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[bookmark: _Toc99105117]                                        Management Accounting

[bookmark: _Toc99105118]Part A
[bookmark: _Toc99105119]Answer i
[bookmark: _Toc99105120]Monthly control reports
[bookmark: _Toc99105121]Original budget
Original for the organization can be prepared as:  
	Monthly Budgeted profit loss statement 

	
	(£)

	Units 
	                   100,000 

	Revenue in amount
	               2,500,000 

	Less Variable Cost of sales
	

	Material Cost 
	                   250,000 

	Labor Cost 
	                   400,000 

	Overhead Cost 
	                   150,000 

	Total Variable Cost of sales
	                   800,000 

	
	

	Contribution 
	               1,700,000 

	
	

	Less Fixed Cost
	

	Warehouse rental
	                   200,000 

	Insurance
	                   100,000 

	Fulltime warehouse supervisor salary
	                     50,000 

	
	

	Total Fixed Cost
	                   350,000 

	
	

	Budgeted Profit 
	               1,350,000 



[bookmark: _Toc99105122]Actual results 
Actual results for the organization can be prepared as:  
	Actual profit loss statement 
	

	
	(£)

	Units 
	                      80,000 

	Revenue in amount
	                1,600,000 

	Less Variable Cost of sales
	

	Material Cost 
	                    280,000 

	Labor Cost 
	                    440,000 

	Overhead Cost 
	                    120,000 

	Total Variable Cost of sales
	                    840,000 

	
	

	Contribution 
	                    760,000 

	
	

	Less Fixed Cost
	

	Warehouse rental
	                    170,000 

	Insurance
	                    100,000 

	Fulltime warehouse supervisor salary
	                      35,000 

	
	

	Total Fixed Cost
	                    305,000 

	
	

	Actual Profit 
	                    455,000 



[bookmark: _Toc99105123]Working 1
[bookmark: _Toc99105124]For sales report
	Sales Report 

	Particulars
	Original budget
	Actual

	
	(£)
	(£)

	Units 
	                   100,000 
	                  80,000 

	Price Per unit
	                             25 
	                           20 

	Total Revenue
	               2,500,000 
	            1,600,000 



[bookmark: _Toc99105125]Working 2
[bookmark: _Toc99105126]Variable cost report
	Variable cost Report 

	Particulars
	Original budget
	Actual

	
	(£)
	(£)

	Units 
	                   100,000 
	                  80,000 

	Material Cost per unit 
	                            2.5 
	                         3.5 

	Labor Cost per unit 
	                            4.0 
	                         5.5 

	Overhead Cost per unit
	                            1.5 
	                         1.5 

	Total Variable Cost per unit
	                                8 
	                           11 

	Total Variable Cost 
	                   800,000 
	                840,000 



[bookmark: _Toc99105127]Working 3
[bookmark: _Toc99105128]Fixed overhead report 
	Fixed overhead Report 

	Particulars
	Original budget
	Actual

	
	(£)
	(£)

	Units 
	                   100,000 
	                  80,000 

	Warehouse rental
	                   200,000 
	                170,000 

	Insurance
	                   100,000 
	                100,000 

	Fulltime warehouse supervisor salary
	50,000
	35,000

	Total Fixed Overhead
	                   350,000 
	                305,000 



[bookmark: _Toc99105129]Flexed budget
Flexed budget for the organization can be prepared as:  
	Flexed Budgeted profit loss statement 
	

	
	(£)

	Units 
	                             80,000 

	Revenue in amount
	                       2,000,000 

	Less Variable Cost of sales
	

	Material Cost 
	                           200,000 

	Labor Cost 
	                           320,000 

	Overhead Cost 
	                           120,000 

	Total Variable Cost of sales
	                           640,000 

	
	

	Contribution 
	                       1,360,000 

	
	

	Less Fixed Cost
	

	Warehouse rental
	                           200,000 

	Insurance
	                           100,000 

	Fulltime warehouse supervisor salary
	                             50,000 

	
	

	Total Fixed Cost
	                           350,000 

	
	

	Flexed Budgeted Profit 
	                       1,010,000 



[bookmark: _Toc99105130]Flexed budget versus actual budget 
The static budget, on the other hand, is more common and consists of fixed values that do not fluctuate in reaction to actual revenue levels. Budget vs actual reports generated under a flexible budget tend to yield far more relevant variances than those generated under a static budget because both planned and actual expenses are based on the same activity measure. As a result, variances will be lesser and more actionable than if the budget remained unchanged. It is possible to design a flexible budget with varied levels of sophistication. Here are a few different viewpoints on the topic. In a nutshell, a flexible budget allows you to compare actual performance against budgeted performance at different levels of detail.
A fixed budget, also known as a static budget, is a financial plan that remains constant while the amount of input and output, such as sales, production units, activity level, and so on, increases or decreases. A set budget is a road map created by management at the start of any financial term that forecasts a variety of operations such as sales, production, and required costs/revenue numbers. A fixed budget is based on the idea that

[bookmark: _Toc99105131]Variances
Sales variance can be determined as
	Sales Variance
	

	Sale Price Variance
	

	Actual Price
	                          20 

	Budgeted Price
	                          25 

	Difference
	                          (5)

	Actual Units Sold
	                 80,000 

	Variance
	             (400,000)

	
	

	
	

	Sale volume Variance
	

	Actual Units 
	                 80,000 

	Budgeted units
	               100,000 

	Difference
	               (20,000)

	Budgeted Price per unit
	                          25 

	Variance
	             (500,000)



Material variance can be determined as
	Material Variance
	

	Material Price Variance
	

	Budgeted Price
	                        2.5 

	Actual Price
	                        3.5 

	Difference
	                      (1.0)

	Actual Units Sold
	                 80,000 

	Variance
	               (80,000)

	
	

	Material Usage Variance
	

	Budgeted units
	           100,000.0 

	Actual Units
	              80,000.0 

	Difference
	              20,000.0 

	Actual Price
	                            4 

	Variance
	                 70,000 



Labor variance can be determined as
	Labor Variance
	

	Labor Price Variance
	

	Budgeted Price
	                        4.0 

	Actual Price
	                        5.5 

	Difference
	                      (1.5)

	Actual Units Sold
	                 80,000 

	Variance
	             (120,000)

	
	

	Labor Usage Variance
	

	Budgeted units
	           100,000.0 

	Actual Units
	              80,000.0 

	Difference
	              20,000.0 

	Actual Price
	                        5.5 

	Variance
	               110,000 



Fixed cost variance can be determined as
	Fixed Cost Variance
	 Actual 
	Budgeted
	 Variance 

	Warehouse rental
	               170,000 
	           200,000 
	       (30,000)

	Insurance
	               100,000 
	           100,000 
	                   -   

	Fulltime warehouse supervisor salary
	                 35,000 
	             50,000 
	       (15,000)

	Total
	               305,000 
	           350,000 
	       (45,000)



[bookmark: _Toc99105132]Answer ii
[bookmark: _Toc99105133]Amana’s performance during the year 2020
Variance analysis is a type of research of the gap between planned and actual data. The sum of all variances represents overall over- or under-performance for a certain reporting period. Companies compare real costs to industry standard costs to determine their favorability for each item.

[bookmark: _Toc99105134]Material variance evaluation
Some of the possible causes of this disparity in material price and volume variance could be the market, there is a price fluctuation. The cost of shipping has risen. As a result of production schedule problems, slacker storekeepers, non-availability of funds, and so on, emergency purchases may be made, purchasing inefficiently ,purchasing at an inopportune time,  Due to the lack of standard grade materials, previously available purchasing reductions are no longer available that the Amana Ltd need to consider. Instructions to dispatch that are erroneous, Taxes and levies have evolved over time, Use of a variety of substitute materials with varying prices (E Diener, 2010). 
The following are some of the possible causes of this disparity: sloppy material handling and the usage of low-quality materials by employee’s Inadequate maintenance and machine malfunctions the factory's layout as well as the methods used to manufacture it have changed. An unusual amount of waste Material pilferage as a result of insufficient inspection Mixtures of materials that aren't correct Requirements for engineering that aren't proper

[bookmark: _Toc99105135]Labor variance evaluation
Some of the possible causes of this disparity from labor variance of Amana Ltd: Modifications to the minimum wage Seasonal and emergency tasks are compensated at a higher rate. For urgent work, overtime compensation is available. Alternative wage payment mechanisms are used. Wage increases as a result of a court decision, a lawsuit, or a collective bargaining agreement with labor unions low-skilled people are hired (Lechner, 2012).
Appointment of low-level personnel varies. Inadequate employee training and wrong instructions Due to the use of inferior materials, rework is required. Machines and equipment that are defective are being used. Supervisory ineptness the working environment is deplorable. Production procedures are not appropriately scheduled. Employee dissatisfaction and strained working relationships It is projected that labor turnover will grow.

[bookmark: _Toc99105136]Sales variance evaluation
Some of the possible causes of this disparity in Amana Ltd: Changes in the cost of indirect materials and labor There are no specific services provided. Changes in the efficiency of service utilization Consumption of services is either excessive or insufficient. Production methods have evolved. Inefficient utilization of existing resources Budgetary control that is ineffective Several external service costs have increased. Seasonal conditions Standards that have been erroneously established What Causes Variations in Overhead Volume? Demand that is either high or excessively low Total capacity changes, as measured by the number of men employed, the number of shifts performed, or the machines utilized. Inadequate planning results in the loss of working hours. Efficiencies of labor and machines have changed. Longer or shorter workdays are possible (F Wang, 2015).

[bookmark: _Toc99105137]Others
The material price variance will be favorable if the purchasing of Amana Ltd department selects a cheaper material of lower quality than the planned standard, but this may result in material wastage and an adverse use variance. Similarly, if people recruited to execute a task have a lot of experience, they may be paid more per hour than employees with less experience, but they should be able to finish the job more effectively, so an adverse rate variance may be countered by a positive efficiency variance.

[bookmark: _Toc99105138]Answer iii
[bookmark: _Toc99105139]Recommendations to CEO on areas of improvement
Although properly anticipating all of Amana Ltd business's spending and revenues is tough, making plans and estimations, as well as analyzing your data to improve future projections, is still necessary.  Creating a financial strategy. When making a budget, take into account all of Amana Ltd sources of income, such as wholesale sales, retail sales, and rental income, as well as all of your expenses, such as rent, wages, taxes, utilities, and supplies. If Amana Ltd has a successful track record, you can use historical data to anticipate future results while taking into account known upcoming events like material shortages or new product releases. If Amana Ltd starting a new business, do some research and come up with the most realistic forecasts you can.
This, in my opinion, is where the value of a financial analyst is realized. This is the point at which you must show top management that you have a complete understanding of the problem and that you have recommendations for leveraging a positive variance or fixing a negative one. Consider the following scenario: Income has risen in a particular place, and you know from your variance analysis that this is a seasonal occurrence that occurs on average in late autumn, but has been more pronounced in recent years. You could advise hiring temporary workers for that particular period or transferring employees from less-busy places to busier ones. Furthermore, the CFO's budgeting and forecasting tasks may frequently fall under his or her purview.

[bookmark: _Toc99105140]Part B
[bookmark: _Toc99105141]Issue 
Many of Mr. Amana's competitors now sell their items online to customers in the United Kingdom, Europe, and the United States, according to him. In order to streamline corporate operations and move 50% of sales online, he has considering closing branches in Brighton, Birmingham city Centre, and Manchester city Centre. Several factors must be considered when making this selection.

[bookmark: _Toc99105142]Analysis of Mr. Amana’s decision to go online
In order to evaluate the decision weather, the company should go online for their products or sell them on their shops, all the cost that incur for setup should be compare with the benefits obtain and if the benefit obtain is more than the cist the company should undertake the opportunity. Or weather to sell the product at shops.
  

[bookmark: _Toc99105143]Advise if they should set up their own online shop or sell on Amazon
If the business started and decided to sell the products online the company would have to incur the following cost and if the company would opt this option, they would be able to sell more units as guarantee sale of 100000 units it means there would be 20000 units additional units than the company already. So, this fixed cost of the business could be the same and only the thing matter is variable cost that is why it is easy to estimate the gain from the additional units by only considering the contribution per unit. So, the actual contribution per unit is 9.5 per unit the total gain on the additional units would be 190000 but this would not be enough to cover the cost of the project if the company would set up the online system. There would be a loss of 45000 as the cost to set up the delivery, cost to upgrade the system and website, salary of the person who manage the programme and deal with the website, that is why this total cost would require to be incur in excess of the gain by selling the addition units.   
	Cost incurred
	

	Set up delivery network cost
	               150,000 

	upgrading current website Cost
	                 50,000 

	Salary of a fulltime IT programmer
	                 35,000 

	Total cost incurs if sell online
	               235,000 

	
	

	Benefit
	

	Sale of 20000 additional units
	

	Units 
	                 20,000 

	Contribution Margin
	                        9.5 

	Contribution
	               190,000 

	Net benefit / Loss
	               (45,000)



If the company decided to sell the through Amazon it would need to incur Amazon fulfilment fees of 50000 and there would be sale of 65000 units and if we will not consider the fixed cost in the decision making then only variable cost would be taken and contribution margin would only be the factor that decide the gain to the company. You might assume that selling on Amazon has added a new task to your to-do list. The FBA program's most notable benefit is that it eliminates the need for additional personnel. The FBA programme stores, packs, and ships all of your merchandise (CE Walcott, 2015).
If you have your own business website, you will spend thousands of dollars on marketing and advertising each year. You won't have to waste any of your valuable time or money on marketing because of Amazon's built-in customer base. As a seller, you should anticipate repeat customers, especially if you give exceptional customer service. When learning how to sell products on Amazon, you may come across lessons online that educate you how to find the items you want to sell and how to advertise them so they appear on Amazon's first page (MK Koklic, 2019). You can learn how to find top-selling products on Amazon and use them to your advantage with the right Amazon training. As a result, you won't have to worry about copywriting.
 
	Units sell 
	                 65,000 

	Sale price per unit
	                          20 

	Total revenue 
	           1,300,000 

	
	

	Variable cost of sale per unit
	                          11 

	Total variable cost 
	               682,500 

	
	

	Contribution margin
	               617,500 

	
	

	Less fixed cost 
	

	Amazon fulfilment fees
	                 50,000 

	
	

	Profit
	               567,500 



[bookmark: _Toc99105144]Shipping and storage problems 
Amana Ltd get better shipping costs if use the Amazon FBA programme. Variable shipping pricing, as you may know, can have a negative impact on your business and drive away customers who don't want to pay expensive delivery fees. Amazon FBA allows you to offer low-cost delivery alternatives to your consumers. FBA sellers may offer the same delivery options as Amazon, but at a cheaper cost, ensuring quick, efficient, and dependable fulfilment.  (Song, 2021).
Amana Ltd never run out of storage space as an Amazon FBA vendor. All Amana Ltd have to do now is send your belongings to them. When a consumer puts an order, it is dispatched from the fulfilment center closest to them. As a result, faster delivery and a better customer experience are guaranteed (HL Ma, 2013).

[bookmark: _Toc99105145]Lack of control over pricing and return policy
To comprehend how Amazon came to wield such power over brands, we must look beyond the sellers and follow a typical brand through the site's predation and recoupment stages. Even for those who worked directly with Amazon, the digital behemoth's impact took time to manifest. Businesses considered Amazon's ability to undermine their control over product distribution to be limited by the MAP criteria at the time. As a result, a number of businesses have decided to sell their products directly on the new platform. Some began as vendors, while others chose to sell their wares through authorized third-party merchants, while yet others launched their own businesses (HS Lau, 2019).
Amazon's 30-day return policy applies to the vast majority of purchases. This applies to Amazon purchases made both online and in-store.
The 30-day rule is subject to the following exceptions:
Depending on the seller, products purchased from third-party sellers have a seven to thirty-day return policy.
Faulty items may be accepted after the 30-day timeframe has passed.
Baby gear is accepted within 90 days of receipt of shipment.
Within 100 days after purchase, mattresses can be returned for a refund.
Those purchased from the Wedding Gift Registry are returnable for 180 days, while items purchased from the Baby Registry are returnable for 365 days (M Noori-daryan, 2020).
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