Management Accounting








Unit Name: Management Accounting
Unit CODE: LCBB5002

Student Name: Gabriel Ciprian Muntean
[bookmark: _GoBack]Student ID: 2009466



Word Count: 2639

Table of Contents
Introduction:	3
Task A:	3
i) Monthly control report showing: original budget, flexed budget, and variances:	3
ii) Performance report: Amana’s	5
iii) Recommendations:	6
Part B:	8
i) Cost-benefit analysis:	8
ii) Cost-Volume-Profit analysis	9
iii) Recommendations:	11
Conclusion:	11
References:	13

List of Tables:
Table 1: Control Report	5
Table 2: Total variable cost per unit	8
Table 3: Total fixed cost calculation	9
Table 4: Salient features of Option 1	10
Table 5: Consideration factors for Amazon	11


[bookmark: _Toc91795717]Introduction:
Real-time decision-making and planning have become increasingly vital for organisations as they move into the digital era of convenience. Management accountants employ a wide range of technical skills and analysis approaches to compile accurate financial records, anticipate future expenditure, and identify cost-cutting opportunities (Atkinson, Kaplan and Young, 2016). Control reports, also known as management tolls, are essential in management accounting because they help transform long-term plans into short-term goals and targets. Budget reports are used to highlight how actual results compare to budgeted values. They are used to identify inconsistencies in sales or expenditures to be explored (Lalli, 2018). By analysing the variances, management may determine whether any action is needed. The control report will display the flexible budget, the original budget, and any variations. Amana's performance will then be summarised based on the control report. Finally, it will look at Mr Amana's decision to go online and suggest whether they should start their online marketplace or trade via Amazon.
[bookmark: _Toc91795718]Task A:
[bookmark: _Toc91795719]i) Monthly control report showing: original budget, flexed budget, and variances:
Budget is the process of creating multiple actual outcomes for a corporation by using budgeted numbers for the future and predefined criteria and then evaluating the budgeted statistics to actual performance in order to find any discrepancies between planned and actual results. Budgets are first drawn out, and then actual results are given. Budgetary control provides a way to monitor management performance by giving goals to various divisions (Rachlin, 2017). The budgeted goals are compared to actual results, and variations are determined. Each department's performance is communicated to senior management. To implement management by exception, this technique is applicable.
Managers will see problems and take corrective action by comparing planned and actual information. In order to help in both planning and coordination, budgetary control is a never-ending procedure. The control mechanism is also included. Budgeting is a means to end control over the budget. To account for actual sales and expenditures that differ from those predicted, organisations usually create flexible budgets that permit them to adapt to future demand. A budget based on a wide range of sales statistics is a flexible one. Because of this wiggle room, the company can forecast how the budgeted numbers will appear at different sales levels. Companies create budgets as flexible as possible so that management can catch problems early and fix them before they impact the company (Bragg, 2021)—creating a flexible budget after each analysis session (typically monthly).
A static budget is established for a specific period and is based on a specific production level. The master budget and all of the budgets that make up the master budget are included in static budgets (Mowen, 2017). Actual results are compared with static budget numbers to assess a company's performance. However, this comparison may be like apples to oranges because variable expenses should follow production, followed by sales. Comparing actual costs to anticipated costs may not precisely measure how well the company meets its goals if sales are different from what was budgeted.
A variance is a difference between actual and planned (Flexed) revenues and expenditures in the context of budgetary control. By analysing the variances, management can determine if any action is required. Favourable variances tend to be positive, while negative variances tend to be negative (Corporate Finance Institute, 2021). Some textbooks label budget reports with the letter's "F" for "favourable" and "U" for "unfavourable", following deviations to emphasise the type of variance that exists. The difference between budgeted and actual expenses could be explained according to various factors. Determining the root cause of all deviations is a critical step. Budgetary control relies on this method because budget holders must be informed when necessary corrective measures. Variances can be positive or negative, indicating either too much or too little spending or income. Below the monthly control report is presented:
Monthly Control Report
	Particulars
	Actual Budget (A)
	Revenue and Spending Variance (A-B)
	Flexed budget (c)

	Units (Working-1)
	80,000
	
	80,000

	Sales 
	£1600,000
	£400,000 (U)
	£2000,000

	Variable Expenses:
	
	
	

	Materials (Working-2)
	280,000
	80,000 (U)
	200,000

	Labour (Working-3)
	440,000
	120,000 (U)
	320,000

	Overhead (Working-4)
	120,000
	0
	120,000

	Contribution
	760,000
	600,000 (U)
	1360,000

	Fixed overheads:
	
	
	

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

	Insurance
	100,000
	0
	100,000

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

	Net Income
	£455,000
	£555,000 (U)
	£1010,000


[bookmark: _Toc91794523]Table 1: Control Report
Source: (Self-Made)
Workings:
[bookmark: _Hlk87447421]Working (1)- Sales calculation:
[bookmark: _Hlk87447556]Actual sales: (80000×20) = £1600,000
Flexed sales= (80000×25) = £2000,000
Working (2)- Material cost:
Flexed budget = (80000×2.5) = £200,000
Working (3)- Labour cost:
Flexed budget = (80000×4) = £320,000
Working (4)- Overhead cost:
Flexed budget = (80000×1.5) = £120,000
[bookmark: _Toc91795720]ii) Performance report: Amana’s
Many inefficiencies can be found when actual results are compared to an operational budget that is more flexible. Many firms do not include their start- and end-of-year inventories in comparisons like this since the number of units produced are the same as the number of units sold. Flexible operational budgets can be calculated by multiplying sales volume by the estimated unit cost of raw materials, direct labour, and manufacturing overhead (ARORA, 2016). Manufacturing overhead expenditures are also included in this budget and how many units are sold. The flexible budget's line items will be examined one at a time. Amana's performance in the next year:
Cost per Unit: Based on the facts in the budgeted report, the selling price per unit is anticipated to be £25. The item's actual cost is £20. Because of this, there is a disadvantage to the variance. 
Budgeted sales of 100,000 units at the cost of 25 each were expected. As a result of this modification, the budget was prepared with 80,000 units and an actual selling price of £20. The existing discrepancy is mainly the result of price and unit variations. Therefore, there is a negative variance, and management is aware that the units were sold for less than the estimated selling price of 25 pounds. Selling expenses were first planned with both variable and fixed costs. The flexible budget amount is determined by adjusting the two variable expenses.
According to the budgeted report, the total variable cost of producing 80 000 units is £640,000. It costs £800,000 to create 80,000 units on a variable cost basis. According to the variance, supplies, labour, and overhead expenses are higher than expected. As a result, there is a negative variation. In the budgeted report, the total fixed cost for producing 80 000 units is estimated at £350,000 based on this information. It costs £305,000 to produce 80 000 units. There is a difference between the expected and actual total costs (Warehouse and Warehouse rental). Consequently, the variance is in the best interest of the company.
A company's net income fluctuates inversely with its various line items. Due to lower revenues and increased fixed and variable costs, the net income variance is most likely due to this situation. As a result, there is an unfavourable variance.
[bookmark: _Toc91795721]iii) Recommendations:
Managing a tourism business is becoming increasingly difficult for Mr Amana, as the government has imposed several rules and regulations on travel. The cost structure, however, has room for improvement. In light of the findings presented in the preceding section, the following suggestions have been made:
· Going online could be an excellent way for them to expand their business. During the lockdown, people become bored and want to decorate their homes or purchase anything that will make their homes more appealing (Fazzare, 2021). This means that they need to start marketing their products on the internet.
· The material costs of this organisation have gone up. Because they are selling souvenirs to tourists, they need a wide range of products and supplies to make them. The best way to deal with price fluctuations in material shortages is to establish a long-term strategic relationship with the supplier of their products. 
· The company can do supplier vetting to see if suppliers can provide high-quality products at a reasonable cost. Afterwards, they may compile a list of suppliers and contact them for a commercial arrangement that will benefit the company over time.
· A reduction in warehouse rent is conceivable with this new position. Because sales are down, there is no need to keep as many inventory items on hand. There are several ways in which a company may be able to save money on this rental expense for the time being.
· Overhead costs include some of the costs of administration and sales (Grewal, 2019). As a result, they can reduce some of their administrative costs. Although the facility was in lockdown, we can see that the budget incurred overheads. So, in the case of a pandemic, they may come up with a plan to save expenses.


[bookmark: _Toc91795722]Part B:
After getting infected by the epidemic, the tourist sector, like many others, has looked for new ways to operate (Rahman, Gazi, Bhuiyan and Rahaman, 2021). Competition for this firm has likewise gone to the internet to do business, whether selling or marketing. Both of these organisations are capable of going online. There is a website for this group. However, it is only used to contact members. Amazon and other internet retailers allow the corporation to advertise its merchandise to a broader audience. Before we make a selection, let us look at both possibilities.
[bookmark: _Toc91795723]i) Cost-benefit analysis:
Option 1 - Set up their online shop
Delivery, network improvements, and the payroll of an IT programmer are additional costs that the firm must bear if it chooses to sell products on its website. The actual amount of cost will be determined in the case of both variable and fixed costs.
Total variable cost (Per unit) calculation:
	Particulars
	Costs / No. of units
	Per unit cost

	Materials
	(£280,000/80,000)            
	3.5

	Labour
	(£440,000/80,000)               
	5.5

	Overhead
	(£120,000/80,000)           
	1.5

	Total variable cost (Per unit)
	[bookmark: _Hlk87449796]£10.5


[bookmark: _Toc91794524]Table 2: Total variable cost per unit
Source: (Self-Made)
Therefore, Total variable cost for 100,000 unit= (100,000 × £10.5) = £1050,000
Total Fixed cost calculation:            
	Particulars
	Amount

	Rent  
	£170,000

	Insurance 
	£100,000

	Supervisor salary 
	£35,000

	Set up Cost of delivery network 
	£150,000

	Upgrading Cost of current website 
	£50,000

	Total fixed cost 
	£540,000


[bookmark: _Toc91794525]Table 3: Total fixed cost calculation
Source: (Self-Made)
Therefore, total cost = £540,000 + £1050,000= 
          =£1,590,000
Total Sales/Revenue = (100,000 × 20) 
         = £2000,000.
By including all of the fixed costs, it can be seen a net profit = (2000,000-1590,000) = £410,000. As a result, the new online business's fixed expenses are rather high than the previous ones. Assume that the branches that will be shut down impact the supervisor's salary and the cost of the rent. For the rest of its life, the fixed cost will be (1,590,000-170,000-35,000) = £1385,000. If the wages and warehouse rent for those branches are taken into consideration, the profit will be = (2000,000-1385,000) =£615,000
Option 2 - Sell on Amazon
Amana Souvenir's online store is also available on Amazon.com. The analysis will be done in the same way as Option 1, with and without pay and rent included as relevant costs. Th
Total Variable cost = £10.5
Total Fixed cost= (Fulfilment fees + Insurance) 
  = (50,000 + 100,000) 
  = £150,000.
Total Revenue = (65000 × 20) = £1300,000
Total benefit = (£1300,000 – £150,000) = £1150,000
According to the aforementioned cost-benefit analysis, a profit of £1150,000 may be achieved by only including two fixed expenses, £945,000, and the rent and supervisor compensation. In this case, a profit of £945,000 may be expected after deducting the necessary costs such as pay and rent.
[bookmark: _Toc87457163][bookmark: _Toc91795724]ii) Cost-Volume-Profit analysis
Option 1 - Set up their online shop
The cities of Brighton and Birmingham are assumed to be the source of rent and wages in this investigation. Consequently, these costs will be excluded from the scope of this CVP study.
F= Fixed Cost = £ 335,000
V= variable cost = £10.5
S= selling price = £20 
Break even points (BEP) units = F/S-V
				 = £ 335,000 / £20-£10.5
				 = 35263 Units 
So, for Amana souvenir to recoup its entire investment, it has to have sold 35,263 units, but it can sell 100,000 pieces annually if it appears online after conducting market research. Thus, the profit volume unit is 64,737, and the total amount is £6,15,000 (64,737 ×9.5). Option 1 has the following salient features. The following table represents it: 
	· If Amana had its website, online sales of its souvenirs might reach £100,000 or more.
· Payroll and rent expenses are removed from the cost-benefit analysis since Amana would have to close three of its locations if it went online.
· If all of Amana's expenses are considered, this option is plainly lucrative for the company. 


[bookmark: _Toc91794526]Table 4: Salient features of Option 1
Source: (Self-Made)
Option 2 - Sell on Amazon
F= Fixed cost (Excluding rent and salary) = £ 150,000 
Total variable cost = £10.5 
Total Selling price = £20 
Break-even point (Unit) = F/S-V
   = 150,000/ (20-10.5) 
   = 15,789 units.
Hence, the contribution margin unit will be = (65,000-15789) = 49,211 if Amana chooses this option. If the two expenditures are taken into account, Break-even point (Unit) = 355,000/9.5 = 37,368 units.  As a result, the contribution margin units total 27,632 units. The following considerations should be made while evaluating this alternative:

	· Everybody knows Amazon is an online store where one may browse, select and decide what they want. This means that Amana's ability to compete will be hampered if it does not offer products apart from its competitors.
· If Amana wants to remain competitive in the Amazon marketplace, it needs to produce various products. For Amana, Amazon will be in charge of the price structure, and they will also have to conform to Amazon's return policy, something that could or might not be doable.
· They may have to invest money in advertising to increase market demand. For this reason, its labour costs could be high.


[bookmark: _Toc91794527]Table 5: Consideration factors for Amazon
Source: (Self-Made)
[bookmark: _Toc91795725]iii) Recommendations:
Platforms like Amazon, Twitter, Facebook are sometimes characterised as "rented" platforms since users do not have complete ownership over the resources they use (Higdon and Higdon, 2018). Marketing on "owned" platforms like the own website, mobile app, or email list gives businesses complete control over their marketing platforms. Since firms are just starting to need quick access to a large pool of prospective customers, "rented" platforms are by far the most outstanding solution. However, although "rented" platforms may allow a company to reach a large number of people, they also limit its ability to interact with those people outside of the network.
With the help of CVP, the minimum sale price for each option can be established, taking into account all fixed and variable expenses for each option.
Because Amana ltd will have to start its own internet company from scratch because it is a brick-and-mortar store, it will have a higher upfront cost than Option 2. If a business needs help with upgrading its computer, they are responsible for the price of hiring an IT expert to do it. Option 2 will cost less and have fewer sales than option 1, but the benefit is more significant than option 1.
[bookmark: _Toc91795726]Conclusion:
Every organisation must use budgetary management as a critical approach when creating a financial plan for the future. It enables companies to utilise better and manage their resources. This supply and quality determine the budgetary regulation's efficiency (Coombs, Hobbs and Jenkins, 2016). Because of the Corona Pandemic and other rapidly shifting conditions, Amana ltd needs a dynamic budgeting approach. It has to be prepared for such a situation in the future. Keeping track of an organisation's running expenditures, which are essential to remaining competitive, is easier with budgeting.
Tourist destinations will see a resurgence in their fortunes once more as the world continues to heal itself. The company should enhance all cost management-related areas to avoid wasting time on cost management when things return to normal.
[bookmark: _Toc91795727]
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