monthly so as to keep the business running. Amana Ltd would also be required to pay a cost estimated to be £150,000 for setting up the delivery network that would help deliver products and sell online to customers in the UK, US and Europe. In addition, the company also intend to hire a fulltime IT programmer who would wish to be paid a total of £35,000 per year. In total, Amana requires £295,000 to own an online store that would sell online to customers at US, UK and Europe and as a result increase the amount of sales made any time. 
On the other hand, Mr. Amana have the option of selling through Amazon where he would be required to be a fulfilment fees that totals to £50,000. With the increased level of competition by companies selling online at US, UK and Europe, it would be possible for Mr. Amana to forecast and guarantee a total of 65,000 units on sales through the platform. The market demand is a subject that would influence the amount of sales that would be made through the Amazon platform and hence the amount may fluctuate with time. A key challenge identified with this method is that there would be lack of control over the pricing and the return policy that need to be clear to the customers. 
Considering the two cases above, I recommend that Mr. Amana should make the decision of setting up its own online store where it would gain sufficient comfort. As a start-up cost, Amana is expected to pay a total of £150,000 to sell at Amazon if it’s to make the decision to sell through his own online store. The overall returns that come with setting up an online store are tremendous as it would not require choosing another store in the near future. This is because if Mr. Amana sell through Amazon, after about 1-2 years, he would be required to vacate the store and face the competition the market afresh. The acceptance level of the products through the online store would provide Mr. Amana with enough confidence to face any market competition. Amana Ltd should choose to conduct customer awareness campaigns upon settling on its own online store especially in the target market for the first few years in operation. 
Conclusion 
The report compiled above on the management accounting for Amana Ltd is an important aspect of establishing a successful business in terms of operations. The financial performance (both the amount of revenue and expenses) matters in realizing the success of the business in attaining the set goals and objectives in the market. It is possible for the management at Amana Ltd make informed decisions that would help realize better performance of the company. The various management tools and techniques used during analysis should be considered as positive insights towards establishing a successful strategy in management. Both the flexed budget and the monthly control report should be used by the Amana Ltd management so as to realize huge profits and gains with the variable costs held constant. 
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