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[bookmark: _Toc97830483]Introduction
One of the main objectives of management accounting is to record, store and disseminate financial information to different management level of the company to facilitate the decision-making process of the business organizations (Fabozzi, 2003). This report demonstrates how different tools and techniques can be used by the management of a business organization in selecting the appropriate business strategy for the business which will promote sustainable development of the business organization. 
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[bookmark: _Toc97830485]Requirement-(i)
The time period for the given original budget and actual budget of Amana Ltd is not specified. As a result, it is assumed that the given information for revenue structure and cost structure of the company are annual data which are converted into monthly data to prepare the control report showing original budget, flexed budget, and variances. 
Thus, the monthly control report showing the original budget, flexed budget and variance analysis for Amana Ltd is shown below:


	Particulars
	Actual Budget (Yearly)
Amount in £ 
	Flexed Budget (Yearly)
Amount in £ 
	Actual Budget (Monthly)
Amount in £ 
	Flexed Budget (Monthly)
Amount in £ 
	Activity Variance (Monthly)
Amount in £ 
	Performance Analysis (Favourable/Unfavourable)

	Revenue
	2500000
	1600000
	208333
	133333
	75000
	Unfavourable

	Variable Cost
	
	
	
	
	
	

	Material
	250000
	280000
	20833
	23333
	2500
	Unfavourable

	Labour
	400000
	440000
	33333
	36667
	3333
	Unfavourable

	Overhead
	150000
	120000
	12500
	10000
	(500
	Favourable

	Contribution Margin
	1700000
	760000
	141667
	63333
	78333
	Unfavourable

	Fixed Cost
	
	
	
	
	
	

	Warehouse Rental
	200000
	170000
	16667
	14167
	(2500)
	Favourable

	Insurance
	100000
	100000
	8333
	8333
	0
	No Variance

	Warehouse supervisor salary
	50000
	35000
	4167
	2917
	1250
	Favourable

	Total Fixed Cost
	350000
	305000
	29167
	25417
	3750
	Favourable

	Net Profit
	1350000
	455000
	112500
	37917
	74583
	Unfavourable



Notes: the monthly amount for sales revenue, variable cost and fixed cost is determined by dividing the value by 12.
[bookmark: _Toc97830486]Requirement- (ii) 
A performance report of Amana Ltd for 2020 based on the control report of the Amana Ltd is prepared which is described below:
The monthly control report of Amana Ltd is showing the monthly amounts for revenues and all the cost of the company in both actual budget and flexed budget which are used to determine the monthly activity variance for the company. Activity variance can be characterized as either favourable variance or unfavourable variance.  Favourable variance implies the firm has generated more sales revenue than the estimated sales revenue or has incurred less expenses than the estimated to total expenses in a particular accounting period. The unfavourable variance implies the opposite that is the firm has generated less sales revenue than the estimated sales revenue or has incurred more expenses than the estimated to total expenses in a particular accounting period. 
Based on the monthly control report, the sales revenue of Amana Ltd is showing a unfavourable variance of £75000 which is suggesting that the company has generated £75000 less in the monthly sales revenue of the company in 2020. The analysis of the variable cost of the company is suggesting that the company have unfavourable variances in the material cost and labour cost of the company. On a monthly basis, the company has incurred £2500 more in direct material expense and £3333 more in direct labour expenses of the business. Due to the reduction in the sales revenue and the increase in the variable cost of the business, the monthly contribution margin of Amana Ltd is showing a unfavourable variance as the monthly contribution margin of the company has declined by £78334. The monthly control is also showing that the total fixed cost of the company is showing a favourable variance due to the reduction in the rent expense of the warehouse and in salary of the warehouse supervisor. Despite this decline in the fixed cost of the business, net profitability of the company is showing a unfavourable variance due to the decline in the sales revenue and increase in the variable cost of the company. 
Thus, based on performance report of the Amana Ltd in 2020, it can be opined that the performance of the company has declined several in 2020 as the net profit of the company is showing a significant unfavourable variance in 2020. 
[bookmark: _Toc97830487]Requirement- (iii) 
This portion of the report provides necessary suggestions to the CEO of Amana Ltd to improve the performance of the company. Based on the performance report, it can be opined that the financial performance of the company has deteriorated severely in 2020 as the sales revenue of the firm has declined due decline in both sales volume and selling price per unit of the company. On the other hand, the direct material cost and direct labour cost of the company has increased in 2020 which resulted in severe decline in the profitability of the business.
To improve the financial performance of the company, the management of Amana Ltd should focus on three segments which are sales revenue segment, variable cost segment and fixed cost segment. The recommendations provided to the CEO of Amana Ltd for improving the performance and stability of the company’s business model are discussed below:
· Sales revenue:
Based on the control report of the company, it can be observed that the sales revenue of the company has declined severely in 2020 due to decline in both sales volume and selling price per unit of the company. This decline in sales revenue is contributed by the covid-19 outbreak in England in the early periods of 2020 which has influenced the government to impose lockdowns and social distancing protocols on public places to curb the contagion of the coronavirus. This legal restriction has resulted in a significant decline in the sales revenue of the company. The management of Amana Ltd is required to focus on the three important aspects here. The first recommendation for the company in improving the sales revenue of the company is to have a better understanding the consumer demand in predicating the sales revenue of the company in preparing the periodical sales budget for the company. Sales budget of company is strongly influenced by the number of units sold and the selling price per unit of the company. These two components of the sales budget are influenced by the consumer demand of the product which is in turn influenced by different factors of the macro and micro environment of the business environment, Thus, a better understanding of the different factors and forces of the business environment of the company will help to prepare effective and efficient periodical budget for the company which will minimize the activity variances in the sales revenue of the company. Second, the company should expand its business operation to online. The company is already selling its souvenirs through its website. In UK, one-third of small business enterprise has shifted its business operation in the digital platforms to generate sales revenue during the period of lockdowns and social distancing protocols. Similarly, 85000 new online businesses of different categories have been established during 2020. Thus, the company should upgrade its website to sell its souvenirs through online. Besides, the company should create colourful and vivid contents and uses them in the social media platforms which will help them to attract a larger audience at a lower price. Third, the company should develop a contingency plan for the business. The development and implementation of such proactive strategy will help the management of Amana Ltd to minimize the loss in the sales revenue during a period of future systematic or idiosyncratic events. 

· Variable cost:
The control report of Amana Ltd is showing that the variable cost of the company has increased significantly in 2020 as the monthly material cost and labour cost of the company have increased by 2500 and 3333 in 2020. This unfavourable variance in the material cost and labour cost is suggesting that the company did not have sufficient control over the cost structure of the company. Besides, this increase in variable cost can also be attributed to the covid-19 outbreak. During the early period of 2020, the government of most of the countries around the world have imposed lockdowns which has resulted in a decline in the production of different raw materials and commodities which created shortage for raw materials and increased price for materials. Similarly, most of the companies have to hire employees at a higher compensation rate during the covid-19 outbreak which has increased the labour cost of the companies. The following two recommendations should be employed by the company to have substantial control in the variable cost structure of the company. The first recommendation for Amana Ltd is to enter long term contract with suppliers of raw materials as well as long term employment contract with employees. Besides, the company should look for different source for materials and labour. Such strategy will help the company to lower the variable cost of the company. Second one is the adoption of scientific production techniques such as Lean manufacturing system or Six Sigma. The adoption of such scientific management technique will Amana Ltd to reduce the seven types of waste associated with the production and distribution of products in the supply chain system, thus reducing the material, labour and other variable cost of the company.

· Fixed cost
Fixed cost is considered as period cost that does not change with the production or activity of the business over a particular accounting period. Based on the control report of Amana Ltd, the fixed cost is showing favourable variances in 2020. The company can continue this declining trend in the coming years if the capital investment projects of the company are assessed with different capital budgeting techniques.

[bookmark: _Toc97830488]PART- B
The decision of Amana Ltd to sell its products in a third-party e-commerce platform such as Amazon or selling the products directly to the consumers through company’s website is knowns as Make or Buy decision analysis in the management accounting. In context of Amana Ltd, the make or buy decision is resolved around whether the distribution process of the company should be managed by the company with the help of its own website or the distribution process should be outsourced to the e-commerce platforms such as Amazon. Both alternatives have benefits and limitations. If the company decides to sell its products through its own website, then company have to incur significant amount of fund to upgrade its website to handle large number of online traffic generated from the online sales order, have to appoint employees who have the sufficient knowledge and experience in the daily maintenance as well as upgrading the firewall of the website (Fabozzi, 2003). Despite this increased initial expenditure, Amana Ltd will be able to have full control over the selling and distribution process of the company which is essential for understanding the changing needs and wants of consumers. 
If the company decides to sell its products through an e-commerce platform such as Amazon, then the selling and distribution cost will be lower for Amana Ltd but the company will lose control over the selling and distribution process of the company as well as on the pricing policy for the products of the company. 
The optimal decision taken in such business scenario is based on the profitability of each alternative by assessing the changes in the sales revenue and cost structure under each alternative. 
Thus, the profit associated with both alternatives for Amana Ltd is shown below:
	 Amazon
	Company’s Website

	Particulars
	Amount(in £)
	Particulars
	Amount (in £)

	Selling Price
	£20 per unit
	Selling Price
	£20 per unit

	Estimated Annual Sales Unit
	65,000 units
	Estimated Sales Unit
	100,000 units

	Total Sales Revenue
	1,300,000
	Total Sales Revenue
	£2,000,000

	Less: Costs
	
	Less: Costs
	

	Fulfilment fees
	50,000
	Setting up a delivery network
	£150,000

	
	
	Upgrading the current website
	£50,000

	
	
	Annual compensation of IT Programmer
	£35,000

	Total Cost
	£50,000
	Total Cost
	£235,000

	Net Profit 
	£1,250,000
	Net Profit
	£1,765,000



Based on the income statement under both alternatives, it can be overserved the total sales revenue under the Amazon option is £700000 lower than the total sales revenue under the company’s own website option. This substantial difference in sales revenue in both alternatives is contributed by the 35000 units more in the annual sales volume if the company decides to sell its products through its own website. On the contrary, the total cost is expected to be higher if Amana Ltd sells its products directly to the consumers with its own website. The total cost in Amazon alternative is £50000 whereas the total cost is £235000 in the company’s website option. Total cost is expected to be higher for Amana Ltd if the company decides to sell its products through its website because the company has to incur a significant in upgrading its existing website in developing an effective and efficient distribution network for delivering the products directly to the consumers. Despite the increased expenditure, Amana Ltd will be able to earn more profit by selling its product through its website. Based on the income statement, it can be observed that Amana Ltd will be able to earn £515000 more profit by selling its product to consumers with its own website rather than the e-commerce platform of Amazon. Based on the profitability projection of the first year’s online sales operation, Amana Ltd should focus on selling its product directly to the consumers with its own website rather than the website of Amazon as the strategy of selling the products with the company’s website generate more profit for Amana Ltd. 
In the second year of online sales operation, the cost of the company will reduce significantly as the company does not have incur additional expenses for setting up a delivery network and upgrading the website of the company. In the second year, the company have to pay only annual compensation of the IT programmer in the company’s website option while the fulfilment expense has to be paid by Amana Ltd in case of Amazon option. Thus, the net profitability in each alternative in the second year is 
	Amazon
	Company’s Website

	Particulars
	Amount (in £)
	Particulars
	Amount (in £)

	Selling Price
	£20 per unit
	Selling Price
	£20 per unit

	Estimated Annual Sales Unit
	65,000 units
	Estimated Sales Unit
	100,000 units

	Total Sales Revenue
	1,300,000
	Total Sales Revenue
	£2,000,000

	Less: Costs
	
	Less: Costs
	

	Fulfilment fees
	50,000
	Annual compensation of IT Programmer
	£35,000

	Total Cost
	£50,000
	Total Cost
	£35,000

	Net Profit 
	£1,300,000
	Net Profit
	£1,965,000



From the second year of the online selling and distribution expansion, the total cost of the business under the company’s website alternative will be reduced by £200000. This significant decline in the total cost is attributed by the fact the company does not have make payment for either setting up a distribution network or upgrading the company’s website. But the company has to pay the fulfilment fee if the company decides to sell its product through Amazon. This fulfilment is charged by the company for accepting and processing orders as well as for storing and distributing the product to the consumers. From the above financial analysis, Amana Ltd will generate more sales revenue if the company decides to sell its products directly to consumers with its own website. 
Despite the increased cost at the beginning of the business operation, Amana Ltd should focus on selling its products through the company’s website because selling the products through the company’s website will result in more sales volume and sales revenue of the company which contributes to significant increase in the profitability of the company (Fabozzi, 2003). 

[bookmark: _Toc97830489]Conclusion
The report articulates how different tools and techniques of management accounting facilitates the decision-making process of the business organization. This report focuses on the preparation of the control report and performance report of Amana Ltd to assess the financial performance of the company and helps the company to decides whether the products should be sold through Amazon or company’s own website. 


References
Chandra, P., 2011. Financial management. Tata McGraw-Hill Education.
Higgins, R.C., Koski, J.L. and Mitton, T., 1995. Analysis for financial management (No. s 53). Chicago: Irwin.
Fabozzi, F.J. and Peterson, P.P., 2003. Financial management and analysis (Vol. 132). John Wiley & Sons.
Pandey, K., 1979. Financial management. Lulu. com.
Atmadja, A.T., SAPUTRA, K.A.K., TAMA, G.M. and PARANOAN, S., 2021. Influence of Human Resources, Financial Attitudes, and Coordination on Cooperative Financial Management. The Journal of Asian Finance, Economics, and Business, 8(2), pp.563-570.
Atmadja, A.T. and Saputra, K.A.K., 2018. Determinant factors influencing the accountability of village financial management. Academy of Strategic Management Journal, 17(1), pp.1-9.
Al Breiki, M. and Nobanee, H., 2019. The role of financial management in promoting sustainable business practices and development. Available at SSRN 3472404.










