






Management Accounting
Grigore Cristian Mihail
1920733



Table of Contents
Introduction	3
PART A	4
The control report for Amana Ltd	4
Amana’s performance during the year 2020	5
Recommendation for Amana Ltd	6
PART B	8
Justification of the decision regarding online sales	8
Relevant cost for the options of online selling	8
Conclusion	11
References	12



[bookmark: _Toc92022042]Introduction
Management accounting is a process of accounting that helps the managers in decision making by identifying, analysing and integrating both financial and non-financial information of the business (Seal, Rohde, Garrison and Noreen, 2019). Management or managerial accounting is widely used in the decision-making process within the organisation. Budget is one of the most important areas of Management Accounting that helps the manager to evaluate whether the actual performance of the business was in line with the previous estimation. Also that relevant costing help in the business decision making by evaluating the relevant information effectively and efficiently. This report will Mein a flexible budget and even the performance of Amana Ltd based on a control report. Also, the report will evaluate the decision of the business to move its sales to the online platform and select the most suitable platform for its online business.
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Amana Ltd is a business based in England that provides souvenirs to tourists in the country. It has operations in different locations in England. The area of operation of the business includes Manchester City Centre, Westminster Bridge, London Bridge, Birmingham City Centre and Buckingham Palace. Amana Ltd Do not manufacture the souvenirs on their own. Amana collects those souvenirs from a Chinese company that manufacture the souvenirs as per the demand and design provided by Amana Ltd. 
To understand the cost structure and efficiency of the business budgeting is an effective method. As there is a discrepancy between the original budget and the actual performance of the business,  a flexible budget can be made to better understand the performance of Amana Ltd. A flexible budget is a modified budget that is prepared on the level of production or sales unit (Bielefeld, 2014). Since there is a decrease in the number of units sales it is expected that the amount of cost of the business will also be decreased. So a control report containing the flexible budget and variances will help the business to understand how the cost has been driven in relation to the decrease in the number of sales units. 
The monthly cost control report showing the flexible budget, actual budget for Amana Ltd is calculated below:
	Particular
	Original Budget
	Flexible Budget
	Actual 
	Variance
	Favourable / Unfavourable

	Units
	100,000
	80,000
	80,000
	20,000
	

	Selling price
	£25
	£25
	£20
	
	

	Revenue
	£2,500,000
	£2,000,000
	£1,600,000
	(£400,000)
	Unfavourable

	Variable costs:
	
	
	
	
	

	Materials
	£250,000
	£200,000
	£280,000
	(£80,000)
	Unfavourable

	Labour
	£400,000
	£320,000
	£440,000
	(£120,000)
	Unfavourable

	Overhead
	£150,000
	£120,000
	£120,000
	£0
	-

	Total Variable Costs
	£800,000
	£640,000
	£840,000
	(£200,000)
	Unfavourable

	Contribution Margin
	£1,700,000
	£1,360,000
	£760,000
	(£600,000)
	Unfavourable

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	£200,000
	£200,000
	£170,000
	£30,000
	Favourable

	Insurance
	£100,000
	£100,000
	£100,000
	£0
	-

	Fulltime warehouse supervisor salary
	£50,000
	£50,000
	£35,000
	£15,000
	Favourable

	Total Fixed Overheads
	£350,000
	£350,000
	£305,000
	£45,000
	Favourable

	Operating income
	£1,350,000
	£1,010,000
	£455,000
	(£555,000)
	Unfavourable
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Amana Ltd operates in the tourism industry and is impacted like other businesses during the time of Covid-19. The tourism industry was greatly impacted during the Covid-19 pandemic as the lockdown was imposed to restrict the movement of the people (Bondarenko and Dugienko, 2020). As a result, Amana Ltd experienced a decrease in sales. As a result, there arises a difference between the actual performance and the original budget. The performance of Amana Ltd during the year 2020 is evaluated below:
Revenue: In the year 2020 Amana Ltd experienced a decrease in revenue due to the lower number of souvenir sales. The business expected to sell about 100,000 in the year 2020,  but in reality, they were able to sell about 80,000 units which are about 20% lower than the expectations. Moreover, Amana Ltd also decreased the selling price for souvenirs. This was because of the imposed lockdown all over the country. As the amount of sales units were lower due to the locked down the company reduced the price of the souvenir to make sales and attract customers. So the overall revenue for the business is decreased.
Variable cost: Variable cost is a type of cost that changes with the change of the number of units or level of production. In the case of Amana, it is expected that the variable cost will decrease as per the decrease in the sales unit. But it has been shown that both the material and labour cost of the business was unfavourable in the year 2020. Different reasons may have contributed to the differences in this cost. Material cost may have been increased due to the unavailability of the material for the souvenir  Moreover, as the transportation was limited during the lockdown, Amana Ltd may have to pay an additional cost for carrying in the materials. So the overall material cost has been increased for the souvenir. On the other hand, people were less; likely to work during the lockdown which may create unavailability of the worker. So Amana Ltd had to pay more to motivate the workers to perform in the business which ultimately increased the labour cost.
Contribution margin: The contribution margin of a business is the difference between the revenue and the variable cost of production. In the case of Amana limited, the revenue was on the decrease where the variable cost for both material and labour was increased. As a result, the contribution margin of the business was decreased by £600,000.
Fixed cost: Fixed cost are the cost that remains constant irrespective of the changes in the number of unit or production volume (Fixed Costs| Bench Accounting, 2022). In the case of Amana limited The cost for warehouse rent was lower than the actual budget and flexible budget. This may be due to the important lockdown all over the country. As during the lockdown the numbers of sales of the business were limited it requires less space to keep its product. So the rent cost of the warehouse was decreased. On the other hand, the insurance cost of the business was the same as part of the budgeted cost.  this is because the business has to pay a fixed amount as per the insurance term over a specific time period. So here Amana Ltd was bound to pay £100,000 as of the insurance premium. So the insurance cost was unchanged over the year.
Operating income: Though the fixed overhead cost for Amana limited was favourable all over it was not sufficient to cover the increased variable cost and decreased sales revenue for the business. As a result, the operating income of the business has been decreased by 54%. So it can be said that the overall performance of the business is not so good.
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Amana ltd can implement the following recommendation into the business in order to improve the performance of the business:
· Most of the sales of Amana Ltd is made during The holidays when many people visited the tourist hotspot. It basically increases the seasonal sales of the business rather than ensuring smooth sales. In this case, Amana Ltd Can extend their business operation in other cities and residential areas to increase their sales as well as a smooth growth in the sales of the souvenir.
· Currently, Amana Ltd sells their souvenir in the physical shop. As a result, the sales of the business has been highly impacted by the imposed lockdown by the government over the country. Different statistics have shown that online sales have been increased by about 60 to 70 % during the covid-19 pandemic in comparison to the previous year (Dalgleish, 2022). In this case, Amana Ltd Can increase its presence in the online platform and make a business website from where the customer will be able to view and purchase the souvenir. It will undoubtedly increase the overall sales amount of the business. 
· The actual material cost of the business is higher than the budgeted material cost.  Moreover, as Amana ltd Get their product manufactured by a Chinese company will increase the cost of production as well as the carrying cost. In this situation, the business can focus on increasing its ability to produce souvenirs on its own. It will decrease the cost of the business and increase its profitability.
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The business sector has been highly impacted by the lockdown during covid-19. Due to the prolonged lockdown, many businesses were forced to close their operation (Soni, 2020). In this case, most of the businesses focus on moving to online sales and increasing their presence in the online platform along with the physical store. Different statistics have shown at the online sales oiler in facing about 10% year to year before the covid-19 pandemic (Flores and Muniz, 2021).  But during 2020 the spending on online shopping by the customer has been arisen by 63% (Ecola, Lu and Rohr, 2022). Also, the business is moving towards technology and the internet nowadays.  the consumer prefers to shop online rather than visit a physical store.  Moreover, the lockdown during covid-19 has made it more usual for the customers to purchase their necessary things and shop via online websites and apps. 
As Amana Ltd Is operating in the tourism industry it has been highly affected by the prolonged lockdown by the government during the covid-19 pandemic. As people were restricted to moving around, the sales of Amana Ltd in their physical stores decline during that time. In this situation, the business is considering closing down their operation in some specific areas such as Birmingham City Centre, Brighton and Manchester City Centre. It will result in the shift of 50% of their sales online. The decision of Amana Ltd to move online is the most appropriate decision in this situation. As the business is moving only 50% of their sales online and is not closing all the physical stores,  yet many people will be able to visit their physical stores and purchase as per their needs. Moreover, these will also attract the customer who makes an instant purchase. On the other hand, the online sales of the business will increase the number of units sold as well as the revenue of the business.  in this case, people from all over the world will be able to view the product and purchase it online. It will minimise the location barriers between the business and customers as well as make more customers know about the product and its prices. It will not reduce the sales that would have been in the physical stores because the customers who purchased from the physical stores still will be able to purchase the product online.
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Relevant costs are those costs that are only incurred while making a specific decision. These costs are very important in decision making (Izar and Hontoir, 2011). Relevant costing makes the decision making process more effective by minimising the unnecessary data and considering only related information regarding a decision.  While there are different options available to a business the relevant costing will determine the most effective option for the business.
The relevant cost for both the options includes the following:
Selling through their website:
· Cost of setting up delivery network – £150,000
· Cost of upgrading the current website to handle a large volume of sales - £50,000
· Salary of a full-time IT programmer - £35,000 per annum
Selling through Amazon
· Amazon fulfilment fees - £50,000
An estimated profit and loss statement can help make the decision.
	Particulars
	Selling Through Their Website
	Selling Through Amazon

	Sales Unit
	100,000
	65,000

	Selling Price
	£25
	£25

	Total Revenue
	£2,500,000
	£1,625,000

	Less: Variable Cost
	
	

	Materials
	£250,000
	£162,500

	Labour
	£400,000
	£260,000

	Overhead
	£150,000
	£97,500

	Contribution Margin
	£1,700,000
	£1,105,000

	Less Fixed Cost
	
	

	Cost Of Setting Up A Delivery Network
	£150,000
	

	Cost Of Upgrading The Current Website To Handle A Large Volume Of Sales
	£50,000
	

	Salary Of A Fulltime IT Programmer
	£35,000
	

	Amazon Fulfilment Fees
	
	£50,000

	Net Profit
	£1,465,000
	£1,055,000


Two options for selling over the internet have been offered in the above computation. E-commerce refers to any business transaction that involves the transfer of information through the Internet. There's a good reason why this is such a wide term. When it comes to eCommerce, a variety of options are available. There are many different types of websites and smartphone applications, as well as Amazon and eBay marketplaces, and social networking platforms like YouTube And Facebook, Instagram shopping Announcements, and Twitter Buyable Posts. The usage of digital networks continues to grow in demand. Shopkeepers are increasingly using internet channels to look for products, with 87 per cent doing so this year compared to 71 per cent last year (Vezir OĞUZ, 2018). Online selling has a number of advantages, including the ability to lower costs, engage more consumers in the company, and reach a broader market audience.
Amazon or directly via Amana Ltd.’s website are the two options for selling its items in this country. Amana Ltd may sell more items via its websites if it chooses to sell through them rather than through other channels. The material expenses and other charges are more in this case than they would be if it were to sell via Amazon. However, this firm would have to consider the fixed costs associated with selling its items online. In the instance of Amazon, the corporation is unable to sell any more products. As a result, the income from sales will fall. However, due to the intense degree of competition on Amazon, this firm will be unable to sell any more products. Amazon provides a broad variety of things at reasonable prices, and it is well-known for delivering free delivery and customer convenience. Customers are increasingly turning to Amazon because of the absence of unsafe returns, the ease with which they may check out, and a large amount of feedback it has amassed over the years. As a consequence, Amana will have to pay fees to Amazon in order to continue operating. On the other side, by establishing a personal website, Amana's fixed costs may rise, but the firm will reap long-term benefits as a result of this investment. When we look at the net profit of Amana Ltd as a result of online sales, it is evident that this organization will earn more from selling via its own website than from selling through Amazon.
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In conclusion, it can be said that Management Accounting helps the manager in effective management and decision making in the business. Budget is the most important aspect of Management Accounting which helps in evaluating the performance of the business and help the management to resolve the lacking of the operation. Also, the relevant costing here's the management to consider only the necessary information and make the most effective decision for the business operation.
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