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[bookmark: _Toc68326288]Introduction
Management accounting entails the analysis and interpretation of financial and operational information to aid the internal management in decision making. Management accounting aims at assisting the management in understanding the cost metrics of its operations to ensure better cost planning and monitoring. The cost information is used in the setting of better and profitable prices that increase the profitability and financial performance of an organisation. Management accounting also prioritises budgeting to ensure better financial and operational planning. Likewise, through management performance reports, an organisation’s management is able to compare both operational and financial results with accompanying budgets to identify variances. Correspondingly, management accounting suggests various corrective strategies to address these variances. This report aims at preparing a monthly control report of Amana ltd illustrating the original, flexed budget and actual results. Afterwards, it identifies key variances arising from these budgets. Further, it applies relevant costing knowledge to help Amana make the most feasible decision as it plans to adopt online marketing strategies.
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[bookmark: _Toc68326290]Preparation of Amana’s monthly control report
According to Adair (2013), the monthly control report of Amana depicts how well its managers utilise budgets as well as control costs. To achieve this, Amana’s management has to compare the actual operational results with both the original and flexible budgets to analyse and understand variances incurred. Variances vary depending on whether the management compares the actual results directly with the original budgets or the flexible budgets. The original budgets are the preliminary budgets created by the management to stipulate the expected production, income and expenditures within a given period. On the other hand, flexible budgets are budgets that have been altered to reflect the revenues and expenditures of Amana at its actual level of production (Dyson, 2010). Comparisons between actual results and either flexible budget or original budget illustrate either favourable or unfavourable variances. Favourable budget variances designate variances in which the actual amounts are lower than the budgeted amounts hence increasing the profit levels. Conversely, unfavourable variances are variances that arise when the actual amounts are higher than the budgeted amounts leading to diminishing profit levels (Lanen et al., 2010). Further, to correctly understand the variances within the control report, it is important to distinguish between static variances and flexible budget variances. Static variances showcase the difference between the actual results and budgeted amounts in the original budgets. Flexible budget variance represents the difference between the actual results and the complementary, flexible budget amounts based on the actual output within the budget period.  Flexible budgets variances are more accurate and precise than static budget variances. This is because they are based on the actual production results taking note of the prevailing economic conditions (Drucy, 2016). The monthly control report of Amana is as shown below:
	Item
	Original budget in
(£) 

	Flexible budget
(£) at 80,000 units

	Actual results
(£) 

	 Flexible budget Variances 
(£) 
(Actual results – Flexible  budget)

	Static budget variances
(Actual results – original budget)


	Sales
	2,500,000
	2,000,000
	1,600,000
	(400,000) Unfavourable
	(900,000)
Unfavourable

	Variable costs
	
	
	
	
	

	Materials 
	250,000
	200,000
	280000
	(80,000)
Unfavourable
	(30,000)
unfavourable

	Labour
	400,000
	320,000
	440,000
	(120,000)
Unfavourable
	(40,000)
unfavourable

	Overhead
	150,000
	120,000
	120,000
	-

	30,000
Favourable

	Contribution 
	1,700,000
	1,360,000
	760,000
	(600,000)
Unfavourable
	(940,000)
Unfavourable

	Fixed costs
	
	
	
	
	

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

	Insurance
	100000
	100,000
	100000
	-
	

	Warehouse supervisor salary
	50,000
	50,000
	35000
	15000 
Favourable 
	15000
favourable

	Total costs
	1,150,000
	990,000
	1,145,000
	(155,000)
Unfavourable
	5000
Favourable 

	Profits
	1,350,000
	1,010,000
	455,000
	(555,000)
Unfavourable
	(895,000)
unfavourable



[bookmark: _Toc68326291]Performance report of Amana during the year 2020
Amana’s performance report during the year 2020 examines the efficacy and overall financial performance of the company. The performance report utilises the flexible budget variances mainly to accurately understand the cost and profit variances at the actual production output (Mathur, 2011). From Amana’s monthly control report, the company overall incurred unfavourable profit levels. Amana’s actual profit levels were less by £555,000 than the anticipated sales at the 80,000 units output. This has been caused by various unfavourable variances of its sales revenue and production expenditures. The sales revenue has an unfavourable variance of £400,000 due to the low selling prices the souvenirs attracted within the market. The souvenir prices dropped from £25 to £20(Weetman, 2010).
The unfavourable production variances within Amana’s variable costs also accelerated the negative contribution of its operations to the overall financial performance of the company (Adair, 2013). For instance, Amana experienced unfavourable material and labour differences by a margin of £80,000 and £120,000, respectively. This led to a lower profit contribution by less £600,000 than the estimated contribution profits. Amana’s high material and labour variances showcase the inefficiency of the management to control these costs. For example, high material variance indicates the high material costs and low material usage efficiency even at minimal production output levels. On the other hand, high unfavourable labour costs exemplify that the company uses high labour levels or pays for a lot of idle labour due to poor labour scheduling mechanisms. And so, it incurs high labour even at the low volume production level (Hollander and Verriest, 2016).
Amana sustained favourable variances within its fixed costs of warehouse rental costs and warehouse manager salaries. Due to the Covid-19, pandemic Amana’s supply chain was affected from china, with consignments taking longer than projected (Atrill and McLaney, 2018). As a result, it contributed to low stock levels within the company leading to the occupation of fewer warehouses hence reduced warehouse rental expenses. Moreover, the warehouse supervisor is paid on an hourly basis, and so the low number of warehouses to be supervised led to fewer working hours hence reduced salary rates.
[bookmark: _Toc68326292]Recommendations on the areas of improvement to Amana’s CEO
It is evident that Amana’s financial performance is greatly unfavourable due to the poor cost control strategies the company deploys. Moreover, it is observed that the company has not sufficiently invested in marketing and advertising its products and services. Amana only uses its physical stores and a functional website as its advertising channels (Atrill, 2015). However, due to the Covid-19, the government imposed restrictions on travel as well as lockdown led to poor in-store visits, which led to lower demand, thus leading to lower production levels of Amana. The company can improve its operations through the following ways:
Increasing the efficiency in the use of labour:  According to Mathur (2011), the high labour variance of Amana is caused by its poor labour scheduling mechanism instigating the hiring of more workers than anticipated. Moreover, the high labour costs reflect the low productivity levels of the employees Amana hires. This is because Amana uses a high labour force to achieve minimal production output. For that reason, the company has to consider rescheduling its employees to reduce paying for idle labour. This can be done by redesigning each employee’s roles and responsibilities to avoid the high duplication of roles and responsibilities. Furthermore, Amana should adopt performance monitoring systems to analyse the productivity of its workforce. This is to prompt its employees to increase their individual productivity levels hence increasing its overall productivity level (Drucy, 2016).
Adopt the use of digital and social media marketing channels: For Amana to increase its consumer demand to successfully achieve its production output, it needs to embrace digital and social media strategies to increase its brand awareness and increase website traffic (Lanen et al.,2010). Digital marketing channels increase the local recognition of the brand in where it has its physical stores. For that reason, it can attract more interested consumers within the locality without mainly relying on tourist. Moreover, digital strategies such as search engine optimisation expose the brand to more online customers in other geographical areas and countries that Amana does not have physical stores enabling them to purchase from its website. In turn, it increases the website traffic increasing the customer demands, leading to higher production output and sales (Adair, 2013). Further, the use of social media marketing strategies enhances the online presence of the company contributing to better brand awareness and customer loyalty.
Increasing material usage efficiency: Materials are one of Amana’s major production resources. As a result, the incompetent minimisation of costs related to materials affects the overall profitability of Amana’s operation. For instance, the high unfavourable material variances contribute to negative profit levels. Amana’s high unfavourable material variance is attributed to high levels of material wastage and increased costs of materials and transport logistics during the pandemic (Hollander and Verriest, 2016). The increased cost of materials and transport logistics are relatively uncontrollable costs since they are espoused by external market conditions. However, Amana can consider renegotiating material price with its suppliers to lower prices. High material wastage is a controllable factor that emanates from poor inventory management and high levels of production defects. Amana can tame this issue through the improvement and automation of its inventory systems. As a result, the management is able to track down the material used within the production of the souvenirs (Atrill and McLaney, 2018). Corresponding, high levels of production defects can be reduced through the improvement of the production quality systems and stipulation of standard production procedures of souvenirs.
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[bookmark: _Toc68326294]Relevant cost analysis of Amana’s decision to set up its own online shop or sell on Amazon
Drucy (2016) observes that most of Amana’s competitors are selling their products online to other countries within Europe. As a result, for Amana to keep up with these competitors, it must improve on its online presence to increase its market share index and attract more consumers. Amana has the relative option of setting up its own online shopping or selling through Amazon. However, for Amana to make the most feasible decision, it needs to analyse the relevant costs and underlying factors concerning each decision it decides to undertake. Relevant costing is instrumental in managerial decision making as it determines the objective regarding the implementation of each cost item within any business decision (Mathur, 2011). Equally, it identifies the incremental and avoidable costs of each Amana’s business decision influencing the management to adopt the best decision. The relevant cost analysis of Amana’s decisions is analysed below:
Cost of setting up its own online shop
For Amana to set up a functional and efficient online shop, it has to incur the following costs:
Cost of setting up a delivery network: This cost is a relevant cost that has a great impact on the future cash flows of the company. Relatively, the cost of setting up the delivery network is a variable cost depending on the various delivery provider Amana chooses to work with. An efficient delivery network will contribute to better and timely delivery of products to consumers. Moreover, the cost of setting up is a committed cost that cannot be avoided if Amana decides to take up the decision of either setting up its own online shop or selling on Amazon. Likewise, this cost will be continuously incurred throughout the existence of Amana’s online shop (Weetman, 2010).
Cost of upgrading the current website: The cost of upgrading is a relevant opportunity cost in which the costs of upgrading will help Amana be able to manage large orders within its websites. Additionally, this cost becomes a sunk cost since once it is incurred now, it becomes irrelevant in the future (Atrill, 2015). Furthermore, the cost of upgrading the website is variable costs depending on the website providers the company will engage with.
Salary of a full time IT programmer: The cost of hiring a full time IT programmer is a relevant cost if Amana decides to set up its own online shop. Moreover, it is a committed cost that cannot be avoided in future since an IT programmer will continuously be needed to ensure optimum efficiency of its website. However, it is considered as an incremental and avoidable cost if Amana decides to sell through Amazon. Further, the salary of the IT programmer is a fixed cost since it is paid on a monthly basis (Atrill and McLaney, 2018).
According to Dyson (2010), the rate of return for this business decision will attract a rate of return of approximately 100,000 units annually. Moreover, Amana is deemed to have full control of its operations hence being able to interact with its customers throughout their purchasing journey. Contrariwise, it is difficult for Amana to attract new customers due to doubt of the credibility of its online shop. As a result, the online shop may contribute lesser returns than the projected 100,000 units.
Cost of selling on Amazon
The major cost Amana is to incur if it decides to sell its products on Amazon is the fulfilment costs of £50,000. These fulfilment costs are committed costs that have fixed costs that will be perpetually incurred as long as Amana chooses to sell its products on Amazon. Fullfillment costs cover for picking and packing of a customer order, shipping and handling, product returns and customer service (Lanen et al., 2010). For that reason, it saves Amana the costs of setting up a delivery network, upgrading its current website and hiring a full time IT programmer. However, Amana has to consider that it loses control over its pricing and return policy. This is because Amazon has the mandate to set higher prices hence accruing better profit levels from its products. 
Amana is guaranteed a rate of return of 65,000 units which are to increase depending on the market demand. However, the high levels of competition within Amazon may lead to low chances of increased sales. This is because souvenir consumers have a large variety of products to choose from as well as compare the prices directly (Mathur, 2011).
              The proposition of the implication of each decision Amana undertakes
If Amana aims at building a long-term online presence and taking charge of the customer demographics, it should build its own online shop. The company will have full access to the customer demographics of its target market, thus being able to improve its souvenir features depending on the changing preferences of the consumers (Hollander and Verriest, 2016). Moreover, Amana will increase its brand customer loyalty which is diluted if Amana chooses to sell on Amazon. Consumers on Amazon are loyal to Amazon and not the brand of the products. Alternatively, if Amana seeks to increase its sales in the short run without a keen interest in controlling the online operations and increasing customer loyalty, it can sell its products on Amazon. Amazon will guarantee the company better sales at minimal costs (Adair, 2013).
[bookmark: _Toc68326295]Conclusion
Cost accounting is important in promoting the effectual utilisation of any company’s resources. Cost accounting ensures that a company stays within the budgeted amounts to achieve the desired level of output. Moreover, through cost accounting dynamics, a company ascertains the relevance of the various costs it incurs within its operations. As a result, a company adopts operational and financial decisions that augur with its overall company objectives and minimise its overall costs.
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