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[bookmark: _Toc89619003]Introduction
Management accounting is the process of providing financial and operational information to management so that they can make informed decisions about the organization. This information includes things such as budgets, forecasts, and performance reports. One of the key aspects of management accounting is its focus on short-term decisions. Management Accounting Information (MAI) is designed to help managers make better decisions on a day-to-day basis, rather than long-term strategic decisions. MAI typically includes data on costs, revenues, profits, and other factors that are relevant to decision makers within the organization. This report divided into two parts; first part shows the preparation of monthly control report which specify the performance of Amana’s Ltd. during the year 2020. The second part provide recommendation to Mr. Amana whether they set up their own online shop or sell on Amazon. 
[bookmark: _Toc89619004]PART A
[bookmark: _Toc89619005](i) Prepare the monthly control report showing original budget, flexed budget and variances:
Monthly Control Report: The monthly control report is a document that provides an overview of the company's performance for the month. It includes figures on revenue, expenses, and profits/losses, as well as a breakdown of sales by product line or service. The report also includes a comparison to budgeted figures, highlighting any areas where actual results differed from expected. This allows management to quickly identify any potential problems or areas of improvement. The monthly control report can be used in a number of ways. For one, it can be used to track progress against specific goals or objectives. It can also help to identify trends over time, allowing management to make more informed decisions about future strategy. Additionally, the report can be used as a tool for forecasting future performance (Davidyuk, 2017).
The monthly control report is typically the responsibility of the chief financial officer (CFO), who will review it with other members of upper management before distributing it throughout the company. It may be distributed by mail or posted online for employees' reference. Many companies have extensive databases that are accessible via employee intranets, making it easy to add the report to a secure section of the site. Employees can then access it anonymously from any computer with Internet access or download a copy onto their local hard drive for future use. In many cases, the monthly control report is accompanied by an executive summary that presents important takeaways from the full document. This makes it easier and faster for managers to get information they need without having to read every detail in the monthly control report (Hanif, 2019).
Flexed Budget: The other main type of budgeting is flexible budgeting. Flexible budgeting allows for changes in the amount of revenue and expenses due to either better or worse performance than expected. For example, a business might have a lower-than-expected income in a given month, but because they have a flexible budget in place, they are still able to stay within their budget by cutting back on some of their spending. Conversely, if the company experiences a surge in income one month, they can allocate those extra funds towards expanding their business. There are two main benefits to using flexible budgeting: it allows companies to be more responsive to fluctuations in revenue and expenses, and it helps them track their actual performance against their planned performance. By being able to track their actual performance, businesses can identify areas where they are under- or over-performing and make the necessary adjustments. Overall, flexible budgeting is a more accurate way of budgeting for a business, as it takes into account both positive and negative changes in revenue and expenses (Li, 2018).
Monthly control report
	Particulars
	Actual (£)
	Original (£)
	Variance
	Favourable/Unfavourable Variance

	Units
	80,000.00
	80,000.00
	
	

	Sales 
Actual: (80,000 x 20)
Original: (80,000 x 25)
	16,00,000.00
	20,00,000.00
	400,000.00
	Unfavourable Variance 

	Less: Costs
	
	
	
	

	Variable Costs:
Materials
Labour
Overhead
	
280,000.00
440,000.00
120,000.00
	
200,000.00
320,000.00
120,000.00
	
80,000.00
120,000.00
0
	
Unfavourable Variance
Unfavourable Variance
Nil

	Contribution (Sales – Variable Costs)
	760,000.00
	13,60,000.00
	600,000.00
	Unfavourable Variance

	Fixed Overheads:
Warehouse Rental
Insurance
Fulltime Warehouse Supervisor Salary
	

170,000.00
100,000.00



35,000.00
	

200,000.00
100,000.00



50,000.00

	

30,000.00
0



15,000.00
	

Favourable Variance
Nil



Favourable Variance

	Profit
	455,000.00
	10,10,000.00
	555,000.00
	Unfavourable Variance

	Particulars
	Actual (£)
	Original (£)
	Variance
	Favourable/Unfavourable Variance

	Units
	80,000.00
	100,000.00
	20,000.00
	Unfavourable Variance

	Sales 
Actual: (100,000 x 25)
Original: (80,000 x 25)
	20,00,000.00
	25,00,000.00
	500,000.00
	Unfavourable Variance 

	Less: Costs
	
	
	
	

	Variable Costs:
Materials
Labour
Overhead
	
200,000.00
320,000.00
120,000.00
	
250,000.00
400,000.00
150,000.00
	
50,000.00
80,000.00
30,000.00
	
Favourable Variance
Favourable Variance
Favourable Variance

	Contribution (Sales – Variable Costs)
	13,60,000.00
	17,00,000.00
	340,000.00
	Unfavourable Variance

	Fixed Overheads:
Warehouse Rental
Insurance
Fulltime Warehouse Supervisor Salary
	

200,000.00
100,000.00



50,000.00

	

200,000.00
100,000.00



50,000.00
	

0
0



0
	

Nil
Nil



Nil

	Profit
	10,10,000.00
	13,50,000.00
	340,000.00
	Unfavourable Variance



[bookmark: _Toc89619006](ii) Using the cost report prepared in (i) above, prepare a report on Amma’s performance during the year 2020:
Performance Report
Amana Ltd. is having a weak year. The Covid-19 pandemic has led to restrictions against movement and travel which has ultimately led to the decline in sales. Amana Ltd. is expecting sales of £100,000 however after factoring in various expenses, their revenue falls short at £80,000. Even with selling prices falling 20% from £25 to £20 per unit, they still deal with substantial unit cost increases due to material (£2.50 to £280,000) and labour costs (£4 to £440,000). Overheads increase by 10%. This leads them with an overall loss of 760 thousand pounds (budget vs actual). The company’s warehouse rental remains unchanged which leaves the insurance as the only fixed overheads that have been affected with an increase from £100,000 to £170,000. There is also a reduction in the fulltime warehouse supervisor’s salary by 20% with a drop from £50,000 to £35,000 per annum. The company’s flexed budget was more accurate than their original budget as they were able to sell souvenirs at a lower price while maintaining the same number of units sold. The actual results show a bad performance of Amana. The selling price per unit has improved but the costs are not under control (Macchia, 2019). The fixed costs are under control. The overall profitability has under-performed. 
Amana Ltd. is not as profitable as it had been in past years which will lead them to reconsider their revenue and cost structure going forward. Amana Ltd. should focus more on demand for their products instead of positioning themselves according to the industry like tourism. The company should reduce unit costs and seek alternate means of obtaining ingredients and materials (i.e sourcing locally). Amana Ltd. may need to lower prices of products across the board if they want consumers to continue buying their souvenirs. Amana Ltd. is currently selling souvenirs for £20 per unit, however, it was estimated that it would sell for £25 per unit. This results in a total loss of £760,000 (budget vs actual). The main factors contributing to this loss were an increase in material and labour costs as well as an increase in overhead costs. In to combat these losses, Amana Ltd. should focus on demand for their products instead of positioning themselves according to the industry like tourism. They should reduce unit costs and seek alternate sources for obtaining ingredients and materials (i.e., local sourcing). Amana Ltd. may need to lower prices across the board if they want consumers to continue buying their souvenirs, they should also consider expanding into different markets as a means of generating different types of revenue (Malina, 2018). Although the Covid-19 pandemic has had a negative impact on tourism and Amana Ltd. specifically, there are still opportunities for the company to rebound if they make the necessary changes.
[bookmark: _Toc89619007](iii) Provide recommendations to Amma’s CEO on areas of improvement: 
Amana Ltd. is going through a tough time and the CEO of the company needs some concrete actions which will help her business get on its feet again. In this case, it is necessary to focus on increasing revenue by selling more units at a higher selling price while reducing variable costs. 
There are various ways in which Amana can increase their revenue: 
1) Increasing their selling price for each unit from £25 to £30 without changing the variable costs will lead to an increased contribution of £2 per unit, thus leading to a total increase of £40,000 in revenue. However, this option might not be ideal as it might affect sales volume leaving Amana with a smaller stock of items to sell. This option is not recommended.
2) Increasing the selling price from £25 to £30 while reducing variable costs from £20 per unit to £12 will lead to an increased contribution of £8 per unit, thus leading to a total increase of £80,000 in revenue. This option will help reduce losses and contribute more towards Amana’s fixed overheads as well. This option is recommended (Modell, 2017). 
3) Selling at a discounted rate of (£25-£5) for a limited period can also be a good marketing strategy which might improve sales volume and even attract some new customers who were not able to purchase items due to high prices previously. However, this option might result in large inventory of unsold souvenirs after the period ends which would use up the company’s working capital. Thus, this option is not recommended.
4) Selling souvenirs online to customers who could not visit physical stores because of lock down will help increase Amana’s revenue by £100,000 while also reducing their fixed overheads. Thus, this option is recommended. 
Variable costs can be reduced through various ways including: 
1) Reducing variable costs for materials from £2.5 per unit to £2 per unit while leaving other variables unchanged (selling price and labour costs remain unchanged). This will lead to an improved contribution margin of £0.5 per unit, thus leading to a total increase in revenue of (£20,000). However, this might result in poor quality products which could affect customer satisfaction. This option is not recommended.
2) Reducing the number of full-time warehouse staff from 4 to 3, while maintaining other variables unchanged will lead to a reduction in variable costs by £120,000 per annum. This option is recommended as it will help reduce losses and contribute more towards Amana’s fixed overheads. 
3) Reducing overhead costs from £1.50 per unit to £1 per unit will lead to a reduction in variable costs by £30,000 per annum. However, this option might not be feasible as some of the overhead costs are necessary for the company to function properly (e.g., insurance). This option is not recommended (Nishimura, 2019).
It is evident that the CEO of Amana needs to focus on increasing revenue while reducing variable costs. The options mentioned above can help achieve these objectives and improve the company’s financial position.
[bookmark: _Toc89619008]PART B
[bookmark: _Toc89619009]Report to Mr. Amana
Mr. Amana's choice to shift 50% of their sales from offline to online is a prudent decision which was ideal for boosting the company's sales. His company's outlets in Brighton, Birmingham city centre, and Manchester city centre could only serve a small area/section of the population. While the existence of these businesses would increase Amana Souvenirs' loyalty base, the opportunity to attract new customers would be limited due to the significant costs connected with physical storefronts. By channelling half of its forecasted sales via an online strategy targeting the United Kingdom, Europe, and the United States, Amana Souvenirs has the potential to enormously grow its market and client base. Simultaneously, it may plan to reposition/revamp its remaining offline locations in order to better serve its domestic client base and loyalists. The business owner, Mr Amana needs to decide between selling on Amazon or setting up his own online shop to sell from. Before deciding from which route to go through with, cost factors of each have been considered by the company (Scott, 2019). 
In terms of setting up their own online store: Amana has set into consideration that an initial £10,000 will be required for start-up costs and they will require a further £100/month in order to keep it running. Also, the owners of the company were considering hiring a full-time programmer at a salary of £35,000 per year (White, 2019). This would only put more strain on the business itself as this individual would need constant supervision and direction. Added to this, there is also the cost of delivery network that needs to be taken into account. It has been estimated that £150,000 would be needed in order to set up a delivery system for customers in the UK, Europe and US. Altogether, with all of these costs considered, it can be seen that £295,000 is required for Amana to have their own online store – which could potentially lead to increase in sales. 
Alternatively, if they were to sell on Amazon: Amana would need to bear in mind that they will need to pay Amazon fulfilment fees amounting to £50,000. Additionally, due to high levels of competition on Amazon between sellers, it is forecasted that Amana would only achieve a guaranteed sales of 65,000 units on the platform. Although, this number is potentially subject to increase as it largely depends on market demand (Tănase, 2021). 
Returning to costs, it can be seen that Amana would need to spend £50,000 in order for their products to be sold on Amazon. This leaves the company with a total cost of £100,000 should they decide to sell through this ecommerce giant. It can be seen that, overall, Amana faces less start-up costs if they were to choose to sell through Amazon. However, their returns and profits are likely to be lower than if they were to set up their own online store. In contrast, should the company decide to go down the route of setting up their own online store, they could potentially see an increase in sales and higher profits. This is due to the fact that they will have complete control over what they sell, how much they sell it for and return policies. Overall, Mr Amana should carefully consider all factors before making a decision on where to sell his products from. By weighing up the pros and cons of both selling through Amazon or having his own online store, he can make an informed choice that is best for his company.
Considering the above, it would be prudent for Mr. Amana to explore selling through Amazon initially, for at least 1-2 years. While it is anticipated to encounter stiff competition in this seller sector, it will offer accurate feedback to Mr. Amana on the items' acceptability in the targeted markets and will tailor marketing strategies appropriately in order to enhance customer awareness and loyalty over time. Mr. Amana may consider transitioning to a specialised online shop for Amana Souvenirs after considerably growing the product's brand recognition in the targeted market for the first 1-2 years (Weetman, 2019).
[bookmark: _Toc89619010]Conclusion 
This report concluded that management accounting is an important aspect of any business. It helps businesses track their financial performance and make informed decisions that will help them improve their bottom line. Management accountants use various tools and techniques to collect and analyse financial data, which they then use to provide insights and recommendations to business owners and managers.
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