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MANAGEMENT ACCOUNTING



Executive Summary 
Management accounting is branch of accounting which is used in internal management and decision making or organisation. Management accounting has been used in Amana Ltd for understanding the performance. The company was operating successfully in last 40 years. But, Covid-19 has declined performance of the company. So, the study sheds light on performance analysis of Amana Ltd. Original budget, flexed budget and variance analysis has been made for the company. The company has an option to operate by own online shop or operate through Amazon.com. Mr Amana’s decision to operate on an online platform has been also analysed in the current study. 
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[bookmark: _Toc68889771]Introduction
Management accounting is used by managers of business as provision of accounting information. Whether the company conducts short-term or long-term operations management accounting information helps in decision making process. The study sheds light on performance of Amana Ltd. It is family owned tourist business in UK and sells souvenirs to tourists. The study includes monthly control reports, performance analysis reports and budgets for Amana Ltd. Variance analysis for Amana Ltd has been made for recommending the CEO of Amana Ltd on the areas of improvement. Further, advice has been provided to Mr Amana the CEO of Amana Ltd for either operating by own online shop or selling souvenirs on Aman.com.                  
[bookmark: _Toc68889772]Part A
[bookmark: _Toc68889773](i):- Monthly control report showing original budget, flexed budget, and variances
Monthly control report reviews financial performance of an organisation on monthly basis. It can be prepared by internal stakeholder or external experts according to requirements of organisation (Lieber and Skimmyhorn, 2018). Monthly management control reports have key elements i.e. operational performance, financial statement and budget (Turner et al. 2017). In case of Amana Ltd, monthly control reports have been made by help of original budget, flexed budget and variance analysis. Conducting budgetary analysis of Amana Ltd would help in improving performance in post pandemic situation.
Original budget: Original budget is financial plan which is used by commercial business for meeting long-term and short-term requirements (Pavlatos and Kostakis, 2018). According to original budget, Amana Ltd has sold 100000 units at £ 25. The company has £ 17 contribution on sale of souvenirs.  
	Original Budget of  Amana Ltd for 2020

	Items
	Jan-20 (£)
	Feb-20 (£)
	Mar-20 (£)
	Apr-20 (£)
	May-20 (£)
	Jun-20 (£)
	Jul-20 (£)
	Aug-20 (£)
	Sep-20 (£)
	Oct-20 (£)
	Nov-20 (£)
	Dec-20 (£)
	Total (£)

	Sales
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Revenue from souvenirs 
	208333
	208333
	208333
	208333
	208333
	208333
	208333
	208333
	208333
	208333
	208333
	208333
	2500000

	Costs-Variable
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Materials 
	20833
	20833
	20833
	20833
	20833
	20833
	20833
	20833
	20833
	20833
	20833
	20833
	250000

	Labour 
	33332
	33332
	33332
	33332
	33332
	33332
	33332
	33332
	33332
	33332
	33332
	33332
	400000

	Overhead 
	12500
	12500
	12500
	12500
	12500
	12500
	12500
	12500
	12500
	12500
	12500
	12500
	150000

	Costs-Variable (Total)
	66664
	66664
	66664
	66664
	66664
	66664
	66664
	66664
	66664
	66664
	66664
	66664
	800000

	Contribution from sale
	141661
	141661
	141661
	141661
	141661
	141661
	141661
	141661
	141661
	141661
	141661
	141661
	1700000

	Overheads-Fixed
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rent from Warehouse 
	16667
	16667
	16667
	16667
	16667
	16667
	16667
	16667
	16667
	16667
	16667
	16667
	200,000

	Insurance 
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	100,000

	Salary to full time warehouse supervisor
	4167
	4167
	4167
	4167
	4167
	4167
	4167
	4167
	4167
	4167
	4167
	4167
	50,000

	Overheads-Fixed (Total)
	29167
	29167
	29167
	29167
	29167
	29167
	29167
	29167
	29167
	29167
	29167
	29167
	350000

	Profit
	112494
	112494
	112494
	112494
	112494
	112494
	112494
	112494
	112494
	112494
	112494
	112494
	1350000


As per original budget, Amana Ltd has £ 2500000 revenue, £ 1700000 contribution and £ 1350000 net profit. Variable expenses of Amana Ltd includes overhead cost, labour cost and material cost. 

Flexed budget: Flexed budget shows actual performance of an organisation by considering sales and expenses (Faccia and Mosteanu, 2019). Flexed budget of Amana Ltd has been developed for 2020 for understanding its actual performance. As per actual performance, Amana Ltd has £ 20 selling price, 80000 unit sales and £ 1160000 contribution.  
	Flexed Budget of  Amana Ltd for 2020

	Items
	Jan-20 (£)
	Feb-20 (£)
	Mar-20 (£)
	Apr-20 (£)
	May-20 (£)
	Jun-20 (£)
	Jul-20 (£)
	Aug-20 (£)
	Sep-20 (£)
	Oct-20 (£)
	Nov-20 (£)
	Dec-20 (£)
	Total (£)

	Sales
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Revenue from souvenirs 
	11112
	11112
	11112
	11112
	11112
	11112
	11112
	11112
	11112
	11112
	11112
	11112
	1600000

	Costs-Variable
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Materials 
	23333
	23333
	23333
	23333
	23333
	23333
	23333
	23333
	23333
	23333
	23333
	23333
	280000

	Labour 
	36667
	36667
	36667
	36667
	36667
	36667
	36667
	36667
	36667
	36667
	36667
	36667
	440000

	Overhead 
	10000
	10000
	10000
	10000
	10000
	10000
	10000
	10000
	10000
	10000
	10000
	10000
	120000

	Costs-Variable (Total)
	70000
	70000
	70000
	70000
	70000
	70000
	70000
	70000
	70000
	70000
	70000
	70000
	840000

	Contribution from sale
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	-58888
	760000

	Overheads-Fixed
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rent from Warehouse 
	14167
	14167
	14167
	14167
	14167
	14167
	14167
	14167
	14167
	14167
	14167
	14167
	170,000

	Insurance 
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	8333
	100,000

	Salary to full time warehouse supervisor
	2917
	2917
	2917
	2917
	2917
	2917
	2917
	2917
	2917
	2917
	2917
	2917
	35,000

	Overheads-Fixed (Total)
	25417
	25417
	25417
	25417
	25417
	25417
	25417
	25417
	25417
	25417
	25417
	25417
	305000

	Profit
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	-84305
	455000


As per flexed budget, Amana Ltd has £ 1600000 revenue, £ 760000 contribution and £ 455000 net profit. Fixed expenses of Amana Ltd includes salary to full time warehouse supervisor, insurance and rent from Warehouse. 
Variance analysis: Variance analysis is process of understanding differences in actual and estimated performance of an organisation. When actual performance is better than estimated, it indicates favourable variance (Pivorienė, 2017). But, a higher forecasted performance than actual signifies unfavourable variance of venture.    
	Variance analysis of  Amana Ltd for 2020

	Items
	Figures from original budget (£)
	Figures from flexed budget (£)
	Variance from budget (£) 
	F/U variance

	Sales
	 
	 
	 
	 

	Revenue from souvenirs 
	2500000
	1600000
	-900000
	U

	Costs-Variable
	 
	 
	 
	 

	Materials 
	250000
	280000
	30000
	U

	Labour 
	400000
	440000
	40000
	U

	Overhead 
	150000
	120000
	-30000
	F

	Costs-Variable (Total)
	800000
	840000
	40000
	U

	Contribution from sale
	1700000
	760000
	-940000
	U

	Overheads-Fixed
	 
	 
	 
	 

	Rent from Warehouse 
	200,000
	170,000
	-30000
	F

	Insurance 
	100,000
	100,000
	 
	 

	Salary to full time warehouse supervisor
	50,000
	35,000
	-15000
	F

	Overheads-Fixed (Total)
	350000
	305000
	-45000
	F

	Profit
	1350000
	455000
	-895000
	U


Variance analysis for Amana Ltd indicates reduction in current performance as compared to estimated one. Selling price is reduced by £ 5 and unfavourable variance has been found in sales & expenses. Performance of Amana Ltd was efficient as per original budget as compared to flexed budget.    



[bookmark: _Toc68889774](ii):- Report on Amana’s performance using control report during 2020
Performance of Amana Ltd has been analysed by help of original budget, flaxseed budget and variance analysis. Amana Ltd has been operating successfully for the last 40 years in tourism industry of UK. However, pandemic situation has created reduction in performance of Amana Ltd. Considering profit of Amana Ltd, unfavourable performance has been found. Generating higher profit signifies better performance of company (Pivorienė, 2017). Actual performance of venture shows reduction in profit by £ 895000 in 2020. As per flexed budget, Amana Ltd has £ 455000 profit and £ 1350000 profit as per original budget. Besides, unfavourable performance of Amana Ltd has been found as per sales. Sale of venture was reduced by £ 1350000 in 2020 as the company has estimated aisles as £ 2500000. As per Belghitar et al. (2019), contribution obtained by venture after deducting variable expenses from sales. A higher contribution helps in generating higher net profit by company. As per flexed budget, contribution of Amana Ltd was £ 760000 which was £ 760000 higher as per original budget. According to sales, contribution and profit, unfavourable performance of Amana Ltd can be analysed. As per original budget, contribution was £ 17 but it has reduced to £ 9.5 as per flexed budget.  
Fixed expenses are those expenses which do not fluctuate as per production level. But, variable expense fluctuates according to production level (Martin, 2020). In case of Amana Ltd, favourable variance in fixed expenses has been found. A reduction in warehouse rent, salary of full time warehouse supervisor and insurance has been found. Actual fixed expenses of Amana Ltd were lower than estimation which is good for its management. A lower variable expense helps in generating higher contribution on sale (Berry, 2018). In Amana Ltd, unfavourable variance as per flexed budget has been found. Amana Ltd has spent higher financial resources on material, labour and overhead. Thus, variable expenses in flexed budget is higher than original budget. Therefore, unfavourable variance in performance of Amana Ltd has been found as per variable expenses. Material cost of the venture was £ 30000 higher, labour cost was £ 40000 higher but overhead was £ 40000 lower in 2020. During the pandemic, Amana Ltd was unable to maintain lower expenses for generating higher revenue. So, reduction in performance of Amana Ltd was founded in 2020. Mr Amana i.e. The CEO of Amana Ltd is required to take suitable steps for improving the performance of the company.      

                 
[bookmark: _Toc68889775](iii):- Recommendations to Amana’s CEO on areas of improvement
Amana Ltd is family owned business which was operating profitably in tourism industry of UK. The company sells souvenirs to tourists. However, Covid-19 pandemic has created restrictions on travelling and tourism. It has adversely impacted the performance of Amana Ltd. An unfavourable performance of Amana Ltd has been found in 2020. Thus, Mr Amana the CEO of venture is required to attract customers with the help of social media. The company can operate by an online platform for serving higher customer base. It would pose less threat of pandemic on the company. Use of long-term financial planning like master budgeting and departmental budgeting would help Mr Amana in preventing unfavourable variance from performance. CEO of Amana Ltd is required to minimise variance cost for improving contribution on sale. Besides, consistency in fixed cost is required to be maintained by Mr Amana.       
[bookmark: _Toc68889776]Part B
[bookmark: _Toc68889777](i):- Analysis of Mr Amana’s decision to go online
Amana Ltd is family owned organisation that operates in UK. The company has been operating profitably for the last 40 years. However, current pandemic situation has declined the performance of ventures in UK’s tourism industry. Mr Amana the CEO of Amana Ltd has found most of its competitors are operating on an online platform. It helps them in operating in tourism market of UK, US and Europe. Mr Amana has decided to close operations in Brighton, Birmingham and Manchester city for streamlining 50 % of its operation online. Mr Amana has two options for operating in online market. The company can either operate from its own online shop or sell souvenirs at Amazon.com. In order to operate by own online shop, Mr Amana is required to spend £ 150000 for setting up the delivery network, £ 50000 for upgrading the current website and £ 35000 per annum as the salary of full time IT programmer. This option would provide guarantee of 100000 unit sales. On the other hand, Mr Amana is required to pay £ 50000 Amazon fulfilment fees for selling the souvenirs. This option would provide guarantee of 65000 unit sales. Also, units of sales can be increased as per this option if demand of Amana Ltd.’s products and services rises. 
Mr Amana’s decision to operate on an online platform has been analysed as efficient. It would provide an opportunity to venture operating in the UK, US and Europe. Moreover, the company can enhance its customer base and sales respectively. Operating in an online market would require less expenses as compared to operating in the physical market. According to Ahmed et al. (2016), technological advancement facilitates quality of services provided to customers. In case of Amana Ltd, operating in online market would enhance technological advancement in business. So, better services can be provided to customers by Amana Ltd. Operating at online market provides opportunity to company for marketing and advertising (Kraus and Feuerriegel, 2017). As most of the customers uses online platform and social media, it may act as advantage to Mr Amana for promoting it products and services to large customer base. Mr Amana has strategy to conduct 50 % operations in physical market and 50 % at online platform. So, it would help the company in attracting both online and offline shoppers. So, strategy of Mr Amana has been analysed as feasible for boosting performance of company in tourism industry of UK.            
[bookmark: _Toc68889778](ii):- Advising if Amana Ltd should set up own online shop or sell on Amazon
Mr Amana has two options for operating in online market. Both the options would provide opportunity to attract customers of UK, US and Europe.  In case of own online shop, there is guarantee of 100000 unit sale but Amazon.com provide surety of 65000 unit sale. So, sale on Amazon.com is 35000 lower. However, total sale in Amazon.com may increase according to demand of product and services. The company might face ample competition on Amazon.com. Maintaining higher competitive edge helps an organisation in beating its competitors (Greenberg and Hershfield, 2019).  Operating on Amazon.com would build competitiveness of Amana Ltd would further help in improving its performance. Operating by help of own online platform would require £ 150,000 cost of setting up delivery network, £ 35,000 per annum salary of a fulltime IT programmer  and £ 50,000 cost of upgrading current website to handle large volume of sales. Besides, operating on Amazon.com only requires Amazon fulfilment fees of £ 50000. So, operating on Amazon.com is seems to be more profitable for Amana Ltd. it does not requires expenses on IT programmer, developing delivery network or upgrading website. However, Mr Amana would have less control over exchange or return policy and pricing policy of business. Operating by own online shop would provide control over pricing policy, exchange policy and return policy but such facility is missing on Amazon.com. 
Analyse of both the options indicates that operating through Amazon.com would be beneficial for Amana Ltd. Operating on Amazon.com would provide better facilitates and opportunities to Mr Amana. Amazon.com is used in all over the world by billions of customers. So, there is no requirement to attract customers or building customer base. Mr Amana can just offer affordable and good quality product and services to customers for attracting them. However, developing own online shop would increase many unnecessary expenses and would enhance complexities in management. As per Cook and Sadeghein (2018), increasing complexities in management may decline performance of an organisation. As the company has no experience to operate in online market, it must proceed its operations with Amazon.com for gaining experience of online market. Therefore, it can further launch its own online shop after generating enough experience in such marketplace. In post pandemic situation, operating on Amazon.com would help Mr Amana in recovering losses which he has incurred during pandemic. Besides, if demand of its product rises, the company might be able to earn higher profit from operations. So it can be advised to Mr Amana that operating on Amazon.com platform would be more beneficial as compare to launching own online shop.     
[bookmark: _Toc68889779]Conclusion 
Management accounting is useful aspects for development of financial and non-financial performance of organisation. In Amana Ltd, management accounting has been used for development of original and flexed budget. It has helped in determining variance in performance. An unfavourable variance has been found in sales, contribution, variable expenses and profit of the company. However, favourable, variance has present in fixed expenses. Mr Amana is require to take suitable actions for improving business performance. Analyse of both the options indicates that operating through Amazon.com would be beneficial for Amana Ltd. Mr Amana must not launch own online shop and should operate in Amazon.com. Functioning on Amazon.com would provide better opportunities and facilitates to Mr Amana.    
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