


[bookmark: _Toc80612605]Management Accounting
                                Module code:LCBB5002
Student Name: Lucian Mirica
Student ID: 2013041
Lecturer: Winifred Soribe 
                  Rita Ukachi-Lois


























[bookmark: _Toc90032856] Executive summary
Amana Ltd. Is going through a drastic downfall in the industry because of the sales collapse and market price drop in the market. The covid-19 pandemic has affected businesses all over the world. This is one of the major reasons behind the downfall of Amana Ltd. Moreover, labor cost, selling variance, contribution margin, and material variance of raw material is also unfavorable for the smooth running of the business. Management is one of the dominant success factors of an organization that was lacking in Amana Ltd. To face these challenges, the organisation has to improve its sales first. There are many solutions but the most feasible way might be adopting and improving the sales and marketing in the online sector. The interest and practice of online trading are growing and the organisation can implement this strategy to improve sales.
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[bookmark: _Toc90032858] Introduction
The key aim of this report is to put light on the implementation of different tools and flexible budgets to evaluate the overall performance of Amana Ltd. is a family business that sells souvenirs to customers. Calculating the variances on the budgeted amount of Souvenirs sales is the first objective of this report. Performance analysis with an elaborate discussion of variances is discussed afterward. The latter part of the report will put light on possible and feasible recommendations and advice for Amana Ltd. which is to improve its online sales and marketing for increasing competence in the business. It can also use other e-commerce platforms like Amazon, eBay, or Etsy.  
[bookmark: _Toc90032859]Part A
[bookmark: _Toc90032860]Construction of a monthly report containing Amana Ltd's monthly planned budget, flexible budget, and quantity variances
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Table: Calculation of Planned budgetary income statement, flexible budgetary income statement with their variance
Comment: A flexible budget is a budget that tunes with the level of activity or volume of a company. This budget “flexes” with the changed costs of business regularly. On a different note, a flexible budget treats the expenses and revenues that are originated from the currently manufactured products, and future expenses and revenues are calculated from this. It can be observed from the structure that Amana Ltd. goes through unfavourable revenue variances because of the downfall in the souvenir sales (EISEN, 2019). It shows that Amana Ltd. has failed to control the costs efficiently. The activity variances show an unfavourable result. Although having many areas of advantages and opportunities, the organisation failed to conduct a favourable net profit quantity variance. The quantity variance of revenue was greater than that of the costs it incurred. The structure shows that the favorable quantity variance of revenue previously was 500,000 while the quantity variance of the cost was 160,000. For this, the organisation had an unfavourable quantity variance regarding contributing, resulting in a net profit worth of 340,000. It is the responsibility of accounting managers to analyze the macro and micro scenarios of organisation and assess to estimate the future health of the organisation (Pohl and Pohl, 2002). A flexible budget is used to evaluate this situation because it assists the managers to adopt the required measures if the business undergoes more adverse situations in the future. A flexible budget precisely reflects the financial situation of the business. It is used to assess the expense, revenues, cost, and profit when the company makes more sales in the market. One of the key differences between the flexible budget of the previous year and the current year is Variances (Horngren and Harrison, 2015). Variances focus on the performances that were estimated and the real standard of performance in a definite accounting period.
[bookmark: _Toc90032861]The construction of performance report of Amana Ltd
A performance report addresses the output of a project or a set of activities of the organisation. It makes a comparison between the estimated or budgeted outcome with the real outcome in a certain level of an accounting period to evaluate the current performance of the orgnisation. A performance report deals with the quantity, spending variance, and earning of the company. A quantity variance is a difference between the expected usage of a resource and the real usage for a certain period (EISEN, 2019). This is generally implemented to direct materials in the sector of manufacturing. However, it can be applied to the area of the factory, the period of machine hour per day and, etc. For example, if 20 pounds of the standard quantity of copper is needed to make a machine and in reality, 21 pounds of copper is used, then the quantity variant can be said as 1 pound. Putting light on all the variances, the performance report of Amana Ltd. is calculated below:
Amana Ltd.
Performance report
For the year ended 2020
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Comment: It can be observed from the table that the revenue variance and quantity variance of Amana Ltd. is 400,000 and 500,000 respectively. This indicates an unfavourable variance (Jones, 2013). According to the executive managers of Amana Ltd, the key factor influencing the variance is the low-cost selling in the market. The business had an objective to sell 100,000 pieces of Souvenirs. Unfortunately, it failed due to the decreasing demand for Souvenirs in the market. However, the marketing managers of Amana Ltd. complain that the dominant factor affecting the consumption level of souvenirs in the market is the after-effects of the Covid-19 pandemic. The normal income level of people was severely declined as most of the people had lost their jobs for a long period. It resulted in the decline of consumption too. Hence, they were forced to cut down the consumption of souvenirs which affected the estimated sales of Amana Ltd.
The observation also reflects that the final revenue variances of Amana Ltd are 900,000. Of this, 400,000 variances are acquired from the lowering down of market price. The remaining 500,000 variances were the outcome of the cutting down of many other sales in the market. Moreover, the variable cost variance was not in a good situation because of the frequently changing sales quantity. Such an unfavourable variable cost variance is a clear indication that the organisation was not able to control the variable cost. Effective control of variable cost is a very important requirement for an organisation to have sales growth in the market and to maximize its profit.
The human resource department is responsible for controlling and maintaining the employees for the highest yield of production with minimum resources. The high labor cost variance reflects the poor management of the human resources of the organisation. The favourable fixed cost is acceptable as it is not fully possible to regulate the fixed costs. The managers argue that the fixed cost is meant to mean to reside in the favourable situation because of the supposition of insurance premiums, cutting down of interests from commercial banks, and other assistance with which Amana Ltd. could have controlled fixed costs (Fazlollahi, 2002).
Again, the labor costs, sales costs, raw material costs, and advertisement expenses were not under the control of the organisation. It is because of the limitations of the international supply chain and lockdown influence due to the covid-19 pandemic. The overhead costs were also raised because of the inefficient management of the company. The quantity variances differed from the revenue variances on a high range. Hence, the net operating margin, the gross, and the net operating margin were also not up to the mark. As from the structure, the net profit variance of Amna Ltd. was 895,000. Of this total variance, 340,000 was the result of the downfall of demand in the market. The remaining variances were the result of sales price fall from the Covid-19 pandemic influence on the industry.
[bookmark: _Toc90032862]Suggestions to Amana Ltd's management about the sectors where improvements can be made
One of the key suggestions of the management of Amana Ltd. is the company should focus on the demand for souvenirs in the market. The company went through huge variances of costs and revenues. Hence, the company needs to focus on sales growth, market demand, and market share. Although the Covid-19 pandemic has hindered the growth of sales of many businesses, many companies implied alternative options for the distribution of their product. The adverse situation will not withstand for upcoming years. If Amana Ltd, further waits for the total lifting up of the environmental challenge, the sales will fall drastically. The company should think of conducting business operations through the available online platforms (Hanson, W.A. and Kalyanam, 2020).
One of the key ways to acquire a competitive edge in the market can be the adoption of other distribution and sales options for the advantage of customers. The previous sales and distribution were profitable but not compliable to the current status of international business. An effective option can be using e-commerce platforms such as Amazon, eBay, Etsy, etc. to reach their customers. The organisation can also plan for a new network for distribution and sales of their own and develop the network. The network development will be more efficient if the company wants to have firm control over its supply chain. The e-commerce platforms will be a better option if the organisation wants to improve its delivery costs and brand value in the international industry (Blaise, Halloran and Muchnick, 2018). Moreover, the organisation will be able to sell the Souvenirs to a new global customer base. As a key to establishing a cost-cutting strategy for an online delivery system, selling its product on platforms such as Amazon will be more effective. Of the two options, planning for a delivery system of its own is a more feasible way for Amana Ltd. With this, the managers will have better and effective control over the supply chain of the organisation. Also, they will be able to plan and implement innovative strategies for selling and distribution problems.
Another key factor to work on the organisation’s delivery system is to cut down excess fixed costs. E-commerce platforms require advanced efforts to increase competency. The technical infrastructure of these platforms is very expensive and needs a huge investment to start. It also requires updating with the concurrent features to comply with the changing customers. Such technological costs are a great disadvantage for businesses that are trying to maximize their sales.
[bookmark: _Toc90032863]Part B
[bookmark: _Toc90032864]The analysis of the alternatives of selling of Amana Ltd’s products with online platforms
The after-effects of the Covid-19 pandemic are slowly fading away. Still, it is not always possible for the customers to move from one location to another for shopping purposes. Stores and physical showrooms are located in shopping malls or roadsides which still have safety issues. Hence, it is not a feasible idea for Amana Ltd. to distribute the products in the stores and shops as the consumer movement is restricted (Bhatti, Basit and Raza, 2020).
The global e-retail revenues are estimated to grow into 5.4 trillion US dollars by 2022. Hence, with the increase in sales, the competition and challenges coming with e-commerce retailing is a growing concern for global businesses. To enter into the e-commerce market and acquire related competitive advantage within a short time can be troublesome for the organisation (Kimmel, 2018). In the case of their delivery network, the managers will be able to analyse the target market, shops, and stores and take related decisions regarding the sales in the target market. The online channel is free of the key competitors that had to be faced in the e-commerce platforms. Again, selling on e-commerce platforms requires fees or percentages for selling the products of a particular organisation. Amana Ltd. will be free from these fees if it can make its delivery network.
Again, e-commerce websites are wholly dependent on internet connections. A key disadvantage of e-commerce is hindering the buying process because of internet server problems. Site crashes can bring the whole business down in a few seconds as numerous businesses are competing on the site every second. It is almost impossible to regulate a good internet connection in the seller and buyer ends. There also lies severe tax issues for e-commerce retailing. Although e-commerce websites can be accessed in most of the world, customers from different countries have to pay different taxes for products. As a result, it might become difficult for Amana Ltd. to calculate the final sales tax imposed on a particular product for different locations. Hence, consumers are often seen avoiding e-commerce sites which act as a declining factor for the businesses (Bhatti, Basit and Raza, 2020).
If Amana Ltd. can plan and implement an effective delivery network, it will be able to ensure more sales than e-commerce websites. The organisation has lost about £500,000 because of its poor sales control. It has also lost £895,000 because of the decline in sales quantity in the current year. Hence, there are no other feasible ways to get back on track to compete in the market without focusing on the increase of sales quantity. This can be done through the effective conducting of own delivery network and highest number of delivery can be done to customers with fewer costs.
A contrasting opinion can be granted about the development of own delivery network for Amana Ltd. The key advantage of an e-commerce website is that it has no geographical limitations . Own delivery network of Amana Ltd. can have geographical boundaries, but with an e-commerce website, the company can trade worldwide. There is a potential market of customers who have a demand for high-quality souvenirs. Amana Ltd. can take this chance to grow their sales. It can act as a key factor influencing the growth of sales in the e-commerce website and come around from its past loss. Every second, millions of people are visiting their favorite e-commerce website to purchase their required goods. For its delivery system, Amana Ltd. will not reach such a large customer base. It has started from the bottom with efficient marketing programs and campaigns. Again, this will need a huge amount of investment that the organisation is currently lacking off. If the company does not adopt such marketing and advertisement procedures, the sales growth and revenues will not be acquired at the required rate (Blaise, Halloran and Muchnick, 2018). This huge expense of advertisement activity does not apply to e-commerce websites. The cost of delivery is not also a concern for the businesses.
However, such investments in marketing campaigns can be maximized by focusing on social media platforms to advertise the brand name. By increasing the search engine optimization through platforms such as Google, Facebook, Instagram, etc, the company can reach its target customer base within a short time. Moreover, the sales expense on such social media platforms requires almost zero cost. Also, with social media platforms, Amana Ltd. will be able to communicate with the customers more easily and fast which can be applied to grow and correct its strategy in the way. The company will be able to reach customers and grow its sales within a minimum time.
From the factors discussed above, it can be assessed that Amana Ltd. can adopt its delivery system strategy to reach and sell to its customers. The managers will have complete control over the supply chain and delivery procedures. As a result, the difference of variances can be minimized with higher sales within the shortest possible time.
[bookmark: _Toc90032865]Conclusion
From the calculations of variances of Amana Ltd, it can be assessed that the sales had a great downfall in the market which triggered the drawback of the profit margin of the organisation. Moreover, the variable costs of the company are higher than the estimated version. Amana Ltd. can think to shift its strategy of sales by adopting multiple selling plans. A good example of a new plan can be improvising on the online order and delivery method. This will save time and cost to deliver the products to the desired locations of customers. With such measures, the organisation can improve its sales and have a competitive edge in the market.
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Items  Flexible budget Planning Budget Variance  Favorability of the variances 

Units of Souvenirs Sold (Q) 80,000.00         100,000.00       

Revenue (25.00Q) 2,000,000.00    2,500,000.00     (500,000.00)   Unfavorable 

Variable expenses

Raw materials(2.50Q) 200,000.00       250,000.00        (50,000.00)     Favorable

Labor Expenses(4.00Q) 320,000.00       400,000.00        (80,000.00)     Favorable

Overhead Expense (1.50Q) 120,000.00       150,000.00        (30,000.00)     Favorable

Total Variable Expense  640,000.00       800,000.00        (160,000.00)   Favorable

Contribution Margin 1,360,000.00    1,700,000.00     (340,000.00)   Unfavorable 

Fixed Costs

Rent of Warehouse (200,000) 200,000.00       200,000.00        - -

Insurance Expense (100,000) 100,000.00       100,000.00        - -

Salary of the Full-time Warehouse Supervisor(50.000) 50,000.00         50,000.00          - -

Total Fixed Expense 350,000.00       350,000.00        - -

Total Expense  990,000.00       1,150,000.00     (160,000.00)   Favorable

Net Profit or net Operating Profit  1,010,000.00    1,350,000.00     (340,000.00)   Unfavorable 

Source: Author 
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Items Actual Peformance Revenue spending variancesFavorability of Revenue and Spending Variances Flexible Budget Activity of sales quantity variances Faborability of the quantity variances Planning Budget 

Units Of Souvenirs Sold (Q) 80,000.00        8,000.00           100,000.00       

Revenue (25.00Q) 1,600,000.00   (400,000.00)                        Unfavorable 2,000,000.00    (500,000.00)                                  Unfavorable  2,500,000.00    

Variable Expense  - - - - - -

Raw materials (2.50Q) 280,000.00      80,000.00                           Unfavorable 200,000.00       (50,000.00)                                    Favorable 250,000.00       

Labor Expense(4.00Q) 440,000.00      120,000.00                         Unfavorable 320,000.00       (80,000.00)                                    Favorable 400,000.00       

Overhead Expense (1.50Q) 120,000.00      - - 120,000.00       (30,000.00)                                    Favorable 150,000.00       

Total Variable Expense 840,000.00      200,000.00                         Unfavorable 640,000.00       (160,000.00)                                  Favorable 800,000.00       

Contribution Margin 1,160,000.00   (200,000.00)                        Unfavorable 1,360,000.00    (340,000.00)                                  Unfavorable  1,700,000.00    

Fixed Costs - - - - -

Rent of Warehouse (2000,000) 170,000.00      (30,000.00)                          Favorable 200,000.00       - - 200,000.00       

Insurance Expense (100,000) 100,000.00      - - 100,000.00       - - 100,000.00       

Salary of the Full-Time Warehouse Supervisor (50,000) 35,000.00        (15,000.00)                          Favorable 50,000.00         - - 50,000.00         

Total Fixed Expense 305,000.00      (45,000.00)                          Favorable 350,000.00       - - 350,000.00       

Total Expense  1,145,000.00   (155,000.00)                        Unfavorable 990,000.00       (160,000.00)                                  Favorable 1,150,000.00    

Net Profitr or Net operating Profit  455,000.00      (555,000.00)                        Unfavorable 1,010,000.00    (340,000.00)                                  Unfavorable  1,350,000.00    

Source: Author 


